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STRATEGY FOR GROWTH

Tue Axvuar Buncer of the Cov-
emment of  India is. not o mare
exercise in Revenne and Expendi-
ture but an instrument of econo-
mic  development and  social
thange. Correct diagnosis of the
economie ills and appropriate fis-
cal measures taken E-chmes ean
save the people avoidable misery
and give a positive direction to-
wards the goal of greater human
welfare and happiness. In this
tusk, it is necessary to draw on
the knowledge, experience and
cexpertise of the lesders of the
various sections of society, so that
may e cross Fertilization
of thoughts and §deas. The
National Seminar on the Stra
for Accelerated Economic Gro
at Madras, in which the elite of
the nation, economists, incustrig-
lists, bankers, managers, tax ex-
perts and others: participated last
week was on exercise in that diree-
Hon. . &
The year: 1976 has dawned
more agreeable conditions
in the country. The rampant in-
Bation which ravaged the
lke a plagne for over two years
has been  halted and the prices
have heen steadily moving down
smce the second half of 1075
Though it has still a long way to
g to reach the pre-inflation Jevel,
the trend s definitely towards it.
A bumper  crop of 114 million
kmnes  of ins  following
good and umnﬁ?e MENEEONE i
8 greater part of the country has
evcised  the of food
shortage which haunted the coun-
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try in the preceding twao YIS,
Ir:nmml supplies . of steel,
cement, power, metals and mine-
rals, ote, offer a stimulus to in-
dustrial production, while increa-
sed  avallability of fertilizers,
pesticides, and agricultural inputs
infuses hope of higher producti-
wity in agriculture. But these fac-
ters, by themselves, will not revive
the economy which has been
SEging, unless appropriate mes-
sures are taken to strengthen and
vitalise. it for growth,

National income is still by far
the Dlest index of economin
growth of a country, Our national
income rose 21 per cent in
1973-74, as against 0.9 per cent in
the previous year 1972.73. Th
estimates of national income
1974-75 are not available, the Plan-
ning Commission has projected o
2 per cent growth in 1974-75,
which, in the context of 2.3 per
cent growth in population and an
envisaged 55 per cent growth
during the Fifth Plan, is far from
satisfactory. The Heserve Bank
of Tndia, 'on  the basis of the
favourshle factors  set out above,
has forecast a growth of 5 to 6
per cent in_ the current . ¥Bar,
which, though justifiable on the
busie of the proj 7 per cent
growth in . agriculture, appeaTs
not feasible in view of the poor
perfurmance in the industrial Seg-
tor. The.Planning . Commission
arrived at Hﬂa_muage,q@]ﬂl rate
of 5.5 per cent growth, in national
income on the pmntmpﬁs to
G per cent growth i m-mui.tum

‘and 8 to 10 per cent growth in
industry. If a higher rate of
h than 5.5 per cent to 7 ar
per gent average annual growth
rate should be achieved, a sus-
tained growth of not less than 7
per cent in agriculture and 12 per
cent in industre should he aehie-
ved during the Plan  period for
which the resources are not in
sight. Ewen if manetary  resour-
ces could be found, the physical
limitations of goods, coupled with
the stringent foreign exchange
constraink,  makes the gnal of 7
per cent growth beyond the realm
of practicability, No one will
decline a In cake bt el
puper cakes taste lika real ones ?
Superhuman efforts will be need-
ed to find resources even to fulfil
the target of a 5.5 per cent ave-
rage annual rate of growth, Unless
savings can be stepped up fram
the low level of 9.9 per cent GNP
in 1875-74 (the ln.ehtlg;nr for r;'hi:h
figures are availa to 157 per
ot in L1O7B-T0, there can be nn
hope of ever reaching o growth
tate of 5.5 per cent, not to speak
of the visionary 7 to 8 per cent
growth in national income.

The familar  suggestion made
for. stepping up savings is redne-
Hon in personal taxation o stimu-
late suvings in the household sec-
for which provides 80 per cent of
the savings, reduction in corpaorate
taxes to  emable not only larger
plongh-hack but fresh investments
and a general restructuring of the
tax system giving relief at several
peints.  While it is conceded that




]

the present tax structure erodes
both personal and corporate sur-
pluses, one cannot assert that the
reduction  in  tax  necessarily
goes into savings and investment.
There is nothing to prevent the
surpluses being diverted to larger
consumption and luxuries. On
other hand, incentives to long-term
savings in the household sector
may achieve the objective hetter
than mere tax reduction. For
instunce, moneys invested in life
insurance, provident Fund, baoth
public and employees’, in cumula-
tve time deposils or long-term
bank deposits for 15 years and
more, may be lotally exempted
from income-tax ond agricultural
income-tax wherever levied. Any
withdrawal made during the cur-
rency of the term may be treated
as income for that year and taxed
s0° as to prevent leakage of reve-
nue and to act as a disincentive to
withdrawals. The interest accru-
fng at the end of the term will
continne to be exempt from tax
as at present.

