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Preface
?
THis REPORT ON Taxation‘and Domestic Private Investment is a com-
panion to our eaglier study on Taxation and Foreign Investment. When
Paxation and Foreign Investment was published there was a demand
that a similar study should be made of the impact of taxation on domes-
tic investment, for it was recognized that an active foreign investment
was closely bound up with an active domestic investment.

Certain assumptions are basic to this study. One is that the social
ends of our fiscal system should be clearly recognized as part of our
concept of a socialistic pattern of society which has become an accepted
goal in India. Secondly, since the private sector will continue to play
a significant role in our present mixed economy, no fiscal system should
operate in such a way as to militate against its efficient working.

Our approach in this study has, therefore, been to see if there are
any parts of the tax system which without prejudice to the socially
agreed goals cannot be reformed so as to enable the economy to func-
tion more efficiently. What, if any, are the factors which adversely
affect the capacity and willingness of the business community to invest?
At what level and in what manner should a balance be struck between
(a) the need for large revenue of the Government for its functions
mncluding developmental and investment functions, (b) the need for
reducing inequalities and (c) the need for strengthening the forces of
private saving and investment. Undoubtedly, these are difficult con-
siderations to be balanced. But this study i1s an attempt to indicate
directions in which certain improvements in the tax system seem to be
necessary and feasible.

It may be stated at the outset that our tax system had in the past
been designed primarily to raise sufficient revenue for the expenditure
of Government on administration and allied services. When the basic
framework of the Indian tax laws was formulated, economic growth
was not a concern of the Government and the promotion of savings and
investment was not, therefore, accepted as a goal of fiscal policy.

After Independence and particularly since 1956, the year of inaugu-
ration of the Second Plan, the tax mechanism was pushed into high
gear to meet an enormous increase in the needs of the developing eco-
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nomy. Not only have rates been raised but some taxes entirely new to
the country have been imntroduced.

However, in the search for additional resources and the attempt to
mitigate disparities of income and wealth, the vital objective of the
tax system which 1s to step up the rate of savings and mvestment not
only mn the Government sector but also in the private sector, in order
to accelerate economic development, should noi Be given a secondary
place. , ‘

It 1s of basic importance to promote private savings so that private
mvestment which is an integral part of the programme of planning is
not unduly restricted. There 1s another reason why private savings
should be fostered. Savings on the Government account have shown
a decline over the last decade, and to finance the rise in capital forma-
tion in the public sector, Government has had to increasingly rely on
private savings. The dependence of the Government’s own programme
on private savings 1s likely to continue. It may also be noted that ex-
perience all over the world shows that the propensity to save on the
part of Government 1s almost always lower than that of the business
sector and frequently lower than that of the consumer sector.

It is in this context that the National Council undertook this study
of the economic effects of the tax system on private savings and invest-
ment.

Our report analyses certain situations in which there is a conflict
between the social objective and the economic goal This confiict arises
particularly when the pace of progression of taxation which results
from the combined incidence of super-tax and wealth-tax reduces, with
every addition to one’s wealth through savings, the disposable income
arising from the combination of earned income and productive wealth
While recognizing the need for wealth-tax in a country where the dis-
parities are so marked, the study reveals the adverse effect that such a
progression can have, in course of time, on the incentives to save and
the mitiative to take risks, which constitute the very essence of private
enterprise  The result might well be the opposite of what the Govern-
ment would seek to achieve. It might result in a lower tax yield by
discouraging the creation of a larger tax base.

The study takes full note of the fact that Government has introduced
several fiscal devices fo encourage corporate savings. However, 1t also
calls attention to the situation that the tax policy does not give the
same importance to the role of consumer savings, which in fact account
f?r a high proportion of aggregate savings in the economy. The expen-
diture-tax was introduced with this objective in mind, but it constituted
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only a negative and probably not very effective approach. Economic
virtues can hardly be stimulated by negative treatment alone. Tax
rebates are provided in respect of life insurance premiums and contri-
butions to provident funds but their scope is very limited. It may be
advisable for the Government fo consider the need for providing fur-
ther inducements to encourage savings. In certain countries there 1s a
a special tax-free allowance for individuals, whereby a prescribed per-
centage of the income is exempt from tax, provided it is utilized in
acquiring new share capital of a company engaged in business approved
by the Government. Such treatment is usually extended also to
investments in Government securities.

Since the corporate form is, and will continue to be, of great impor-
tance for private enterprise in order to mobilize resources for invest-
ment, the study examines the impact of taxes on the flow of such funds
to the corporate sector as would be necessary to increase the tempo of
industrial enterprise.

The findings and recommendations of this study may be summarized
here. Our review of the'trends in investment shows that while the
overall climate for private investment has been favourable, there are
certain disquieting features. For instance, the rate of aggregate sav-
ings has not kept pace with the rate of investment. Corporate savings
in 1958 were actually lower than in 1955.

As regards personal taxation, the cumulative impact of income and
wealth-taxes on entrepreneurs in the higher income groups, who play
a crucial and dynamic role in creating new enterprises and pioneering
new industries, seriously curtails their capacity to save. As mentioned
earlier, after a point the disposable income of an individual declines
with every addition to his wealth through savings. At such a level
of income, the tax liability is generally met at the expense of savings
which in the case of most businessmen are likely to be invested. Since
the incentive to save is virtually eliminated at this level, there 1s a
sound economic justification for slowing down the pace of progression
of taxes at very high income levels.

The tax system is so devised that at the higher levels tax liability on
account of income and wealth-tax exceeds 100 per cent of the total
income. Two points deserve consideration here. There should be more

of a tax differentiation between wealth productively employed and
.wealth which is unproductive. Secondly, the tax hablhty should not
exceed hundred per cent of the tax-payer’s total income. Such a tax
ceiling would leave sco&’"for the operatlon of the wealth-tax in all
cases and would not lead y lg -~ "oss of revenue.
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An examination of the structure of corporate taxes shows that where-
as the basic tax of 45 per cent introduced by the new scheme of com-
pany taxation 1s fair and reasonable, the intercorporate dividend tax
makes the aggregate burden on intercorporate investments too heavy.
A reduction in this tax would encourage both foreign and domestic
investment. Another deterrent to 1nvestment 1s the tax on bonus shares
which discourages remvestment of company proflts. Its imposition on
bonus issues from the share premium account 1s 1llogical.

There 1s a need for mtroducing some flexibility 1n the application of
Section 23A which relates to closely-held compames. It 1s suggested
that a provision should be introduced whereby the special needs of
small and growing enterprises are kept in view when imposing the
penal tax under this Section.

Our findings are based on economic analysis and reveal the ways in
which the tax system impedes, at certain points, the growth of strategic
sources of private mvestment. It i1s beyond the scope of this study to
suggest the admmustrative methods by which improvements can be
effected. The implementation of the recommendations contained in
this report would not be mconsistent with the social purposes of our
fiscal system.

The National Council received the full cooperation of a number of
persons and compames who replied to our gquestionnaires and supplied
us with other information that we needed for our study. Some indus-
trialists and busmess executives placed their views freely at our dis-
posal. We also had the advantage of discussions with those fully con-
versant with direct tax administration m our country. I wish to convey
my deep appreciation to all those who have gssisted us.

In the preparation of this study I had the invaluable assistance of
my colleagues, Mr. Pritam Singh who had worked on our previous
study on Taxation and Foreign Investment and Dr. R. J. Chelliah,

New DrLur P. S. LoxaNaTHAN
December 1960 C I Director-General
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Chapter 1
. Introduction

SETTING OF THE PROBLEM

FUNDAMENTAL CHANGES HAVE taken place in the structure of direct taxa-
tion in India since the inauguration of national planning in 1951. Tn
the last decade or so, the Government has not only introduced changes
in the rates of taxation but has tried to adapt the entire structure of
direct taxes to the changing needs and conditions of a developing eco-
nomy. On the one hand, the growth of the public sector, under the
compulsions of planned economic development, has greatly enlarged
the needs of the exchequer; on the other, the adoption of “socialist pat-
tern of society” as the national goal has called for measures calculated
to reduce inequalities in the distribution of income and wealth. In
an attempt to evolve an integrated structure of taxation that would
help achieve the twin objectives of higher yields and mitigation of
inequalities, the Government has imposed in recent years a number of
new taxes on income and wealth. The new direct taxes imposed since
1957—the expenditure-tax, the wealth-tax and the gifts-tax were in-
tended 1n part to plug loopholes in the tax structure and bring about
a greater measure of equity as between different classes of tax payers.
But, undemably, they have added to the total burden of direct taxes,
especially in the case of individuals in the top income brackets who are
hkely to possess considerable amounts of wealth.

The increasing relhance on taxation to finance development expendi-
ture, the mtroduction of new taxes and the consequential steady rise
m tax habilities have, not unnaturally, led to complaints on the part
of some representatives of the private sector. It is alleged in several
quarters that the present high rates of taxation of income and wealth
are seriously undermining the incentives to save and invest of indivi-
duals as well as corporations. A perusal of the speeches of company
chairmen and of the many articles on taxation published in
financial journals in recent years shows that the most common
criticisms of the tax system ar
criticisms voiced mn other countri
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PersoNnanL TAxATION

The direct-taxes structure underwent a major change during the years
1956-58 when capital gains, wealth, expenditure and gifts were subject-
ed to taxation. Ultimately all these taxes must be paid out of income
(except when tax liability exceeds income), but the different bases of
these taxes represert an attempt towards a comprehensive coverage
of the tax payer’s spending power. The composite base of taxation s
expected to yield greater revenues, close the loopholes of evasion,
check consumption and reduce economic inequalities.

Income-tax

The income-tax was first introduced into the country a century ago but
was abolished shortly afterwards It was re-imposed in 1866 and has
had an uninterrupted existence since then. As taxation of agriculture is
constitutionally reserved for the States, the Central levy does not fall
on agricultural incomes. In 1958-59 the total number of assessments!
was 784,766 (individuals plus Hindu undivided families) and the total
tax payable was Rs. 106.58 crores.

The taxation of income today has three components—income-tax,
super-tax and surcharge on both. Since 1939 the rate structure has
been bult on the “slab” system. The rates increase progressively with
a rise in each slab of income. The taxes on each slab are calculated
according to the scheduled rates and then added up. By this method
the effective rate of taxation rises gradually as income increases and
in most cases the effective rate of taxation is considerably less than
the marginal raies applicable to the top slabs of taxable income.

Income-tax is payable on annual incomes above a certain level; this
taxable minimum has often fluctuated. In 1953-54 it was raised from
Rs. 3,600 to Rs. 4,200 for administrative reasons. It was lowered to the
present level of Rs. 3,000 in 1957 on the ground that this income was
a very large multiple of the average per capita income in the country.
(These income figures relate to individuals, the exemption limit for
Hindu undwided famlies is at double the level for individuals.)
Income-tax rates rise progressively from 3 per cent on the first slab of
income to a maximum of 25 per cent on income above Rs. 20,000. In
addition to this, super-tax falls on incomes above Rs. 20,000, the rates

* Since the Central Board of Revenue statistics give only the number of assessments
completed 1n a year, 1t is not possible to give the exact number of assessees 1n that year., A
number of assessments for carlier years may have been completed during that year while
some may be carried over to the next year However, this figure may be taken as a rough
indication of the number of assessees.
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rising from 5 per cent to a maximum of 45 per cent which is operative
above the level of Rs. 70,000

There are some important exemptions. Interest from National Plan
Savings Certificates and Treasury Savings Deposit Certificates is tax-
free. As already explained, incomes from agricultural sources are ex-
cluded from Union taxation. The himit up to swhich donations for
charitable purpose qualify for exemption from tax was increased in
1960 to 7.5 per cent of total income or Rs. 1.5 lakhs, whichever is less.
Relief for married tax-payers was mtroduced in 1955 in the form of a
tax-free slab; today the free slab for married persons is Rs. 3,000, for
the unmarried 1t 1s Rs. 1,000. A child allowance of Rs. 300 per child up
to a maximum of Rs 600 was introduced in 1957. But these rehefs for
marriage and parenthood are not available to incomes above Rs. 20,000
per year.

Abatements—or a reduction 1n the rates of taxation—are afforded in
certain cases. The tax differentiates m favour of earned incomes. The
principle of differentiation was first introduced in 1945 in the form of an
allowance free from income-tax but not super-tax. Under this scheme
the tax-payer could exclude from his taxable income a certain propor-
tion subject fo a maxymum hmit. The amount of this exemption was
varied from time to time. For a short period (1946-47 to 1949-50) the
relief was extended to the super-tax through a lower schedule of rates
on earned mcome. In 1955-56 a change was mtroduced by which the
amount of the allowance was progressively reduced for incomes above
Rs. 25,000 till it disappeared at the level of Rs. 45,000. Since 1957 the
rehef has been given 1n the form of a lower surcharge on earned in-
comes than on unearned incomes. Earned mcomes pay a surcharge
of 5 per cent up to Rs. 1,00,000 and above this level the surcharge is
raised to 10 per cent. For unearned incomes there is a uniform sur-
charge of 20 per cent. However, no surcharge is levied on incomes
below Rs. 7,500, whether earned or unearned. Further, a rebate on
income-tax (but not on super-tax) is granted for provident fund contri-
butions and hfe insurance premiums up to one-fourth of total income
subject to a maximum of Rs 8,000

Table 1 presents the effective rates of taxation at selected income
levels, earned and unearned. These rates include income-tax, super-tax
and surcharges; and they apply to unmarried persons. The rates ap-
plicable to married persons are only slightly different.

