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An Open Letter to the Finmnce Minister

My dear HJM,,

Union Pudget that will introduce on 28th February
will “!: l-porin:‘uc as I?:ill at 1sst reveal to the country
whether the Janotn Govermment has a clear perspective of what has
been wrong with our econmomy for the last two and @ half decades
and how matters can be put right,

In conirast to other countries in Asia which have been
making vapid strides to prosperity end ¢ higher g tandard of
living for their pecple such as Japan, South Korea, Malaysia,
Singopore, long Kong and Taivan, our own country, despite some
goins, hes by ond large stagnated snd the standard of living of
the people hae not perceptively risen since Independenccs What
is worse, during the past two years with a populotion grewth of
two per cent per annua, the per capita income has recorded an
absolute fall,

Our friend Nani Palkhivala had, in the speeches he made
comaenting on the Padgetes of your variouns predecessors, repeatedly
urged the need for undefteking a 'U Turn' in our budgeting policies.
It is because I feel it is high time that such a 'V Turn' 19 now
executed by you that I venture in all friendship to make this plea.
Your last Dudgef was by way of being only an interim one and it was
widely apprecioted that you had come on the scene mueh too late for
it to show the impress of your own hand, At that time, high hopes

had been expressed that your second budget would be cut out of very
di fferent cloth,

Let me now try to indicate what in my view are the country's

erying needs in so far as they relate to financiel or taxation
proposale,

The first ond most desperate need of the hour is the lowering
of the rates of taxation, both direct and indirect, The rates of
direct taxation are exorbitont 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 slso counter-productive

beenuse they compel even nomally honest citizens to avei
4 and even
wsdt’t-nthn. Prof. Parkinson has explained this process in his

[ ' Tax evasion has unfortunately become

veeal/w



enomenon, os was appreciated by the VYanchoo Committee
:n.:;:::.l::-rt in 1;'.'2. ¥hile the tax evaders have been escoping
tax from year to year owing to the Weeble and lax collection system,
the honest=to-God middle €lassee with fixed incomes are being eruelly
overtaxed. It has been estimated by @ dissenting member of the
Vanghoo Committee that ineome on which tax was not peid in 1088-00
wos of the order of B, 2,800 erores.

The effect of relief in the rate of direct taxes wonld be
to free a self-employed entrepreneur or professional man from
resorting to evesion end encourage him to invest his savings in

a9 business or voeation, Fvery rupee that is allowed to
in the pockety of the citigen is likely to be more pro-
ductively used then it would be if appropreated by Government.

In the early 70's and partieularly in the budget for 1974
75, certain cuts were made in the maximum rates of income tax and
thie, as wes to be expected, was rewarded by a sharp rise in actual
yields Unfortunately, that healthy trend was reversed in your
budget last year. It needs to be revived agein, mot only in order
to give inetant relief and stimulate investment but also to give
hope to those who would like to save and invest provided they are
no longer phnished as they have been for doing so. In thie connection
the exemption frem Copital Gaine Tex to those who invested from
8ales proceeds which would mormally have berne tax was a step in

the right direetion,
mw a moasure is strengthened by the effect of

the ruinous chemistry of inflation acting on a "progressive” system
of income tax - devaluing fixed volue deductions while the tax-payer
floats into a higher tax bracket.

Counter-productive trends hsve also been at work in regard
to indirect taxation. There were only fifteen items which were
subject to Ceniral Excise duties in 1061, The number of those items
have mow shot up to 123, acecounting for not less tham 52 per cent
of the total tax revenue. Alongaide of this there has been o corres-
ponding incresse in other levies such ar the sales tax levied by the
States, These imposts on the needs and comforts of life fall parti-
cularly heavily on those sections of the peeple who ean bear them
least., Here agoin, excessive excise duties have hecome a major

jource of corruption in the corporate sector where m f
it necessary to understate their actual prnduetio:. g e

The way to redress the b
texation is mot to raise e balance between direct and indireet

the rate of direct taxes dut ¢
burden of indirect taxation on ihdustry, which should I:QE‘I‘I—“-:::“!,
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ed,
ise in the gross profits of the industry concern
:l:::'::::::‘n:nk study of company finance shows that lnhm‘ﬂ
and 63 per cent of all additional profitz come back to Government by
way of corporate texation, this would also mean a bonanza to the
publie exchequer.