In substanece, the proposal secks
to remove the existing stipuln-
tions regarding eligibility of only
30 per cent and 40 per cent of the
savings for tax relief. The advan-
tage of the scheme lies in the tax
forgone  benefiting  the actual
savers, whereas a  general reduc-
tion in tacation will benefit non-
savers also, Likewise, in the car-
porate sector, funds ploughed into
the Dividend Equalization Fund,
Stabilization Funds, etc., may be
exempted from  corporation tax
and treated as profit only in the
vear and to the extent Fumel
is digtributed as dividend, This
will enable corporations 1o gene-
rate internal resources for their
wirking capital as well as their
expansion programmes.  YWhile
there iz mo goarantee that if the
corporation  tax is reduced by 5
per cent, the beneft will go to cor-
porate savings, the tax exemption
envisaged above will act as a
direct  incentive to savings. As
regards the public sector, where
the savings have declined from
Z3.3 per cent to 158 cent bet-
ween 1960-81 and 1972-73, thers iz
a case for a thorough review of
public expenditure and need for

stepping up retum on public in-

as availability of stes],

vestments.  In oan earlier edilorial,
Swarapya has laid the blame for
hﬁ'geﬁlnﬂnﬁml in the country on
the unproductive administrative
expenditure and pointed out that
since the E of the Inchea
Committee in the twenties of the
century, there has been no review
of administrative setaup and ex-
penditure. Administration is prone
to proliferstion and the eperation
of Parkinson's Law unless tamed
!}% constant  vigil and pruning.

e encouraging results of the
public énterprises during the
i 5nmErFmpu that the publie
sector may be able to make its
contribution to the resources of
the Plan,

While agriculture may be ex-
pected to maintain a 5 per cent
growth under the it condi-
tions, the industrial growth |
far behind the target of 8 to 10
per cent necessary for an overall
3.5 per cent growth. Our indus-
trial production has reached such
a low level that it was only one
per cent in 18973 and around 3
per cent in 1874, Against this
backdrop, the achievement of an
8 por cent growth in industry ealls
for determinesd efforts and liberal
concessions.  Though there are o
number of favourable factors such
cement,
power, transport  facilities, ete.,
which give room for optimism,
certain - unfavourable trends such
a5 fall in demand, accumulation
of stock, glut in consumer dura-
bles and low levels of investment,
offeet the picture. Several Factors
have contributed to the stagnation
in demand.  First, the hyper-
inflation of the past two years has
left with the rural community no
surpluses after mesting their pri-
mary neéds of food and clothing.
Secondly, the Ffall in  wholesals
E;eiﬂﬁ during  lust year has not

n reflocted in retail prices as
evidenced by the tardy response
of the consumer index.
Thirdly, while the demand-pull
inflation has abated, the cost-push
inflation still pﬂ'sisltr amnil munufmz
tured goods are still priced beyon
the reach of the average consumer,
This cost-push stems from: (1) the
continuance of heavy excise duties

levied during the galloping infla-

tion either for the purpose af curh-
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ing demand or maepping up surplus

rofits; (2) the mé’g - ol
evied by banks to curs the money
supply as part of the anti-infla-
tionary drive and (3} the deterio-
rating . investment-output ratio on
the part of industries.

O the basis of the fn ing
analysis, industry  has asked the
Government for a drastic cut in
excise duty and a reduction in
interest rates. It may may be ob-
served that o percentage reduction
in exciza dulies on all commodities
may not be of any help either o
the consumer or to the industry.
Many of the excise levies were
made on on ed o basis without
an n;:Emhnt of the consequences
on gither production or eonsump-
Hon, Some of the considerations
like curbing consumption or mop-
ping up unconscionable profits, for
which excise duties were levied,
have ceased to he valid. Exclse
tluties, s for instance, on aubamao-
bile, have a crippling effect on the
indlustry  itself, It is, therefore,
necessary  that the Government
should examing the enbire steue
ture of excise levies and re-
arrange them on the basis of what
the commodity can  bear in the
present eontext.  The high rate of
excise duty does not always yield
a large revenve. In fact, it ‘may
reduce receipts by curbing con-
sumption. In the context of
deceleration of demand a revamp-

[Continued on page &)
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