During the past decade the income-tax burden has appreciably in-
creased In 1951 a surcharge of 5 per cent on income and super-taxes
was introduced for incomes above Rs. 7,200. The income Ilevel
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attracting super-tax liability was lowered in 1955 from Rs 25,000 to
Rs. 20,000. Super-tax rates were increased in 1956-57 pushing up the
maximum marginal rate (income-tax and super-tax combined) to 919
per cent on unearned incomes. With the introduction of new personal
taxes in 1957 the maximum marginal rate was reduced to 77 per cent for
earned and 84 per cent for unearned incomes. As against this the tax on
unearned incomes between Rs 36,000 and Rs. 1,00,000 was increased and
the taxable minimum was lowered. Changes in effective tax rates at
certain income levels brought about by the Finance Act, 1957 are shown
in Table 2. It will be observed that:

(a) The proportionate benefit of reduction in the incidence of new
tax rates on earned income increases generally as the income increases
and the reduction in absolute amounts 1s significant at income levels
over Rs. 1,00,000 or so, which are more relevant to non-salary earned
incomes. The purpose is to provide an incentive particularly for those
persons who themselves carry on their business or profession.

(b) In the case of unearned income, the proportionate benefit of
reduction in the new fax rates increases at first up to the income level
of about Rs. 20,000 and then starts decliming t1ll the new rates exceed
the earlier rates in force i 1956-57. But at an income level somewhere
between Rs 1.5 lakhs and Rs. 2 lakhs, the incidence of the new rates
again becomes lower than that of the earlier rates. This was done in
view of the introduction of the wealth-tax. -

A comparison of the tax burdens in India and seven advanced coun-
tries over the income range £1,000 (Rs. 13,333) to £25,000 (Rs. 3,33,333)
is made in Table 3 and depicted in Graph I. Only Norway among these
advanced countries imposes heavier tax rates than India over the entire
range. The effective rate of taxation is higher in India than in the United
States, Canada and France throughout the range. India tax rates are
higher than the British tax rates for incomes between £2,000 to £15,000,
but taxation is heavier in the United Kingdom above and below these
limits The effective rate of taxation rises more steeply in India than m
West Germany and the Indian rates are higher than the German rates
above the £2,000 income level; in comparison with Japan, the situation
is more or less similar. Another interesting feature is that only the
U.S A, Canada, and the U.K. impose maximum marginal rates which are
higher than that in India; of these the United States’ rate at 91 per cent
is the highest. However, the mcome levels at which these rates become
operative in those countries are very much higher than the income level
which attracts the highest marginal rate in India—n the U.S.A. this
income is almost twenty times as large as the relevant income in India.
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It may be pointed out that both Japan and West Germany, which
have shown the highest rate of growth in the post-war period, levy
lower tax rates in the middle and high mcome ranges and have a slower
progression than India. There have been, of course, other favourable
factors which enabled these countries to achieve phenomenal progress.
But 1t 1s probable that, in thewr conditions, relatively low rates of
taxation contributed to the climate for rapid growth.

It may be more appropriate to compare the {ax burdens in India and
other developing countries, Table 4 presents the tax rates payable at
different levels of income in India, Pakistan, Ceylon, Kenya and Nigeria.
(This comparison 1s also depicted in Graph IL) Among these
countries the effective rate of taxation is highest in India
for the range £1,000 to £6,000. Above this, Indian tax rates are higher
than those in Ceylon, Kenya and Nigeria but lower than those in Pakis-
tan, The highest marginal rate in Pakistan is heavier than that in
India (Pakistan: 80 per cent; India. 77 per cent), and Pakistan imposes
this rate at a lower level than that at which the maximum marginal
rate applies in India (Pakistan* Rs. 76,000; India: Rs. 1,00,000).

The limitations of this comparison of tax rates must now be pointed
out. According to some, a meaningful comparison can be made only
by taking account of differences in per capita incomes mn the various
countries. On this basis, the effective rates on different income levels
i India would werk out to be lower than those at comparable income
levels in advanced countries. Further, the rate structures in different
countries should he viewed together with the definitions of taxable
mcomes to which they apply, but 1t is not feasible to iake account of
the differences in the definitions while making a comparison of this
nature,

Our comparison is confined to the taxation of earned income. .Al-
though a number of countries do not differentiate between unearned
income and earned mcome, there are some like India which discrimi-
nate 1n favour of earned income. From the viewpoint of hoth incentives
and ability to mvest, the tax treatment of unearned mncome 1s of great
significance, since the return from the most common {form of risky
mvestment—company shares—is treated in some countries, mcluding
India, as unearned income But in the absence of adequate data, 1f is
not possible to compare the taxation of unearned incomes in various
countries. However, our comparison is framed on the basic rates of tax
in various countries and shovld give a fairly good idea of the progres-
sion of rates in those countries. 3

The differentiation in favour of earned income in justifiable on
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several grounds. This kind of income is more “precarious” than unearned
income. Unemployment, prolonged sickness, disability or old age of
the earner interrupt or reduce his earned mmcome whereas such personal
circumstances do not affect unearned income. A second reason for this
discrimination is that like the depreciation allowances on capital assets,
tax relief should be allowed to workers in view of the fact that their
productive capacities will be ultimately exhausted. A third reason
1s that a worker must sacrifice leisure to earn his living, which involves
real costs of physical and mental effort. No such sacrifice has to be
made by a person who is fortunate io enjoy investment income. Another
argument 1s that the possession of capital which yields investment in-
come increases the spending power and taxable capacity of the person,
since he can spend in excess of his income.

Some of these arguments for tax discrimination against property
income can be advanced in support of an alternative method of taxa-
tion—a wealth-tax. Such a tax directly hits at capital from which the
owner derives the above-mentioned benefits. This tax has an advant-
age over the differential tax treatment of unearned income m the sense
that it 1s neutral as between risky and non-risky investment, while tha
method of tax discrimination against unearned income favours non-
risky investment. This comparison of the two taxes holds good on the
basis that risky investment generally yields a higher income than non-
ricky investment.

An important point to note here 1s that in India both a wealth-tax
and a differentiation ‘against unearned income exist together. Tlus
should be kept in mind when the Indian income-tax rates are com-
pared with those in other countries. The implications of this combined
burden are brought out in Chapter 4.

The international comparison of tax rates indicates that the Indian
income-tax is highly progressive—one of the most progressive systems
in the world and that the tax burden on the upper income levels in the
‘range considered by us 1s one of the highest. Table 5 gives an idea
of the distribufion of the tax burden among various mcome groups.
It shows that about 53 per cent of the tax is paid by assessees who form
nearly 15 per cent of the total number of assessees, accounting for
about 14 5 per cent of the assessed income. These are persons in higher
mcome brackets,-drawing more than Rs. 50,000 per year.

These individuals recerved about 47 per cent of the dividend mecome
-(vide Table 8) assessed to tax, which shows that this small group of
persons supplied about half of the equity capital to companies.

No categorical comments are possible about the exact degree of
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income-tax progression desirable for the countiry. Revenue considera-
tions are important in the formulation of the scale of progression It is
also designed to serve the declared social objective of reduction of eco-
nomic mequahties. But its economic effects on private savings and in-
vestment necessary for rapid economic development must be given due
weight. These effects are discussed in Chapter 4.

Capital-gains Tax

Till recently capital gains were not taxed in India. In 1946 a tax
on such gains was mtroduced but it was withdrawn in 1949, The official
reasons given for dropping the tax were' (1) it was not yielding any
sizeable revenues because of falling values of properties, (1i) it had an
adverse psychological effect on investment, and (in) i1t hampered the
free movement of securities in the capital market, which was a neces-
sary pre-requisite for mndustrial development. A {ax on capital gains was
introduced in November 1956, for without this tax, the Government
beheved, the fiscal system was weighted in favour of a type of income
which aggravates economic mequalities. Since Government’s invest-
ment programmes and other expenditures created conditions for capital
appreciation, it was only fair that the exchequer got a proportion of the
income realized in the form of capital gams. Further, in the absence
of the tax, income could appear as tax-free capital gains and capital
losses may be set off against income, so that, in the words of Mr. Kaldor,
“the Revenue has the worst of both worlds”.

In the view of some businessmen, however, the exchequer often
makes the best of both worlds. Owing to the lack of a precise definition
of capital gains 1 the tax law, a capital gamn can be treated as ordi-
nary income by the tax authorities 1f such'gams are sought repeated-
ly. Under these circumstances, a capital loss cannot be set off agamnst
such capital receipts.

This impost falls only on capital gains realized after April 1, 1956.
Such gans are measured by the excess of sale-price over either origi-
nal cost or market value on January 1, 1954, the option being with the
tax payer. No tax 1s payable if in any accounting year the total amount
of capifal gains 1s less than Rs. 5000, or if the capital gamns plus the
other taxable income does not exceed Rs. 10,000. The rate at which
capital gains are taxed 1s the income-tax rate applicable to the sum of
the assessee’s income and one-third of these gains No super-tax 1s
payable on capital gains and since the maximum rate of imncome-tax and
surcharge for individuals 1s 30 per cent, the rate of capital-gains tax can-
not exceed this figure. The tax assessed on capital gains was only
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Rs. 39 lakhs in 1958-30.

The fact that the tax rate on capital gains is lower than that on the
other forms of income and profits, encourages persons in upper income
brackets to invest in assets that offer chances of large capital gains.
Company shares are the most important form of such investment. This
pont is brought out in chapter 6.

Wealth-tax

In 1957 a tax on wealth was imposed as part of the scheme to reform
the structure of direct taxation. This tax was introduced on the follow-
ing grounds. In the first place, income by itself is generally considered
to be an madequate measure of taxable capacity. Secondly, a tax on
wealth does not discriminate against risky investment in the manner
in which the income-tax does. Further, it reduces the opportunities for
tax evasion and is an important instrument of social policy. Finally,
it discourages the holding of wealth in unproductive forms.

This tax is levied on net wealth which consists of the value of total
assets minus the value of total debts. The examption limit is
Rs. 2 lakhs for individuals and Rs 4 lakhs for Hindu undivided families
Wealth in the range of Rs. 2 lakhs to Rs 12 lakhs attracts tax liability at
the rate of 1 per cent; on the next slab of Rs. 12 lakhs to Rs. 22 lakhs,
a rate of 1.5 per cent is applied and above this level the rate is 2 per
cent.

Among the important exemptions are personal effects, balances in
provident funds, Iife insurance policies and investments in national
savings certificates. Agricultural properties are excluded from the
scope of Union taxation.

There are some other personal taxes in India, viz, expenditure-tax,
gifts-tax and estate duty, which do not directly fall within the scope
of this study.

CoMPANY TAXATION

There are two distinct philosophies! with respect to the tax treat-
ment of companies. According to the first, a company does not have
any taxable capacity separate from its shareholders. All taxation is
eventually personal taxation and, therefore, the shareholders must be
given credit for the tax paid by their company. The second rests on
the argument that the corporate form gives a separate entity to the

1 There is an imteresting discussion of different systems of company taxation in an article
by E.B. Nortchffe—"“Company Taxation Compared” (Progress, Spring 1958, London).
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company with a distinet capacity of its own to bear taxes. Incorpora-
tion confers definite legal privileges on a company and 1t must, there-
fore, pay for such benefits. In actual practice, a number of countries
adopt an approach compounded of the two exireme philosophies and
give only partial rebate to the shareholders i recognifion of the tax
burden suffered by the company

Orginally, the UK treated the whole of the company tax as an ad-
vance payment on behalf of its shareholders. This practice was modi-
fied 1n recent years and now only a part of the taxes on the company
1s credited to the shareholders. The profit-tax is non-refundable. The
traditional British principle 1s still applied in countries like Ghana,
Nigena and Malaya, which were previously British colonies.

That the company has an independent capacity to bear faxes 1s a
recognized principle 1n the tax systems of the Umted States, Australia
and most European countries India, until recently, followed the “com-
pounded” system of giving a partial credit to shareholders in respect
of the taxes paid by the company. The mcome-tax on companies was
refunded to the shareholders on distribution of profits but the super-
{ax was ircated as non-refundable.

The system of iax credit, known as “grossing up” of dividends was,
however, quite comphcated Companies were charged income-tax at
31.5 per cent (1ncome-tax 30 per cent plus surcharge 1.5 per cent), but
the rate of super-tax was variable In form, super-tax was levied at
the rate of 50 per cent on the whole of assessable profit, but various
rebates were provided so that no company was actually subject to this
ceitling rate Broadly, the net rate of super-tax on assessable profits
of Indian companies was 20 per cent which made the basic tax rate on
company profits 51.5 per cent (315 per cent mmcome-tax plus 20 per cent
super-tax) 1

Whenever dividends were paid from company income which had been
subject to income-tax, an amount of income-tax was credited to the
account of the dividend recipient to offset his own income-tax hability
in respect of the dividend The income-tax credit so transferred was
always just sufficient so that 1t represented mmcome-tax at the company
rate (315 per cent) on the total or gross dividend.

No credit was permitted to the dividend recipient in respect of the
super-tax paid by the company. Further, if the shareholder’s total
income was subject to personal super-tax, the super-tax was applied to
gross dividend income, not to net cash dividend.