The cumsulative effect of excessive direct and indirect taxa-
tion has been to bring down to unacceptable levels ¥ the margin
of profit in industry, thereby discouraging mach necded investnent
and expansion, Professor P.H. Bramsnanda recently drew attention
to this in his lnuug%"‘él address to the Indian Eeonomie Associaii om.
Mongside of the fs11 in the level of profits there has been a rise
in what is ealled the "lmrdle rate", namely, the rate of return on
investnent that has to be anticipated to persuade the pllm
investor to invest, P

It is hardly surprising thet, in the light of all this,

entreprencurship is drying up and initictive and enterprise are

at a diseount, The net effect of tvo decades of budgeting of this
noture hos been to depress prefits snd investment, dry up savings,
inerense corsumption, ereate anemployment and let loose inflation,.
Theone trends con be reversed by a drastiec cut in the ratea of direet
ond indirect taxation, These should apply net only to such neces~
sitice as sugar and matches butl also cold storsge equipment, air
conditioners, and motor care, none of which ¢an any lenger he called
luxaries in the 20th century. The L.K. Jha Committee ha® already
pointed out the urgent need to yemove all taxes on imports,whether

they are cement, stecl or fertilisers. That however would he only
a emall begining.

Fe shall be teld thot such drastie reduction in taxcs whether
divect or indirect would involve a drop in revemme. This apprehension
is somevhat questionshle. Hoe it not Been demonstrated by President
Kennedy and others that a cut in the rates of toxation econ resnlt in
on inerease in the aetual revenues or that, in other wvords, a small
slice of o large ecke is bigger than e large slice of o small eake?
Aseuming however that you will have to budget for lower revenues,
this will have to be dolanced by o drastie cut in anproductive civi}
expenditure., Ve mow have #n government offices a blosted class of
under-paid and underemployed clejrks and functionaries. No country
€an prosper if it has to ecarry the burden of an aray of unproductive
parasitess Your predecessors talked of the need for such a drastie
eat in eivil expenditore but a leck of courage provented them from
inplementing their budget speeches, A drpstic eut in unproductive
expenditure will not only facilitate tax reduction but alwo ensure
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an avoidance of deficit finance and the resul ting monetary inflatioén.

In ease it is pointed to you that all this is *"politieally
inadvissble®, surely the amswer to such a2 ples is that it is
ésrtoinly even more “politically insdvisable® for yonr Governament
to allow iba present drift to continue amd te ghow that it is net
prepered to grapple with the country's basic economie problems,

It moy not be sltogether irrelevant to point out that,
aceording to the London Tipes Dusipess News of Januery 18,
1078, a meeting betweon senior Pank of Tngland offiecinls and
a panel of top economista came to the conelusion that in ordédr
to hoost the British econcmy, tax cuts smounting teo £2,000
million need to be made in the Dudget that the Chancellor of the
Pxchocuer ie going to iniwednee within the pext few weeks,

It was good to read that, im your speech in Surat, where
you adiressed the Soutbern Gujarat Chamber of Commerce and Industry
on Jommary 20, you quite rightly deplored the way in vhich business-
men have got used to cultiveting their "licensed gardens® and
observed that “development behind a protective wall for decades
seems to have atrophied the capaecity of businessmen to tauke risks"®.
T™hie evil was described by Rojoji, with whom you and I had the
privilege to work closely for a decade, ae the creation of “private
nonopoliea® and he quite rightly called for an end to vhat he
deneribed of “permit-quota-licence~raj®. Ir it not high time that
all econtrole, imcluding those on foreign exchaonge, should now he

1ifted ond the Indian people set free from the straitjacket of on
over-controlled economy?

ds you are avare, the "German miracle" was brought sbout b
a policy couragemely introduced by Ludwig Nrhard of 1lifting all
controls overnight in defiance of the Allied Commanders them in
control of Vest Germany., "Lot the men ond the money loose and

they will mcke the country strong®™, he urged, snd the whole
vatehed the resnlt with nduiration: ; i

Our political slemovracy, which involves an eleection every
five years to Parlisment and State Asseablies, needs to be supple-
aented by economic democracy which consista of the ballot of the
market place where people cast their votes not once every five
years but ever; day a® they go abeut their deily business of
Saving and investing their money or spending ft. The restoration
of n free market needs to Lo accompanied by the restoration of free
®olleetive bargaining in the lbharq of our currently hedevilled
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Industrial Relations.

All this can only bg¢ made possible by the Govermment's
withdrawal from territory which should never have been taken away
from the citizens of thia country. That is what decentralisation

of pover means.

The people of India have tremendous intelligence and vitality.
Onece they are freed from the trammels of red tape ond excessive
controle, I for one have no doubt they will go places and raise
their standard of life. The tosk before the Janata Govermment is
to set the people free in the economie sphere as they have already
done at the political level, Your Imdget ecould be the firet step
in that noble pursuit,

I reslise thot, a8 2 member of a eonglomerate Government, you
may mot be entirely the master of the nation's exchequer, but you
can yet do a great deal to give a lead to your colleagues in the
goveroment and the country aer a whole,

Hoping to be forgiven for thies publiec plea whieh I have felt
tt necessary to -‘ho

TR Yours sinecrely,

MINGO MASANI