1

The rate of super-tax was 15 per cent in the casc of 2 company with assessable income
not more than Rs 25,000.
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This scheme involved several complications in actual practice. The
complications arose, as explamed by the Mmistry of Finance,! out of
the need to make a determination of the following factors which affect-
ed the rate at which grossing was to be done:

(i) The composition of the profits of the company from which divi-
dends were declared, that is, how much of the dividends had come out
of the profits subjected to tax and how much out of exempted
profits; and

(1) The composition of the profits in cases where the company drew
upon past reserves for declaring dividends.

The determination of these factors inevitably delayed the assessment
of the shareholders.

In order mainly to simphfy the procedure for tax assessments, a
new scheme df company taxation was introduced 1n 1959. It gave up
the principle of deeming the mcome-tax paid by the company as having
been paid on behalf of the shareholders, thus making the process of
“grossing up” of dividends unnecessary. The new scheme has establish-
ed the company as an independent taxable entity.

While mtroducing this change, two company taxes were abolished,
viz., the excess-dividends tax and the wealth-tax. The rates of the
excess-dividends tax were 10 per cent on dividends amounting to
Letween 6 per cent and 10 per cent of the paid-up capital; 20 per cent
on dividends between 10 per cent and 18 per cent of the paid-up capital;
and 30 per cent on dividends in excess of 18 per cent of the paid-up
capital. The wealth-tax was levied at 05 per cent of net wealth in
excess of Rs. 5 lakhs. The marginal rates of combined company taxes
(excluding wealth-tax) rose to 55.9 per cent for dividend distributions
between 6 and 10 per cent of paid-up capital. They went up further
to 59.6 per cent and 62.7 per cent in respect of distributions between 10
and 18 per cent and over 18 per cent respectively of the paid-up capital.

The new scheme has introduced a basic tax rate of 45 per cent on
assessable profits (20 per cent income-tax and 25 per cent super-tax).?
Companies are, however, required to deduct tax from dividends at the
rate of 30 per cent for which credit is given to the shareholders 1n their
tax assessments. This 1s designed merely to collect tax at source.

Dividends received by a company are subject to super-tax rates
which depend on the relationship of the company with the dividend
paying company. The income-fax rate is uniform at 20 per cent—the

1 Memorandum explaining the Provisions in the Finance Bill, 1959.

? 'The super-tax rate is 20 per cent in the case of a company with assessable income
not more than Rs. 25,000.



Chapter 3
Trends in Investment

It 15 PROPOSED in this chapter to review some select indicators of the
growth of the private sector in recent years Such a review will serve
as a background to the later discussions of specific questions of tax
policy and also give a prelimmary answer to the question: “Have
taxes actually exerted an unduly restrictive influence on private
investment?”

PROGRESS OF INVOSTMENT

It is common knowledge that, in spite of stresses and stramns, the rate
of investment 1 the Indian economy has been more or less steadily
mcreasing since the mnauguration of national planning in 1951. It has
been estimated that total investment, which stood at about 6 per cent of
national meome at the beginning of the First Plan, rose to about 8
per cent at the end of that Plan period; and that by the end of the
Second Plan 1t would have mereased further to 11 per“cent of national
income.

During the period of the First Plan, total investment in the economy
amounted fo Rs. 3,360 crores, of which public investment accounted for
Rs 1,560 crores and private investment for Rs 1,800 crores.! It is
estimated that during the Second Plan period total investment would
amount to Rs 6,750 crores. The share of private investment in the
total would be about Rs 3,100 crores. Thus total investment in the
Second Plan will be about double that in the First Plan and private
investment in the Second Plan will be about 72 per cent higher than
1n the First Plan.?

Private investment in orgamzed industries, with which we are more
concerned, has been steadily rising since 1951-52. The progress of

I These exclude mvestment financed out of resources transferrcd from the pubhc sector.

Inclusive of such transfer, investment by the private sector 1s estimated to be Rs. 3,300 crores

dunng the Second Plan period  The corresponding figure for the First Plan period 15 not
available

Ly

* These percentages will be somewhat lower if allowance s made for the nise
1n prices

22
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private investment in this sector in the First Plan period can be seen
from the following figures:

PRIVATE INVESTMENT IN ORGANIZED INDUSTRY (1951-36)

{Rs. crores)

1951-53 1953-54 1954-55 1955-56

52 8 44 2 49 7 85 6

Sourck: Review of the Fust Fuwe Year Plan, pp 206-7

Thus from an annual average of Rs. 26.4 crores in the first two years
of the Plan, investment in this sector rose to Rs. 86 crores in 1955-56,
the total for the entire period amounting to Rs. 2323 crores. This
magnmtude of actual investment was more or less equal to the “targets”
set for this sector m the original Plan allocations. As the Review of
the First Fwe Year Plan states, “The results of the Plan in the indus-
trial field were highly satisfactory not merely in terms of the utiliza-
tion of capacity already in existence at the commencement of the Plan
but also in terms of the new capacity installed in new and important
lmes !

In the Second Five Year Plan, out of the total investment target
of Rs. 6,200 crores, investment of the order of Rs. 2,400 crores was to be
undertaken by the private sector. It 1s now estimated that actual
investment in the private sector would amount to Rs 3,300 crores 1n
the five years, 1956-61, as agamnst the original provision of Rs. 2,400
crores. It may, therefore, be said that actual investment by the private
sector during the Second Plan period has exceeded original expecta-
tions? However, it 1s important to know, for our purposes, in which
of the sectors the “over-fulfilment” of expectations was more promu-
nent. The following table on p. 24 gives the breakdown by major sectors
of estimated private investment in 1956-61 and the original provisions.

It can be seen from these figures that in all cases except i that of
power, actual investment 1s likely to exceed the original estimates.
The (percentage) difference between likely actual investment and the
origmal estimate 1s seen to be highest in the case of agriculture® and

1 Review of the First Fwe Year Plan, p. 4.

* These figures somewhat over-state the difference between the onginal and the later
estimates, because the former was stated at 1952-53 prices whereas the latter 1s given at

current prices.

 The difference 1s so high that one 1s led to doubt whether the coverage 1s the same
m the two estimates.
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INVESTMENT IN THE PRIVATE SECTOR (1956-61)

(Rs crores) .

Onginal Estimates  Estimated Investments

Agriculture 275 675
Power 40 40
Transport 85 135
Village and small industries 100 . 225
Large and medium industries and mincrals 575 700v
Housing and other construction 925 1,000
Inventonies 400 525
Total 2,400 3,300

3 These figures represent aggregate investment in the private sector, ncluding that
financed out of resources transferred from the public sector

b These figures do not mclude mvestment by way of modernization and replacement,

Source®  Third Fuwe Year Plan—A Draft Outline, 1960, p. 51,

smallest in the case of “housing and other construction”. Here we
are more concerned with the behaviour of investment in the sector of
organized industries. In this sector actual investment is expected to
be 21.7 per cent higher than the original estimate. It may be recalled
that in the First Plan period private investment in the sector of organ-
ized industries amounted to Rs 232.3 crores, giving an annual average
of Rs. 46.46 crores. For the Second Plan period, the annual average
of private investment in this sector works cut at Rs. 140 crores! It
will thus be seen that private investment in this sector in the Second
Plan period ran at a much higher level than in the First Plan period.
Information is also now available regarding the rate of fixed capital
formation in the corporate sector of industry since 1950-51, The Na-
tional Council has made detailed estimates of savings and investment
by public and private.limited companies, both large and small.® Table 7

1 The figure of Rs 700 crores given as the magmtude of Second Plan investment in
“large and medium industries and minerals” in the draft Third Fue Year Plan (p. 51) scems
broadly comparable with the Rs. 232 3 crores given as the magnitude of investment 1n
prwvate “‘organized industral sector” in the Revtew of the Furst Fuwe Year Plan (p. 208).

* The terms ‘public compames’ and ‘private compantes’ are used throughout this Report
to refer to the two types of himited campanies in the private sector.
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reveals the trends mn investment in non-financial companies 1n thg
private sector, as estimated by the savings study of the National
Council. It can be seen that gross fixed asset formation by non-financial
corporations has inereased from Rs. 119.8 crores in 1851-52 to Rs. 236.4
crores mn 1957-58. Asset formation fell to Rs. 77.45 crores in 1953-54,
but thereafter increased more or less steadily and m 1857-58 was
nearly double that in 1951-52. If we take 1950-51 as the starting point,
the difference in the level of asset formation would be shown to be
still higher. The rate of increase in gross fixed assets in this sector
was 7 per cent in 1950-51 and 12.7 per cent:in 1951-52; 1t stood at 143
per cent in 1957-58. It cannot be said that the rate of growth of gross
fixed assets has been consistently imncreasing over this period, but there
is a definite upward trend. Also, 1n every year since 1951-52, the rate
has been above 9 per cent except in 1953-54.

The major part of the fixed asset formation in this sector is seen 1o
have taken place in the large public corporations. Here the rate of
increase in gross fixed assets is generally higher than in the corporate
sector as a whole; and the upward trend is more clearly evident?
Private corporations generally account for 15 to 30 per cent of total
fixed asset formation in this sector. In their case, il 1s not possible
to discern any upward trend in the rate of increase of fixed assets.
But except for an abnormal year (1954-55), in every other year the
absolute level of gross fixed asset formation has been above that in
1950-51. This is not to say that the progress of the private limited
companies in this respect 1s quite satisfactory. One would have nor-
mally expected an-accelerating rate of increase in their case.

We may conclude that there is a general upward trend in the rate
of increase in the gross fixed assets of non-financial corporations and
that this trend is more pronounced in the case of large public corpora-
tions. In the latter half of the period under review, (annual) asset
formation has been running at a much higher level than in the former

! The rates of growth of gross fixed asscts of large public compamies derived from estimates
of capital formation made by the National Council differ from the rates of growth worhed
out by the Reserve Bank of India for their sample of large public companies. The Reserve
Bank figures (see Table 15) indicate that there was a steady rise in the rate of growth of gross
fixed assets of the sample compames. The estimates made by the National Council for large
public companies as a whole do not indicate such a steady rise though there 1s evidently a
definite upward trend. The differences in the two sets of figures arise because (a) the
National Council’s figures relate to financial years, while the Bank’s figures relate to July-June
accounting years, and (b) the proportion of the paid-up capstal of the sample compantes
to the total paid-up capital of all large public imited companies has not remained constant

over the period  Since the blow up 1s based on paid-up capital, a difference arises mn the
two sets of Higures,
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half, But in the case of private limited companies progress in this
respect cannot be considered wholly satisfactory.

NuMBER OF REGISTERED COMPANIES

Another mdicator of the rate of growth of private enterprise, espe-
cially of large scale private enterprise, is the number of registered com-
pames operating in the country in successive years and their total paid-
up capital. The net change in the number of companies is the differ-
cnce between new flotations 1 a year and the number of companies
that are struck off the register because they go out of business. While
the rate of increase in the number of companies and theiwr paid-up
capital indicates the actual growth of large scale enterprises, the trend
in the number of new registrations 1s 1tself a pointer to the willingness
or otherwise of entrepreneurs to start new enterprises.

Table 8 gives the total number and paid-up capital of non-Govern-

ment companies at work in the years 1950-60. It can be seen that there
was a steady mcrease both in the number of compames and paid-up

capital up to 1957 Since that year there has been a fall in the number
of compames, but the amount of paid-up capital has continued to rise
right up to 1960. According to the Company Law Admimstration, the
fall mm the number of registered companies after 1957 1s due to the
strict policy followed by the Regisirars of Companies, following the
passage of the Companies Act of 1956, in siriking off their rolls all
defunct companies The Third Annual Report of the Department of
Company Law Administration says in this connection :
“During the last three years (1956-59) as many as 3,612 companies
which were virtually defunct had been struck off the registers in
pursuance of a rigorous pohicy adopted by the Admunistration with
regard to the removal of moribund companies from the registers.
The number of companies which had gone into liquidation during
these three years was 1,431 The vigorous policy of weeding out
virtually defunct companies which will continue to be pursued for
some years to come, may be expected to result in a fall in the total
number of companies at work, but will not affect the trend of
capital formation adversely.”
At the same time, the total paid-up capital of the corporate sector has
actually been imcreasing because many fairly large-sized companies
have been brought mnto existence i recent years
Table 9 gives the number and authorized capital of private sector
companies newly registered in the years 1951-60. It can be seen that
* Department of Company Law Admunistration, Third Annyal Report, 1960, p 19

-
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there has been no consistent trend in the number of annual registra-
tions of corporations as a whole. The number fell from 1,866 in
1951-52 to 1,193 in 1953-54; it rose in the next two years but again fell to
835 in 1956-57. In 1959-60, 1t was considerably higher at 1,429. Though
there have thus been fluctuations in the number of newly registered
companies, it would seem that there is a tendency to form larger
companies now than ten years ago. The total authorized capital of
1,079 companies registered in 1958-59 amounted to Rs. 186 crores where-
as that of the 1,866 companies registered in 1951-52 was only Rs. 152
crores. This can be seen more clearly in the case of public companies.
The number of newly registered public companies has been more or
less steadily falling since 1951-52, but theiwr authorized capital has not
shown a corresponding fall. In fact the average size of new public
limited companies (in terms of authorized capital) has been rising
though not quite steadily. It was only Rs. 11.24 lakhs in 1953-54 and
Rs. 36.50 lakhs 1 1955-56; but it rose to Rs. 101.15 lakhs 1n 1958-59 and
was Rs, 76 91 lakhs in 1959-60.

To sum up, the size of the corporate sector in {erms of paiwd-up
capital has continued to increase in spite of the fall in the number of
companies It may also be said that the average size of the com-
panies has gradually increased in these years. This must obviously be
the result of (a) the establishment of fairly large-sized new companies
and (b) the expansion of the older compames.

While it 1s true that a number of new companies are being formed
and that the size of the corporate sector is expanding, 1t cannot be
said that there is any buoyant expansion or that there is a rise in the
rate of growth. The rate of growth of the corporate sector in terms of
paid-up capital has fallen from 104 per cent between 1951 and 1952 to
3.6 per cent between 1959 and 1960 The whole of this fall cannot be
ascribed to the removal of defunct companies from the registers in
1960, because this must have happened in 1959 also Besides, there has
been no consistent increase in the number and authorized cap1ta1' of
companies newly registered in successive years.

InDEX OF VARIABLE DIvIDEND INDUSTRIAL SECURITIES

The index of variable dividend industrial securities is a fairly good
indicator of the state of business and the outlook of the investing publc.
The professional speculators in stocks can, of course, create artificial
booms in security prices for short periods of time. However, over a
period of years, the dominant influence on security prices will be exert-
ed by the basic forces underlying demand and supply, such as the
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general level of profitability, prospects for the future, the amount of new
1ssues, etc It would therefore be useful, for our purposes, to briefly
review the trend n security prices as revealed by the indices of vari-
able dividend industrial securities. '

Indices of security prices are beimng regularly compiled by the Reserve
Bank of India The series for the years 1952-58 have 1949-50 as the
base, but since 1957-58, the base has been shifted to 1952-53. Though
1t 1s not possible to convert all of them to the same base, they can be
used as they are, for ascertamning the general trend 1n prices, especially
as the same base has been used for most of the years in which we are
mterested Table 10 gives the mdices of the security prices of all major
mdustries for the years 1951-60 The figure for any year 1s the average
of weekly indices in that year.

The index for all industries (1949-50=100) stood at 94.0 in 1952-53.
It had reached this level after the boom induced by the Xorean War
had spent 1tself From this year onwards, the index steadily rose ant’
reached 1212 m 1956-57 It suddenly dropped by nearly 21 points imn
the next year; even so, 11 was 6 3 points higher than the index for 1952-
53 The new index (1952-53=100) was actually 125.4 points in 1957-58
In 1958-59 the index climbed up to 137.3 and then to 155.3 in 1959-G0.

1t 1s noteworthy that the index for all industries has steadily risen
since 1952-53 except for the fall recorded mn 1957-58. This fall reflects
the downward tendency which developed m the stock market around
September 1956 and which continued up to the end of 1957-58. The
downturn began as a reaction to the raising of the excise duty on cloth
at the end of August 1956 and was accelerated by the reimposition of
the capital-gains tax and the increase in the excess-dividends {ax an-
nounced in November of the same year. Further decline during 1957-58
was due to the combined operation of a number of causes. But 1t
was basically a reflection of internal and external strains on the econo-
my which became 1ntensified during that year. The fall in agricultural
production led to a contraction 1n domestic demand. On the other hand,
the severe import cuts imposed during the course of the year on account
of the grave foreign exchange position resulted in a shortage of certain
essential raw matenals and capital goods. Consequently, the growth
in industrial output was slowed down and private investment dechned
somewhat. In some industries, notably cotton textiles, there was a
marked accumulation of stocks which affected production. All these
developments had their repercussions on the stock market. Another
factor that contributed to a measure of diffidence in the stock market
was the introduction of new taxation proposals in May 1957. The tax
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rates on companies were raised and two new taxes, the wealth-tax
and the expenditure-tax, were introduced. The cumulative effect of all
these developments was seen 1n the decline of the index (1949-50=100)
from 109.2 at the end of March 1957 to 97.9 at the end of March 1958.

What 1s remarkable, however, is the speedy recovery in security
prices in the very next year. The index (revised base 1952-53=100)
which stood at 126 6 at the end of March 1958 rose to 146 8 at the end of
March 1959. The average for the year 1958-59 was 11.9 points higher (at
137.3) than that forthe previous year. There was a steeper rise in
1959-60. And afier the presentation of the Central budget for 1960-61,
there was such a rapid rise in security prices that the Reserve Bank
thought it necessary to impose restrictions on speculative activity.
Though there was a an mntial fall, as a first reaction to the curbs, prices on
most counters soon recovered and reached or surpassed their pre-curb
levels. In September 1960, the index (1952-53=100) stood at 173.6. While
the overall mndex shows general progress, it must be noted that some
segments of the economy have been languishing. For instance, the indi-
ces for jute and investment trusts show a declhining trend from 1951 to
1958, although they have started picking up since 1957-58.

But it 1s obvious that the stock market has, on the whole, been enjoy-
ing boom conditions in the last few years. It seems likely that in spite of
monetary curhs and the hke, bullish tendencies will generally prevail
in the market unless some extraneous event supervenes to upset the
basic conditions of the economy. Many reasons have been advanced
to explain the boom in the stock market. Inflationary conditions in the
economy and the easy availability of money are considered to he im-
portant causes for the near speculative rise in security prices in the last
few months Speculative activity 1s cited by some as an important
contributory factor. While speculation, properly so called, has un-
doubtedly had some part to play in the rather steep rise in some secu-
rity prices, it cannot be considered the most important or even the basic
cause underlying the boom. Even the shares on the cash list are being
quoted at a high premium. In a sense the boom in the stock market is
a reflection of the general inflationary conditions in the economy. On
the one hand, in a planned economy geared to rapid development with
a mild dose of inflation as a permanent feature, the prospects for earn-
ing profits are fairly good On the other hand, there 1s emerging a new
class of mvestors with a surplus of funds for mvestment. The very
mflation that augments the supply of cash in their hands leads them to
seek forms of investment that will be a good hedge agamst inflation.’
It would seem that a large number of mvestors are primarily interested
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in long-term capital appreciation. The shares of companies floated: by
well-known business houses and those of companies which have secured
a good foreign collaborator are favourites among the public and are
quoted at high prices The capital 1ssues of such companies are usually
over-subseribed, while there have been cases of under-subscription of
the 1ssues of companies not so well-known. This is an indication that
the nvestors are quite discerning and do assess the prospects for high
profits and the resultant capital appreciation. Basically, therefore, the
boom 1n the stock market must be explamned by the prevalence of a pro-
pitious climate for mvestment and for the earning of profits, and the
enlargement of the investing class and of funds seeking investment
The role that the Government has played in creating a climate favour-
able for mvestment by various forms of assistance to industry and by
the bualding up of overheads should not be underestimated

CapriTaL IssUuEs aND PusLic RESPONSE

The new 1ssues market has been quite active in recent years. Though
there have been fluctuations from year to year in the amount of ‘con-
sents’ granted and the amount of capital raised against these consents,
there 1s noticeable a general upward trend in activity in the new issues
market. The mncrease 1 the amount of consents granted in recent years
1s a fairly good mndication of the increased desire on the part of the pri-
vate sector to raise capital in the market. In the Second Plan period,
the yearly amounts of consents are generally higher than in the Furst
Plan period (Table 11) The amount of consents in 1956 was higher,
at Rs 108 96 crores, than 1 any other year of the First Plan period; and
the figure for 1959 (Rs. 112.26 crores) 1s the highest in the decade since
1950 Also, the annual average for 1956-59 at Rs. 91.7 crores 1s ‘subs-
tantially higher than that for the calendar years 1950-55! at Rs. 593
crores

Complete data are not available for the actual amount of capital
raised by the corporate sector in different years. However, figures of
capital subscribed and paid-up against the consents granted are avail-
able 1n respect of companmes which have reported to the Controller of
Capital Issues These data are consolidated by the Controller on the
basis of reports received from companies and Registrars of companies.
They do not include the capital raised by companies for which no re-
ports were received

In the seven-year period 1950-56, the total amount of capital raised
by reporting companmies by way of share capital and debentures

! This 15 broadly the same as the First Plan period
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amounted to Rs. 219 crores?, giving an annual average of Rs. 31.3 crores
The amounts raised in the (calendar) years 1957-59 are shown in Table
12.

It 15 seen that the amount raised in the last three years was consider-
ably larger than the average for the period 1950-56. In 1957 the report-
mg companies raised a total of Rs 68.1 crores by way of share capital
and debenture. In the next year, activity was somewhat lower and
only Rs 55.2 crores were raised. In 1959, the market “blazed into acti-
vity” and according to preliminary official data, the capital raised by
non-government companies amounted to Rs 65.2 crores, which was as
much as 18 per cent higher than the amount raised in 1958. “The pre-
liminary figure for 1959 1s hikely to be revised upwards and it seems
hikely that the amount of capital raised in 1959 would exceed that in
1957 also (of Rs. 68 crores).”2

Public response to 1ssues of share capital has been generally good mn
1ecent years; in 1959 and 1960 1t has been remarkably good. A number
of 1ssues were heavily over-subscribed even in 1958 and over-subscrip-
tion became quite a common feature 1n 1959 and 1960. Not that there
were no cases of under-subscription. Contrary to popular impression,
several issues were under-subscribed during the years 1956-58. This
question 1s discussed in greater detail in Chapter 6, on the basis of the
replies to the National Council’s questionnaire 1ssued to companies that
had received consents for capital issues. Suffice it here to point out that
over-subscription is usually found in respect of companies floated by
credit-worthy or well-known business leaders who have secured the
collaboration of foreign companies of good standing. In such cases, even
if 1t may take two or three years to begin production, the shares are in
heavy demand and are quoted at a high premium. It is legitimate to
mfer from this (a) that a number of active investors are interested in
long-term capital appreciation and (b) that the ordinary investors are
valling to supply their savings readily only when they are convinced
about the credit-worthiness and standing of the entrepreneurs concern-
ed. Therefore, it would be wrong to overlook the key role of the pro-
moter behind large-scale business ventures. It would be hard to main-
tain that taxation has dulled the willingness to invest in ordinary
shares as such. Indeed the public seems to be more willing than ever
to undertake such investment. What needs closer atiention is the gues-
tion of how high taxation impinges on the ability of entrepreneurs to
promote new ventures.

! Reserve Bank of India, Report on Currency and Finance, 1956-57, p 45.
*  Ibid, 1959-60, p. 47.
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CoNCLUSION

The main findings and conclusions of the study are brought together in
the final chapter. It may, however, be useful to say a few words here
about the inferences that may be drawn from this review of the growth
of the private sector and of the indicators of the chimate for investment.

The hroad conclusion that emerges from our analysis of the trends
in the private sector of the economy is that, on the whole, the tax-
expenditure programmes of the government, taken one with another,
have afforded the scope for, and in fact probably helped achieve, a rate
of growth of the private industrial sector that can be generally consi-
dered satisfactory in ierms of the targets set under the First and the
Second Plans. Further, in the light of the evidence adduced above, it
can hardly be mamntained that incentives have been seriously impaired!
nor that the sources of supply of funds are beginning to dry up. As
explamed earlier, the provision of an almost compleiely sheltered mar-
ket 1n the case of most important goods, the creation and mamtenance
of a moderately inflationary situation through budgetary policy, the
building up of essential overheads, the earnest attempis made to aug-
ment the supply of capital to private enterprise—all these have com-
bined to create a climate quite favourable to investment, and, for the
time being at any rate, governmental policies in many other directions
and fields seem to counterbalance the adverse effects of high taxation.

It has been suggested that tax evasion and avoidance have to some
extent forestalled the operation of high rates of taxation, which alone
can produce serious disincentive effects. In the absence of more
accurate information than now available regarding the magnitude of
evasion, it is difficult to assess the significance of this factor In the
course of our interviews, 1t was often mentioned io us that the existing
high rates of taxation in the upper slabs of income put a heavy pre-
mium on evasion and avoidance. There may be some relationship
between high rates and evasion, but 1t 1s doubtful whether any change
1n rates will appreciably affect the extent of avoidance. For avoidance
1s strictly within the four corners of the law; it 1s no crime to practise
1t. Indeed some loopholes, that make avoidance possible, are know-
mgly left in the law in order to muitigate the effects of high taxation
e g, the concessional treatment of capital gains which induces tax pay-
ers to “convert” regular income into capital gains.

In the case of companies, especially public Iimited companies, it is
not easy to practise evasion. Individuals, however, find greater scope

1 The reference 15 to incentives m the private sector as 2 whole  Incentives of some
classes of people might have been adversely affected
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25 per cent of the share capital of the company that pays the dividends,
the dividend mcome of the investing company is exempt from tax
hability. Some other countries which tax inter-company dividends,
grant total exemption from tax on dividends receiwved by the parent
company from 1ts subsidiaries.

India has attempted to tackle the iax problem of intercorporate
investments mainly through Section 56A. As mentioned earlier, this
section exempts from super-tax those dividends which are received from
companies engaged in any of the specified industries. Under the old
scheme of company taxation, the dividend received carried an income-
tax credit which met the income-tax hability of the receiving company.
Section 56A. obviated the need to pay the super-tax. The dividends
in such cases were thus totally exempted from taxes. An additional tax
burden on mvestment in 56A companies has, however, emerged as a
result of the new scheme of company taxation. Although the exemp-
tion from super-tax will still be available, the investing companies will
be hable to pay mncome-tax at 20 per cent. This is a result of the
elimination of tax-credit for income-tax paid by companies., Even the
dividends from the favoured indusiries under 56A will thus bear a
total tax burden of 56 per cent as compared with the basic rate of
45 per cent on company profits.

Section 56A. does not cover a number of new fields of private enter-
prise, particularly light engineering industries. Discrimination in favour
of certain industries under this Section is justified because under a
system of planning, there are selected industries which have to be
given the highest priority and they deserve special fiscal encouragement.
The super-tax exemption under this Section cannot, therefore, provide
adequate relief to the corporate sector as a whole. In order to achieve
an accelerated growth all along the industrial front, the existing heavy
burden on intercorporate mvestments in general must be reduced.

The main justification for the tax on intercorporate dividends is its
revenue yield which has been quite substantial at Rs. 19 crores in
1958-59. It may not, therefore, be feasible at present to abolish this
tax. A suitable reduction 1n the tax rate, however, appears necessary

to remove a deterrent to the expansion of a strategic source of cor-
porate financing.

ImpacT ON INTERCORPORATE D1vipEND TaX oN FOREIGN INVESTMENT

Most of the nevr compames in recent years have been promoted with
the technical ead financial collaboration of foreign companies. The
domestic investment could not have materialized without the counter-
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part investment from abroad In fact, many of the new engineering
industries still to be pioneered or expanded by private enterprise, will
need the twin services of foreign investment, namely technical know-
how and foreign exchange.

Foreign investment must inevitably come in the form of a two-tier
corporate structure consisting of an Indian operating company and an
investing company in a foreign country. Therefore, it cannot escape
the burden of the mter-corporate dividend tax.

The foreign mvestor—now almost always a company rather than an
individual—finds the basic company tax rate of 45 per cent on the Indian
company with which it collaborates to be quite reasonable. It compares
favourably with the rates in industrially advanced countries. But the
dividends flowing to minority shareholdings abroad are taxed at 63
per cent if they come from Indian companies formed before 1 April 1959
and at 53 per cent if they arise from companies set up on or after this
date This additional tax burden, the full weight of which is felt
after the five-year “tax holiday”! for new enterprises, acts as a deter-
rent. It makes the eventual yield to the individual shareholders of the
foreign investing company much lower than what they can secure
from investments in other alternatives open to them, namely, their
home country or other developing countries that offer them more
attractive return.

The reluctance of the foreign investor to bear this heavy tax burden
leaves two courses open to the Indian entrepreneur. He may either
drop his investment plan altogether or attract the foreign collaborator
by promismmg higher gross return for his financial investment and
technical assistance Neither of these alternatives is desirable for the
growth of private industry.

There 1s another pomnt to be noted here. India’s industrial policy
prefers minority holdings from abroad but its tax policy encourages
majority rather than minority shareholdings by foreign investors in
Indian enterprises. The tax rate on dividends flowing from an Indian
subsidiary to a foreign parent company is 33 per cent as compared with
63 per cent on dividends to foreign minority shareholdings.? This
contradiction in Government policy should be removed.

Further, in considering the reduction of the inter-corporate dividend
tax on domestic investment, the need for granting such an incentive
to foreign investment should also be equally recognized.

! Discussed 1n Chapter 2.

* 53 per cent on dividends from Indian companies formed and registered on or after
Ist Apml, 1959,

wf%.
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INDIVIDUAL INVESTOR AND THE NEW IssueEs MARKET

As indicated earlier, individuals play a very important role in sub-
seriptions to new issues thrown open to the public (Table 27). Also,
there 1s evidence to show that individuals account for a substantial
part of the ownership of the share-capital of all companies. Table 30
prepared on the basis of income-tax revenue statistics shows the re-
lative amounts of dividend income flowing to different classes of
mvestors.

It will be seen that individuals account for more than 50 per cent
of the dividend mecome assessed to tax. In view of the important role
played by mndividuals in the supply of equity capital to corporations,
mm any study of the effects of taxes on the flow of funds to business,
the attitudes and reactions of individual mmvestors should be examined
For this purpose, the National Counal 1ssued a questionnaire!
(Appendix 2) to samples of individual investors selected on a random
basis from the chients of the most important share-brokers in Delhi,
Bombay and Calcutta. The questionnaire was mailed to 730 indi-
viduals of whom about 20 per cent (148) sent in their replies The
majority of those who responded belong to income groups below
Rs. 20,000 per year and are, therefore, not hable to pay super-tax. Only
30 individuals fall in the imcome brackets subject to super-tax, 11 of
whom are at income levels above Rs. 50,000 per year. A few of our
respondents have incomes above Rs. 1 lakh.

It 1s the individuals 1n the upper classes whose reactions are, in one
respect, most important for our study. As indicated earlier (Chapter 2)
they supply most of the equity capital that flows from individuals
to companies Also, it is these individuals who are subject to high
marginal rates of taxation. Therefore, in our analysis of replies to
the questionnaire, we have given special attention to those received
from persons with incomes above Rs. 20,000.

Our respondents belong to a variety of occupational groups. They
are independent businessmen, managing directors, professionals like
doctors, service personnel and retired individuals. They also belong
to both sexes. This varied occupational pattern of our respondents
indicates that many classes of the population are now a days interested
1 shares as a form of investment

The motive for mvesting in shares may be earning a high rate of
return or realizing capital gains or a mixture of both mn varying deg-
rees. Among our respondents, more than 70 per cent of those with

! Our questionnaire was modelled on the one used by the Harward School of Business
Administration in their study, Effects of Taxation In.estment by Indunduals (1953)
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incomes above Rs. 20,000 (and therefore subject to super-tax) indi-
cated that they invest in shares with the objective of capital appre-
ciation rather than earning secure or high imcomes. On the other
hand, a majority of those below Rs. 20,000 indicated secure income as
their chief investment objective. In an era of rising prices capital ap-
preciation is needed even to preserve the real value of one'’s savings.
It 1s therefore natural that those who gave capital gamn as their main
objective should also indicate that they regarded investmients in
shares as a good hedge against inflation, as many of our respondents
actually did. In fact, even some of those who gave secure income as
their chief objective indicated “hedge against inflation”, as an equally
important consideration.

It 1s noteworthy that a large majority of those who are liable to
super-tax indicated capital appreciation as their chief mvestment ob-
jective. As their normal incomes are subject to high marginal rates of
super-tax, they are led to seek forms of investment that would yield
them a type of receipts (capital gains) which receive favourable tax
treatment. In other words, 1t seems that investors in the higher imncome
groups are not deterred from investing in shares because capital
gams are subject to concessional tax treatment.

In answer to the question on mvestment preferences, a large number
of respondents gave equity shares as their first preference. Of the 148
respondents, no less than 76 persons expressed a preference for equity
shares, while nine opted for preference shares and 26 for other forms of
mmvestment such as own business and real estate. The remammng 37
investors did not give clear rephies that could be classified. Among the
super-tax paying group, 20 out of the 30 respondents gave equity shares
as the first preference. It seems therefore, that in spite of increased
taxation in recent years, and the changes i the system of company
taxation leading to the abolition of the tax-credit given to share-
holders, equity shares remamn a favourite form of investment among
investors.

Indeed, most of our respondents indicated that they had increased
their holdings of ordinary shares since 1956. Among the super-tax
baying groups, only two out of the 30 respondents had decreased their
holdings. And 22 of them said that they had bought new issues of
.companies since 1956.

In answer to the question regarding factors that affect decisions to
invest+(Question 3), only 14 per cent (21) of the mvestors said that
changes in the level of taxes influenced their decisions to invest. A
good many of the respondents indicated change in mcome or change
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in rate of return as the most important factor.

It would seem that taxes affected the mnvestment patterns of differ-
ent mdividuals differently. Some claimed that they had decided to
buy more of equities because of high taxation, while others mamntain-
ed that they had moved away from equities for the same reason. But
only 15 individuals claimed that taxes had adversely affected their
decisions to undertake mvestment. It i1s remarkable that even those
with very high incomes did not generally say that taxes had dulled their
mcentives to mvest i company shares. Only one individual with in-
come above Rs. 1 lakh stated that he had no incentive to undertake’
mmvestment because “the loss 1s borne by oneself whereas bulk of the
profit goes 1n mncreased taxes.”

It appears that the deterrent effect of personal taxes on the willing-
ness to invest has in recent years been offset by other factors which
together account for a bright outlock regarding business prospects. In
reply to the question mviting opimion as to the most likely trend of busi-
ness conditions and share values during the next few years, more than
60 per cent showed robust expectations of continued boom conditions;
about 34 per cent were hopeful of business prosperity, although some
of them were rather vague in their prophecies; only six per cent ex-
pressed pessimistic feelings regarding the future of business

While 1t may be said on the basis of replies received by us that the
mncentive to invest m equity shares has not been materially affected
(largely because of the favourable treatment of capital gains), there 1s
some evidence that the ability to invest has been curtailed in the top
income brackets. Even those with large incomes indicated that they
had increased their holdings of shares only by a few thousand rupees,
though investment 1n equities was their first preference One indivi-
dual, with probably the highest income among all the respondents and
with a clear preference for mvestment in equity shares, revealed that
he had not been able to increase his total holdings (in value terms) of
marketable shares since 1956. Though he had bought new 1ssues since
that year, he had to sell his old shares for that purpose and for “paying
large tax claims”.

The overall impression that we gathered from the perusal of the re-
plies 1s that, on the whole, mvestors entertain robust expectations about
business conditions and that their incentive to invest in equity shares
has not been perceptibly affected. However, it seems that the ability
to mvest out of current savings has been curtailed at very high income
levels,



Chapter 7
Conclusion

Tuis CHAPTER BRINGS tfogether the main findings and conclusions
of our study. The chief object of our enquiry has been to examine,
against the background of recent trends, the effects of the tax system
on the prospects for the growth of private enterprise.

For this purpose, a review of some select indicators of the progress
of private enterprise and the chmate for investment was presented.
The bréad conclusion that emerges from our study of business trends is
that in recent years the climate for investment n the country has been
favourable. Many factors, including government expenditure program-
mes, have offset the adverse effects of taxation. Several imdicators of
business growth have shown an upward trend and expectations on the
part of entrepreneurs as well as individual mvestors regarding the pro-
fitability of investment seem to be fairly good. However, in a number
of fields there are no signs of buoyant expansion. Thus capital forma-
tion even in large public companies has not been rising steadily or at
an increasing rate. Agam, the growth of the corporate sector in terms
of paid-up capital has not been proceeding sufficiently fast.

Our study of the attitudes and reactions of mdividual investors and
of the trends in the stock market indicates that the willingness of the
public to invest in equity shares has not been perceptibly affected. The
possibility of, and the desire for, long-term capital gains seem to be im-
portant factors in augmenting the supply of investible funds flowing
to the market for equities. In the higher imcome ranges, the incentive
to invest is sustained to some extent by the concessional {reatment of
capital gains. However, we have seen evidence that the ability to in-
vest out of current savings has been curtailed at very high income
levels. As pointed out earlier, even those with large incomes indicated
that they had increased their holdings of shares by only a few thou-
sand rupees since 1956, though mnvestment in equities was their first
preference.

While it cannot be maintained generally that the sources of supply
of funds have begun to dry up, it can be shown that the combined im-
pact of income and wealth-taxes tends to curtail severely the capacity

77



78 TAXATION AND PRIVATE INVESTMENT

to save of active entrepreneur-investors in the higher ranges of income
and wealth., The rate of savings in the economy does not seem to have
kept pace with the rate of mvestment in recent years Even the savings
of public and private limited companies do not show an upward trend
in the years for which we have firm estimates.! What 1s more disquiet-
ing 1s the trend n savings in the government sector. If the capacity
to save of mdividuals 1s curtailed, but the savings by government cor-
respondingly mncrease, then at least 1t could be maintained that public
savings have taken the place of private savings. The real position, how-
ever, 1s quite the conirary. Net savings by the public sector have
really declined since 1951-52. The ratio of net government savings to
net government mvestment has steadily fallen from 94 per cent 1 1951-52
to 18 per cent in 1957-58. In other words, an increasing proportion
of public investment 1s financed by drafts on private savings. In this
situation, there can be no doubt that the promotion of a high rate of
private savings must be a basic goal of fiscal and other economic poli-
cies

The direct tax structure of India cannot be said to be deliberately
geared to the promotion of savings, especially personal savings. Some
tax mducements to promote savings may be considered. If the rate of
savings is stepped up, we might at least ensure that public investment
1s financed by genuine savings and not credit creation.

The private industrial sector can be said to have recorded satisfac-
tory progress 1n the past few years in terms of the role assigned to 1t
under the plans But we need to consider the needs of the future. The
full effects of the changes in the fax system since 1956 will only be felt
after a lapse of time. On the other hand, 1n order to maintain a rising
rate of growth of private investment, it 1s necessary to ensure that in-
creasing amounts of funds will flow into the field of industrial invest-
ment In as much as the entrepreneur-investors are the prime motive
force behind the promotion of new businesses, theirs is a key position in
the process of growth in the context of a mixed economy wherein a
large role 1s assigned to the private sector. The role of government 1n
securing accelerated economic growth should not, of course, be under-
estimated But while the needs of the public sector have always to be
kept 1 view and mn several cases might even have priority, the tax sys-
tem cannot be made to operate 1n such a way as to make impossible the
accumnulation i1n the hands of individuals of funds large enough to en-
able them fo start and run enterprises on efficient lines.

We have indicated that the tax system 1s designed in such a way

1 1950-51 to 1957-58.



CONCLUSION 79

that, after a pownt, the disposable income of an mmdividual tends to fall
with every addition to his wealth through savings. At this level, the
mcentive to save 1s virtually eliminated unless the individual were to
adopt various tax-avoiding devices. At still higher levels of wealth,
the sum of mmcome and wealth-tax liabilities will first equal and then
exceed the entire income of the individual. In other words, conscious-
1y or otherwise, the tax system is so fashioned as to impose a virtual
ceiling 'on individual wealth holdings. The imposition of such a céil-
mg does substantially help achieve the objective of reducing economic
mequalities and keeping them within defined Iimits. In that process,
however, 1t seriously reduces the ability and incentive to save of indi-
viduals at or near the ceiling level.

How far the imposition of the ceilling on wealth through the method
of income and wealth taxation affects the rate of growth of savings and
investment in the private sector as a whole depends very much on the
level of wealth at which 1t comes into operation. If, as we have indi-
cated, the ceiling level 1s reached between Rs 40 lakhs and Rs. 50 lakhs,
there 1s a case for pushing up the zero-pomnt level on purely economic
grounds. Further, a tax ceiling of 100 per cent of the taxpayer’s total
mecome appears justifiable. It would leave scope for the operation of
the wealth-tax 1n all cases and would be quite adequate to serve the
social objective. The loss in revenue resulting from such a ceiling may

‘not be substantial. Since the income-tax and the annual wealth-lax
are recurring payments, 1t is only reasonable that, in any case, they
do not together exceed the total income of a person. In view of the
fact that the disincentives to save come ito operation much below the
ceiling level and in view of the need to promote private savings, we re-
commend some reduction in the pace of progression of super-tax at
very high income levels. Whether there should be a ceiling on indivi-
dual wealth 1s partly a matter of value judgment. What we are here
particularly concerned to point out 1s that, on economic grounds, there
is a case for raising the level of the ceiling.

The expansion of private enterprise necessary for rapid industrial-
zation must largely assume the corporate form in many fields. Entre-
preneurs employ this form to mobilize resources from many individuals
and institutions, including the earnings of the company itself.

The sources from which funds can be collected by corporations to
finance their investment programmes are: (1) banks and other financial
institutions, (i1) retamned profits, and (1ii) the new issue market. Taxa-
tion impinges mainly on equity capital that flows from-retained profits
and new 1ssues, These are the sources of special importance for cor-



80 TAXATION AND PRIVATE INVESTMENT

porate growth. The supply of loan capital from banks and financial
mstitutions 1s not directly affected by changes in tax rates, particularly
those 1 corporate taxes. The service charges on loans are deducted as
expenditures from gross receipts and, therefore, 2 moderate rise in taxes
does not increase the costs or difficulties of financing through borrow-
.ngs. On the other hand, corporate taxes have a direct impact on the
return to risk capital We have, therefore, examined whether such
taxes exercise any undue repressive effects on the supply of équlty
capital through the retention of profits and new issues of capital.

The basic income and super-taxes on company profits at 45 per cent
under the new scheme of company taxation may be deemed to be quite
reasonable Various fiscal devices introduced during the last decade
have increased the scope for companies to build up their internal re-
sources. These measures include the development rebate, five-year
exemption from taxes of a proportion of the profits and dividends of
new undertakings and exemption from super-tax of inter-company divi-
dends from specified industries. But there are two features of the In-
dian tax system that discourage the retention of company profits. One
1s Section 23A, which requires private companies and closely-held
public companies to distribute specified percentages of their profits after
tax The main purpose of this Section, which 1s to prevent avoidance of
personal super-tax by individuals in high immcome brackets, 1s no doubt
justified. The statutory percentages for profit distribution are reason-
able. All that 1s required 1s the mtroduction of some flexibility in the
admmustration of this Section to take account of the special problems
of small and growing enterprises, which need for the growth of honest
and legitimate business a higher retention of profits than 1s permitted
by law. The other deterrent 1s the penal super-tax on bonus shares
which, 1n a perverse manner, discourages remvestment

The new 1ssue market 1s the most important source of equity finance
for new large-scale enterprises Inter-corporate mmvestments have a
special role to play n the expansion of this source. Any anti-social
use of such investments 1s checked through several restrictions imposed
by the Companies Act But the tax on inter-corporate dividends makes
the aggregate tax burden on the return to inter-corporate investments
quite heavy. In the case of foreign investment, which is necessary for
collaboration with domestic investment, this tax has a deterrent effect,
because the eventual yield that it leaves to the individual shareholders
of foreign companies does not compare favourably with what they can
ealrn in some other developing countries and 1n their countries of domi-
cile,
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TABLE 1

TAX PAYABLE As PEBCENTAGE OF INCOME

{ Selected Income Levels )

85

Income Tax as Percentage Tax as Percentage
(Rs.) of Earned Income of Unearned Income
3,000 . .
3,600 22 2.2
5,000 2.4 2.4
10,000 5.2 59
12,000 6.3 71
15,000 7.8 90
20,000 10 6 12 1
30,000 19 3 22 1
40,000 26 3 30 1
55,000 35.4 40.4
1,00,000 515 58.8
5,00,000 71.9 79 0
10,00,000 74.4 82.7

Source: Explanatory Memorandum on the Budget of the Central Government for 1958-59,

-
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TABLE 2

CuaxeEs I8 ErrroTive Tax RATEs A8 A RusULr OF THE
Tmance (No. 2) Act, 1957

(Tax payable by a married person as percentage of income at sclected income levels)

If wholly Earned (Percentage) If wholly Unearned (Percentage)

{?{;.'Sm 1956-57  1957-38  Detrease 1956-57  1957-58  Decrease
and later  or Increase and later  or Increase
3,200 . 0.2 +0.2 . 0.2 +0.2
4,200 . 0.9 +0.9 . 0.9 +0.9
5,000 1.9 1.2 ~0.7 2.8 12 -16
6,000 22 2.0 0.2 t1 2.0 2.1
8,400 4.1 3.6 05 6.8 4.2 ~2.6
10,000 5.1 46 -0.5 8.0 5.2 -2.8
12,000 62 5.7 -6.5 10.2 6.5 -3.7
15,000 82 7.4 -0.8 12.5 85 4.0
18,000 9.7 9.3 -0.4 148 107 ~t.1
24,000 4 4 141 -0.3 18 7 16 1 -2.6
30,000 211 19.3 -18 25,7 22.1 -1.6
40,000 286 263 -2 3 29.3 30.1 408
60,000 40.3 377 2.6 403 43.0 +2.7
90,000 52 0 49.0 =30 52.0 56.0 +4 0
1,00,000 550 515 -3 5 55 0 58.8 +3.8
3,00,000 788 68.5 -10.3 78.8 756 32
5,00,000 84.0 71.9 ~12.1 84.0 79.0 =50
10,00,600 88 0 74.4 -13.6 88 0 81.5 -6.5
20,00,000 89 9 75.7 ~14.2 83 9 827 7.2
30,00,000 90 6 76 1 -4 5 90 6 83 2 -7 4

Source: Explanatey Memorandum on the Budget of the Central Government for 1957-58
and 1958-59,

+
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TABLE 3

TAX A8 PLRCENTAGE OF EARNED INcoME—
Ixup1a CoMPARED wWiTH CERTAIN Apvancrp COUNTRIES

(Married individual with two children) o

Income Indiwa U.K. West  France Norway U.S.A  Canede  Japan
1960-61 1960-61 Germany (NF13 80 (Kr20 (szé?g) (52.2:';) (ch; ,16(;08
Rs) ° (Re,== (DM g {r == == =
(Rs) () 1s. 6d) 12=L1) =£1) =£1)

S0
(=]

13,333 1,000 64 7.7 109 3.8 11.4 15.6
26,666 2,000 165 18.8 18 2 93 30.8 11 4 75 23.0
40,000 3,000 263 251 23 1 137 42.1 14 8 11.8 27.5
53,333 4,000 345 30.4 26.5 16.9 491 16.9 151 30.6
66,666 5000 407 354 294 20,4 546 18.7 183 33.3
80,000 6,000 460 396 31,9 229  58.3 19.9 2.6 35.3
93,333 7,000 49.8 43.3 338 246 60.9 21.6 245 37.2
1,06,666 9,000 53.1 462 35.5 25,9 62.8 23.1 27.1 38.8
1,20000 9,000 55.7 489 36,9 27.8 644 248 29.1 40.1
1,33,333 10,000 57.9 51,2 382 294 656 264 307 41.1
2,00,000 15000 642 620 432 343 69.2 33.8 371 45.7
2,66,666 20,000 674 687 465 383 71.0 399 4.4 480
3,33,333 25,000 69.3 727 486 41,2 72.1 4.5 45 504

Maximum Marginal
Rate 77 8875 57 24 66 76 3 91 80 70

Applies above the )
Income of Rs.  1,00,000 2,04,000 2,52,000 2,17,333_50,667 19,16,000 19,53,333 6,61 ,376

Source. Data furnished by Hindustan Lever Ltd., Bombay, data in respect of Japanese
rates were furnished by the Embassy of Japan,
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TABLE 4
Tax As PERCENTAGE OF EARNED INCOME—
Inpra CoMPARED WITH CERTAIN DEVELOPING COUNTRIES
- (Married individual with two children)
Income India ' Palkistan Ceylon Kenya Nugerta
1960-61 1959-60 1959-60 1959 (Federal)
(Rs.) @ Reny B e 1959-60
13,333 1,000 6.4 58 3.8 3.6 32
26,666 2,000 16 5 15 2 109 9.3 10.7
40,000 3,000 26 3 23 3 17.9 157 16 §
53,333 4,000 345 32.0 25.0 21.6 21 2
66,666 5,000 40 7 38.7 30 5 26.4 25.5
80,000 6,000 46.0 450 35.2 30.4 30.1
93,333 7,000 49.8 500 388 34.0 33.9
1,06,666 8,000 53.1 53.9 41 4 373 36.7
1,20,000 9,000 55 7 56 7 435 40 5 38.8
1,33,333 10,000 57 9 59 0 45 1 435 40.6
2,00,000 15,000 64 2 66 G 50 1 54 0 51.7
2,66,666 20,000 67 4 69 5 52.6 59.2 57.5
3,33,333 25,000 69.3 71.6 54 1 62.4 61 0
Maximum Marginal
Rate 77 80 60 75 75
‘Apphes above the
Income of Rs. 1,00,000 76,000 69,000 1,31,733 1,37,067

Source: Data furnished by Hindustan Lever Ltd., Bombay,
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TABLES C 91
TABLE 7

Gross Fixep AsseT FormaTION IN NON-FINANOCIAL NON-GOVERNMENT
CorporaTiONs (1950-51—1957-58)

(Rs. crores)

1950-51 1951-52 1952-53 1953-54

Gross  Percent- Gross  Percent- Gross Percent- Gross Percent-
Fuxed age  Fixed  age Fixed age  Fixed age
Asset  Increase Asset  Increase Asset Increase Asset Increase

form- in Gross Form- Form- Form-
ation  Fived  alwon ation atwon
Assets

Large Public Companies 4640 71 9628 138 7874 9.9 36.3¢ 42
Small Public Companies —347 —3 8 118 13 —281 —31 —832-96

Private Companies 1873 135 2229 142 2320 129 4943 244
All Companies 6166 70 11975 127 9913 93 7745 67
1954-55 1955-56 1956-57 1957-58

Gross Percent- Gross Percent- Gross Percent- Gross Percent-
Fixed age Fixed age Fixed age Fuied age
Asset  Increase Asset Increase Asset Increase Asset  Increase

Form- Form- Form- Form-

alon alwon alton ation
Large Public Compames 136 80 15.1 133 47 12.8 131.40 116 18967 150
Small Public Companies  —1.42 —1 8 —4 94 —6 4 655 9.0 14.07 177
Private Companies 09 04 4237 167 2696 95 3261 104
All Companies 136 3¢ 110 17140 12,5 164.91 111 23635 14 3

Nore: The years referred to are financial years.

Source: A Monograph on Saving in India, National Council of A d
Research, New Delhit (under prm’t), pplied Economc
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TABLE 8

-

Toral, NUMBER AND Paip-up CAPITAL OF
CoMPANIES AT WORK

(Rs. crores)

As on 31st March Number of Companzes Paid-up Capital
1950 27,558 723.9
1951 28,532 775 4
1952 29,223 855 8
1953 29,312 897 6
1954 29,492 941 2
1955 29,625 969.6
1956 29,813 958.2
1957 29,283 1,005.0
1958 28,192 1,049 5
19592 27,376 1,085.6
1960 26,796 1,124.7

% Figures arc provistonal

Notrz  Upto 1956, the figures include Government companies also ; but until that year
Government companies were few in number and they were mostly small in size too.

Source: Monthly Blue Books on Joint Stock Companies in India, Department of Company
Law Admunistration.



TABLES a3
TABLE 9

Torarl, NUMBER AND AUTHORIZED CAPITAL OF
NewrLy REGISTERED Compaxtes (1951-59)

(Rs. lakhs)
Public Compares Private Companies Total
Tears Number  Authorized  Number  Authorized  Number Authorized

Captal Captal Caputal

1951-52 568 N.A. 1,298 N.A. 1,866 15,226
1952-53 287 N.A. 1,046 N.A. 1,333 9,642
1953-5¢ 204 2,294 989 13,245 1,193 15,539
1954-55 211 16,954 992 5,644 1,203 22,598
1955-56 186 6,789 1,262 8,905 1,448 15,694
1956-57 a3 5,411 752 3,662 835 9,073
1957-58 64 5,264 879 4,167 943 9,411
1958-59 58 5,867 1,021 12,738 1,079 18,603
1959-60 86 6,614 1,343 6,430 1,429 13,044

Note: Asin Table 3, here too, figures up to 1955-56 include Government compamies also
But as explaned earlier, they accounted for a small proportion of the corporate
sector till that year.

Source: Monthly Blue Books on Joint Stock Companies in India, Department of Company
Law Administration.

—~—



TAXATION AND PRIVATE INVESTMENT

94

(2 9129 prucy)

g

[$o3
<
-—

iy
[oce]
C
—

76l
9 180
0101
Z €99
g b6

3°6el
9 8zl
¢ 1
Lgn
£391
£°002
1 091

£03
€1

601
81

€9l
14
an
6tE
t9

09
31

€1

¢91
19

0€1

i1

0L
F€1

0l1

1

gl

¢fe
18

LGBl

01

L01
101
981

9¢1

66

Lot

a8
96

el
8L

26

16

L6

1§
36
S8
0zl
i8

68

1€1

8L
cel
i8
£9
16

Lg)

93

R

001
691
L6
LL

LLY

WYY jemsnpuy dseg

Uodsuuay, pus

1U2131227] ULy 3o Assupyaepy
o

L o P

Addunpryy wanoapy
wswdinby wodsuesy,
19215 put uoly
USJJooAy pUE JIIg
wuaay dinf
£[1IXA], UoNe)
aedng

Juuay QIO

=D

suonvjuey Jqqnyl
suonvIuvlg 930D

suonvIuL]J TIJ,

‘31

*gl
11
01
6
8
L
9
Y

‘1

036561 65-BS6Y 8GLEGY 8S-LS61 £$-9G61 9S-GS61 SSHCGI 6-6S61 §5-2S61 €5-7S61 ¢6-1561

001==¢6-gc61 ssvg

001=0S-6161 »vg

001=8E61 g

$Y2248 fo #dvisay

SHILIYNDIS IVINISAUN] ANTUIAI(] TIavVINVA J0 sIOIANY

0 279VZ



95

-,

TABLES

: ¢ *09-6561 01 A[uo Junear soanSy
20) ‘0961 wndny ‘wyang vipur fo yuog sassay f 6G-BGGT PUE LG-O0GE] ‘arupusy pup Quatmy) to Hodayy L vIpu] JO Jueq AN $$30UN0G

*529M 41103 Jo so8e1dAe o1 gg-/G6] 3LIA o3 Jof soanSiy (g)
*§O[1IX9} {15 PUL UI[JOOM IPN[OUL S3[1XD} U0JI0D ! SILIIMAIY sIpn]oul Jelns go-/G6] 03 £6-7G6] sitak oy uy (g)

*S3[1IX9} H{{IS

PuB udjjooM DPNOUL S} U0YI0d ¢ sdeasweny sapnpour Ajddns pue uone1dual AIINIP ‘ge-7G6] PUT Z6-1661 18Ik oy ur ([): STLON

[l

€661 ¢'L61  ¥°6gl  €'00T Z'Igl 9'IEl 678l 9'66 0 ¥6  §°L01 9 L3l
*t r ' 0L ¥8 68 88 a8 é8 SL L8
09 18
" : e 161 981 681 961 e1l 101 oF1 LY
€66 16 8 gL 06 £6 06 cL GL 651 6¥1
L79g1 Lal 80T 1) L8 €01 801 L6 86 001 [431
4161 661 691 96 16 88 L8 98 it g0t 911
0°108 14 861
L 3l el 141 L1y g1l 901 801 6 g8 99 66
L 0l 89 6L
6'68 $6 63 £01 Gl A &2l o1l G111 €8 06
6 80¢ gg1 0N 113 992 95¢ 11¢ 65T 161 11 831
0961 623 A 191 L1 91 1§41 911 1391 134 i

SHINISAAN] 11y

skemney

SOLIOMOIg

SurasouBuy yesouan

£15NJ ], JUSUIISOAUY

Qauzansuy

sjuey

UONINNSUOD)

wodsueay, Joyio pue Jurddiyg
Supeay,

Ajddng
put vonuaoudn Aoinavpyg

Jodeg

JUWIYD

9%
'6¢
¢
€6
44
12
‘0¢
"6l
81

4

PMOY—0] WIGVL






'TABLES 97
Taste 11—Contd.
Consents
Public Private
Calendar Trpes of Issue Limited Laimated Total

Years Companes Companies
1958 {a) Share Capital 3,796 10 1,309 65 5,105 75
(b) Dcbentures 1,748 80 81.00 1,829 80
Total 5,544 90 1,390 65 6,935 50
1959 (g) Share Capital 7,839.97 3,334 41 11,174 38
(6) Decbentures 1,230 00 102 00 1,332.00
Total 9,069.97 3,436 31 12,506 28

Source: Quarterly Statistics on the worhing of Capital Issues Control—Sixtieth Issue,
Office of the Controller of Capital Issues.
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TasLe 11—Contd.
Consents
Public Pruate
Calendar Types of Issue Limited Lumited Total

Years Companies Companies
1958 (a) Share Capital 3,796.10 1,309 65 5,105 75
{6) Debentures 1,748.80 81 00 1,829 80
Total 5,544 90 1,390 65 6,935 50
1959 (g) Share Capatal 7,839 97 3,334 41 11,174 38
(5) Debentures 1,230 00 102 00 1,332.00
Total 9,069.97 3,436 31 12,506 28

SourcE: Quarterly Statisucs on the working of Capital Issues Control—Sixtieth Issue,
Office of the Controller of Capital Issues.
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TABLE 12
CsrTaL RatsED By Nox-GovErRNMEXT CoMpAxnies (1957-39)
(Rs crores)

1957 1958 1959

PiMic  Pricets  Tetel Public  Private Total Public  Private Total

1. Share

Capital 45.05 1318 5823 26.37 1632 4269 31.14 2543 56 57

2. Deben-
mcm 923 03+ 98 1239 0.11 12 50 8 29 035 8.64

Torar 5433 1372 68.05 3876 1643 5519 39.43 2578 6521

Sovrcz. Reserve Banl of India « Report on Gurrency ana Finance, 1959-60, Statement 43.

TABLE 13

STATEMENT sHOWING THE RETAINED Prorits oF Nox-GOVERNMENT
NoX-FIxaNcIAL CORPORATIONS

(Rs. crores)

1950-51 1951-52 1952-53 1953-34 1954-55 1955-56 1956-57 1957-58

1. Public Corpo-
rations 2303 2843 1152 1856 27.49 3521 2666 1058

2, Private Corpo-
ratioms 3.32 425 164 340 465 6.52 407 1.48
Torav 2635 3268 1316 2196 32.14 4173 3073 1206

Sorrez: A Monograph on Saving in India, NCAER, New Delhi.  (under print)
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TABLE 15

Ixpian Ponnic Liutep CoMpANIES—FIXED AsspT FORMATION,
PROFITABILITY AND TAX PROVISION

750 Companies® 1001 Comparesd

1950 1951 1952 1953 1954 1955 1955 1956 1957 1958

Gross Fined Assets at the

end of the year
(Rs. crores) 556 589 635 683 747 827 936 1070 1245 1309

Percentage Rise over
the Previous year . 59 78 76 94 107 . 144 163 116

Net Fixed Asscts at the
end of the year

(Rs. crores) 302 309 331 355 390 444 531 629 757 852
Percentage Rise . 23 71 73 99 138 . 184 205 1235
Profitability®

(Indicator I) 77 96 57 68 7.8 9.4 91 88 64 71
Profitability¢

(Indicator II) 90 107 76 84 9,1 102 102 9.6 75 30

Tax Provision as
Percentage of Profits
before Tax 40 40 4“4 41 42 39 43 45 483

* Reserve Banl, of India Bulletin, September 1957, In terms of pad-up capital, the 750
companies represented two-thirds of the total paid-up capital of all public lmited
companies (excluding financial 1nstitutions at work in the country)

b Reserve Banl. of India Bullet.n, September 1960 In terms of pad-up capital, the
1001 compamcs represented about three-fourths of the total paid-up capital of all
public imited companies (excluding financial mstitutions).

¢ Ratio of profits after tax to net worth. Net worth equals paid-up capital plus al
reserves (other than taxation and depreciation reserves) and balance of profits

¢ Gross profits as percentage of total capital employed. Total capital employed equals
net fived assets and circulating capital

Nore: The years 1n the table are accounting years of companies ending any time during
the twelve-month period from July of the specified year to June of the next
year, '
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TABLE 16

PROTITABILITY OF COMPANIES IN SELLCTED COUNTRIES

{Profits after Tax as Percentage of Net Woith)

Conntries 1951 1952 1953 1954 1855 1955 1956 1957
India® 96 517 68 78 94 91 88 6 4
U.8.Ab 10.8 59 104 101 120
UKs=® 79 72 78 84 g2 9.2 9.4 88
Japand 27 6 17.5 16 4 13.1 10.4

-

3 Reserve Bank of India Bullelin.

v Federal Reserve Bank Bulletins.

¢ London Eeoromist.

¢ Economuc Statistics of Japan (Bank of Japan); Survey of Economtc Condition in  Japan,
Mitsubishr Economic Research Institute, Tohyo

Nore The data of each country pertam to samples of selected compames  Although
not strictlv comparable they serve the purpose of a rough comparison.

Source: S L N. Simha, The Capital Market of India, Vora & Company Publshers Private
Lid., Bombay.

TABLE 17

Sources oF Fuxps FOR GRoss AssET FORMATION BY COMPANIES

{Percentages)

750 Companiess 1001 Companies®
1951 1952 1953 1954 1955 1956 1957 1958

1. Internal ¢

Resources 53 9] 84 51 56 37 28 48
2. Share Capital 6 10 12 4 8 8 12 13
3. Borrowing 23 30 1 30 24 37 43 26
4, QOther Sources

such as Trade

Dues, etc. 12 29 K} + 15 12 18 17 13

8 Reserce Bank of India Bulletin, Scptember 1957,
Y Reserve Bank of India Bulletin, September 1960.

. . .
Irx;clud:s depreciation reserves, taxation resenves, capitalized reserves, general and other
serves,
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104 TAXATION AND PRIVATE INVESTMENT

TABLE 204

DISTRIBUTION OF PRIvATE LmiTep ComMPANIES AT WOREK

Ason 8Ist Percent  Ason 31st  Per cent
March of March of
1953 Total 1957 Total

Total Number of Companies 12,868 16,252
Companies having Paid-up Capital
Below Rs 1 Jakh 9,033 70 11,175 69
Below Rs 5 lakhs 11,877 92 14,880 92
Below Rs 10 lakhs 12,453 97 15,702 97

Note: The above figures exclude companies with mil paid-up capital, that is, moribund
compames and those which were registered but had not yet raised Capital.

TABLE 20B

DisTrIBUTION OF NEWLY REGISTERED PRIvATE LiMiTED COMPANIES

1954-55  Per cent  1956-57  Per cemt  1958-59  Per cent
Number  of Total ~ Number  of Total ~ Number  of Total

Total Companies 992 764 1037

Companies with Authorized )
Capital
Below Rs 1 lakh 248 25 167 22 249 24
Below Rs 5 lakhs 678 68 458 60 677 65
Below Rs. 10 lakhs 308 92 669 88 939 91

Source. Monthly Blue Books on Joint Stock Companies in India, and Annual Reports

on the Working and Admumstration of the Companies Act, 1956, Depart-
ment of Company Law Administration.
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TABLE 21

NEWw IsSUES—AMOUNT SANCTIONED ANXD UTILIZED?

105

(Rs. lakhs)
Sanclioned Utilized - Amount Utilized as Percent-
age of Sanction
! P L Total  Preference Equity  Total  Preference  Equity
Tear Toia .g‘;zfzf;ee: “ gggrle{ ° Sh{res Shares  Col. 5  Shares Shares
to Col. 6 Col 7
Col. 2 t03 o4
) (2) (3) ¢)) (3) (6) (7) (8) &) (10)
1956 34,84 593 2891 31,51 4,29 27,22 90 4 72 3 94.2
1957 17,55 1,20 16,35 14,37 89 13,48 81.9 74 2 82.4
1958 19,66 3,76 1590 18,46 328 15,18 939 87.2 95 5
1959 25,57 2,64 2293 18,20 1,96 16,24 712 74 2 70 8

8Only 1n respect of reples received

TABLE 22

Pusric I1ssues—AMOUNT OFFERED TO PUBLIC AS PERCENTAGE OF
ToTAL IssUEs

{Rs. lakhs)
Tolal Amount of Issues  Amount Offered for Public Public Offer as Percentage
Subscription of Total Issues

Zear Total  Prefer- Equty  Total Prefer- Equty  Total Prefer-  Equty

ence Shares ence Shares ence Shares

Shares Shares Shares
1956 31,51 4,29 27,22 4,14 2,33 1,79 13.1 54 8 6 6
1957 14,37 89 13,48 1,74 40 1,34 121 44 9 99
1958 18,46 3,28 15,18 5,96 1,59 437 323 48 5 28 8
19539 18,20 196 16,24 2,03 1,05 98 112 53 6 60
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TABLE 23
Poubric IssuEs—OVER-SUBSCRIPTION AND UNDER-SUBSORIPTION
(Rs. lakhs)
Total Qffered Issues Under- Tssues Over-
to Public Subscribed Subseribed
Year
‘ Number  Amourt Number  Amount Number  Amount
1956  Equity 10 1,79 3 76 2 1,00
Preference 8 2,35 3 44 3 86
1957  Equty 14 1,34 3 31 4 29
Preference 7 40 2 16 2 7
1958  Equity 13 4,37 5 2,87 6 1,47
Preference 6 1,59 1 28 3 1,05
1959 Equity 8 98 o 4 95
Preference ) 1,05 . 4 98
TABLE 24
PusLic IssuEs—EXTENT OF OveR-AND UNDER-SUBSORIPTION
(Rs thousands)
Over- Under-
Amountd  Amount Suberip- Amount®  Amount of Subscrip-
Year Offered to~ Qver- tion as Offered  Under-Sub- tion as
Public  Subscribed  Per cent of scription Percent of
Offer Offer
1956 Equity 100,55 196,19 195.1 75,64 24,32 32 2
Preference 85,74 26,85 31 3 43,93 8,77 20 0
1957 Equity 29,29 26,04 88.9 30,83 21,39 69 3
Preference 7,00 42 60 16,25 10,54 64 9
1958 Equity 147,07 102,96 700 287,42 67,58 235
Preference 105,36 22,43 21.3 27,76 25,88 93 2
1959 Equity 95,00 483,62 509 1 . . ..
Preference 97,82 50,50 51.6 . . .

a
: Amount relating only to those 1ssues which were over-subscribed
Amount relating only to those issues which were under-subscribed.

3
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TABLE 26

TAXATION AND PRIVATE INVESTMENT

Pracmee OUTSIDE THE PUBLIC MAREET AND THEIR PROPORTIONB
70 THE TOTAL ALLOTMENT-—PREFERENCE SHARES

(Rs. thousands)

Total Promoters Foreign Exist-  Banks . Others  Reman-
Allot- Mana- collabo- ng  and Fi- (not g
ment ging  rators  Share- nancal L LC  speafi-  allolted
Year Agents holders  Institu- ed) through
Durec- by way twns. the
tors g Public
elc ““rights” Mar-
ket
1956 420,44 10,35 86,18 2,50 2347 74,20 2,23,74
2 5) (2050 (06) (5.6) (176) (532
1957 89,56 4,48 27,50 7,76 9,00 11,59 29,23
5 0) 307 @B7) (101 (129) (32.6)
1958 3,25,56 48,42 89,35 21,87 32,97 1,32,95
(14 9) (275 (67) (101) (408)
1959 1,96,50 500 4,50 54,76 10,68 11,00 5,97 1,04,59
26) (23 (279 G549 (.6 (B0 (332

Note* (1) Figures in brackets show percentages.
{(2) The figures for total allotment in Tables 25 and 26 differ somewhat from the figures

for total utihzation in Table 21, owing to the mncomplete information regarding

The difference 1s, however, so small that 1t does not

allotments of a few 1ssues

affect the analysis
TABLE 27

PuBLic ALLOTMENTS-—EQUITY SHARES

(Rs thousand)

Total Ton- Compames Banks
allot-  diwi- and Fi- LI C. Others
Year ment  duals Total Public  Private nancal
Institu-
tions
1956 88,09 62,68 24,67 11,90 12,77 64 .10
(712) (280) (135 (145) 07 0n
1957 1,07,99 99,57 73 24 49 5,10 2,00 39
(922 ,(07) (02 (05 @7 @19 (03
1958 2,92,11 1,28,09 1,42,67 1,32,200 10,47 11 10,00 11,24
(439) (488) 4512 (3 6) .o 34 (3 9)
1959 98,27 94,56 3,00 1,82 1,18 24 45 3
962) (31 19 (12) 02 (0 5)

a

Subscription to only one 1ssue

Note- Figures in brackets show percentages.
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TABLE 28

. PUBLIO ALLOTMENTS—PRUFERENCE SHARES
(Rs’ thousands)

Total To - Compantes Banks
allot- din- and Fi-
Year ment duals Total  Public Priwvate nanctal  L.IC. Others
stiuations
1956 9016 4545 23,86 18,03 - 5,83 3,01 12,50 5,34
(504) (26 5) (200) (6 5) 33 (139 (59).
1957 29,23 14,18 3,55 3,03 50 8,50 3,00
(485) (121) (104 17 (291H (103
1938 1,32,94 1,01,04 1,98 1,42 56 26,91 2,86 15
(76 0) (1.5) an (6 4) (202 (2 2) G 1)
1959 44,12 40,99 2,63 1,02 1,61 35 15
{92 9) (G 0) (2 3) 37 (0 8) 0 3)

Nore: (1) Figures in braclets show percentages.
(2) Some public issues for which detailed break-down was not given by the com-
panies have not been included in Tables 27 and 28 above Thisis why the total
allotments in these Tables differ from the figures 1clating to the public market in

Tables 25 and 26 respectively.

TABLE 29
Owxersarr oF CORPORATE SECURITIES

(Rs crores)

1950-31 1951-52 1952-53 1953-54 1954-55 1935-56 1956-37 1957-58

Securities held by

the Corporate Sec-
tor ® 192.7 206.3 2011 2218 2335 2405 1852 1946

Total paid-up capital
of non-Government
Corporations 7531 8123 8300 8895 9085 9604 9913 1036 1

* These figures include debentures, but their amount in comparison with shares 1s
quite small.

¥ This dechine was due mainly to the nationalization of hife insurance business which transe
ferred the securitics held by insurance compames to the Government Corporation.
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TABLE 30

DivipExp IncOME—IMPORTANCE OF DIFFERENT CLASSES OF ASSESSEES

(Rs. crores)
Year Total Compantes  Indwnduals  Registered Un-registered ' Hindu
Fums Firms Undioided
Families
1955-56 45 97 14 85 26.77 121 314
(32.30) (58 23) (2 63) (6.83)
1956-57 55 21 20 33 30 62 0 45 0 92 289
(36 82) (55 46) (0 82) {1 67) (5 23)
1957-58 55 00 18 71 31 20 0 64 089 3 56
(34 04) (56 73) (1 16) (1 61) (6.46)
1958-59 69 54 26 09 36 84 0.94 1 54 413
(38 52) (52 98) (0 35) (2 21) (5 949

Nore: Figures in brackets show percentages.
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Appendix 1
Questionnaire issued to Companies
Name of the Company .......ceeevssoscoas .

Date of Registration sevvvveeeees covncnanns

Particulars m respect of capital 1ssue
sanctioned by the Controller of Capital

Issues n 195 , amountmg to
RS cieer v ten veve aes tnensenes
Preference Equity
Sharess {Ordinary)
Shares
(Rs.) (Rs.)
1. Amountsanctioned = eieis eees ssesue P
2. Amount utthzed in terms of the sanction e e seesese ee enseas
3. Dateordatesofissue iiiie cesene enes ceen
4. Amount allotted? for consideration other than cash e e eenn . . vee
5 Amount allotted? for cash. cer eee eere eee e e e

Details of the amount allotted? for cash *-—

() Amount allotted other than as ‘rights” to
Promoters, Managmmg Agents, Secretaries and
Treasurers, Directors of the Company and the
“‘associates” 1n these cases

(1) Allotment made to the existing shareholders of
the company by way of “right” 1ssue

(i) Allotment made to the existing shareholders in
excess of their “nights”

(1) Amount allotted to employees of the company

(v) Special allotments (other than by public subs-
cription) made by prior arrangements to .,

(a) Banks & financial and investment corporations
(b) Lafe Insurance Corporation
{(c) Others (Please specify)

------------------------

(v3) Amount allotted to the general public (exclud-
mg allotments () to () above)

113
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Prefcrence Equity
shares (ordmary)
shares
(Rs.) (Rs.)
6. Amount offered for subscription to the general pub-
Tic. (Excluding allotments under 1tem 5 (z) to =) chte e arese e ee e
7 Whether the entire or a part of the amount offered
to the pubhc was underwritten. If'so, please speaify
the amount that was underwritten . e e e e BN
8. Total amount for which applications for subscription
were recaved from the public [N et e e e eaes
9  Extent of over-subscription or under-subscription
(item 8 minus 6) ces wse as seraes . o
10. Amount taken up by the underwriters as a resuit of
under-subscription ces ettt 0 e e
11. Breakdown of allotment made to the public
(item 5 (vi) above).
(z) To mdividuals
(1) Companies o v ecenensivens v taeees
(a) public limited companics e e weees ternenas ceenes
(b) private Iimited companies N
(111} Banks and financial and investment corporations  .......... .., P ceoees
(12) Life Insurance Corporation  Li.iiis seeaees ees Ceenseaen
(z) Others (Please specify)  Lieiiaes e Ceessasres 5o
12. If the public response under 1tem 8 above was not
adequate, what 1n your opinion were the main cavses® «.vv ceuvercessenes veces ccee

a In.thc case of preference shares, please give the rate and speaify whether these were
issued less tax or free of tax
» The amounts with respect to subscribed capital and not paid-up caprtal should be given.

Nove: The information relating to items (6) to (12) 15 most important for our purpose.
.Even if 1t 15 not possible for you to furmish us wath all the particulars asked for,
it would be useful if you could give us information at least regarding these
items (6) to (12).



Appendix 2
Questionnaire issued to Individual Investors

Namesiveieeronnes weve sse oo ssasenesesessss Telephone Novserissnesrereavsnanas

Present Address.. .veeveireeneennnnn, teeens o . Occupation..eeerseecssrseas sasose

Nationar CouNcin oF ArprLiED Economic RESEARCH,
PAarLiAMENT STREET, NEW DELHI-1.

QUESTIONNAIRE
(1) Wr wisH TO KNOW INVESTMENT PREFERENCES OF INDIVIDUALs. What would you do
if you had a substantial sum to invest in the near future ? (Please indicate the order of
preference if you are interested in more than one form of mvestment.)

(a) Buy equity (ordinary) shares..........
{(b) Buy preference shares........ .

(c) Buy debentures......... .

(d) Buy Government bonds..........

(e) Investin real estate..........

(f) Start a proprietary business, .........

(g) Others (Specify)..........
(2) What do you regard as your chief investment objective ? Please indicate one of the
following :
(a) Sccurcmcome.......... .
(b) High rate of income return ....c..ves..
(c) Capatal appreciation......... ..
{d) Hedge agaimnst mnflation. .. ..... ..
(3) Which of the following factors sigmificantly affect your decisions to invest ?
(a) Change in income....... cenen
(b) Change 1n cost of living...... craeen
{c) Change in rate of return...... .....
(d) Changcinlevel of taxes ...... ....
(4) Do you own any ordipary sharesnow ® Yes.. ........No..vveer...
If answer “no ™’
(1) Did you ever own ordmnary shares ?,.. .. ...

(u) If so, when did you sell them out ?,, .,

Please specify reasons
(2) To make other types of investment such as in Government bonds,
debentures, real estate etc. (specify). ... .. .

115
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(b) To have liquid resources for consumption expenditures. . ..
(c) To meet any emergent expenditures . ..

(d) To realize gamns of capital appreciation.. . .. ...

(e) For tax reasons

(f) Any other reasons

(1) Approximately, when were the shares (that you sold) acquired ?
(v) Did you reahze a gamnorloss? ...
If answer < y25 ™'

(1) By how much have you ncreased or decreased your total holdings of ordmary
shares since January 1956 » Rs . « «.{Mark + or —)

(1) When did you increase or decrease your holdings and for what reasons ? .....

(m) How much of ordinary shares have you bought or sold during the past year ?
Bought Rs . . eese SoldRs. . . ...

(5) Have you since January 1956 bought any new wssues of capital ?  Could you give parti-
culars ?

Ordinary Shares Preference Shares Debentures
Rs. Rs. Rs.

(6) In buymng new issues, which of the following do you prefer ? Please indicate the order
of preference.

(a) By established compames

(b) By new companies .

(c) By companies in new industries ..
{d) By companies with foreign collaboratlon cene s
{(e) Any other preference (specify).

(7) Dud you ever purchase any new 1ssues of capital 1n earlier years ?

(8) Has your desire to buy such new ssues changed?... ... .... If s0, could you give us
the reasons for this change ?

(9) If your holdings of marketable shares have increased since January 1956, has 1t been at
the expense of other investments ? Please specify *

(2) Central Government bonds ..... . .

(b) State Government bonds .. . ...

{c) Decbentures .....

(d) Lafensurance. . .... .. -

(c) Investment 1n a proprietary concern .... ... ..
(f) Investmentin a private Limited Company. .

(§) Others (speaify) ....... .
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(10) If your holdings of maiketable shares have decreased since January 1956, what other
nvestments have gone up:

{(2) Central Government bonds . .........

(b) State Government bonds .....

{c) Debentures . ..... ...

(d) Iafe insurance .... ......

(e) Investment in a proprietary CONCErN ... « «ves

{f) Investmentin a private Limited Company .. ........
(g) Others (speafy) .. . . ....

(11) We wish to know how answers such as you have given us vary as between different n-
come groups Would you therefore please state to which of the following broad income
groups you belong ?

(a) Under Rs. 6,000 per year... ...... .
(b) Rs. 6,000—Rs. 10,000............
(¢) Rs. 10,000—Rs. 20,000... ...... .
(d) Rs 20,000—Rs. 50,000.......... .
(e) Rs 50,000—-Rs 1,00,000 .. ........
(f) Above Rs. 1,00,000............

(12) Have tax considerations been responsible for any change 1 your investment decisions
Are there any types of mvestments in which you have imvested more or invested less
because of tax consideration ? If so, what were 'those investments and what were the
tax considerations ?

(13) What is your opmion as to the most hkely trend of general business conditions and
share values during the next few years ?
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