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"ﬁaxaﬁioﬁ‘pléyé~én importantc fole iﬁ acgieviﬁg-soéio-
-ecénomic behefits ﬁo the ¢6uﬁtry. lﬁs effici ncv 11@5 on stimulam
tiﬁgléverali productive econonic grbmbh wq1ch dnncads on the level
bfjsé#ings; in&estmant, and-employment leading to T‘”he ultimate 1w -
cﬁéasé-in'é.ﬁpP. and el 5'?f'“ There is no awngaylav that corpo-
rate séctor plays an'imboro ant fol@ in Ehls re Qura.' Tax pollcv
of the Governmen$ is a poverFal ;pstrnm nt to febu_auc the econcﬂj.
'An éxpandiﬁg economy»w;pL,g_ aber Uprub and. tuvnove will gene-

R L .

__aue hig ier TaL revenue. Taougn, ecohomic crowﬁhzir 5 nlf&caju

i;a Ind_a, cspecLQlly due to achievement of the E7VB Yaar Pla@s the
unavgn pattern of :egloﬁal’growth,hés drawn:the a@ﬁ@ntlon‘el the
economisﬁs- However, it‘ﬁbuld be our attempt iﬁiﬁhis chapter to
aﬁéiyse hoﬁ far Lax@tion hav influeace on'cornora é bohav1our.
'Co rporase . bQQQV'Our’ nlfhu be ﬁ aken for our 3urpose as weactlons
o;,cn“ﬁovabiono due oo uax burden. That feuculoﬁs night be 1n
th@~&0 n of @euevatlon of cmnloymenb, creaticn of lassebs, savings
L.iax liabiiity, d;Qt¢ ibution in £1 nanc¢al surucLuLe, pront
making ca ébilities,_and hif ing of tax 1nc%dmnc@. Macro and
micro level otudLGS have . beep made and for that purpo¢e different

publ_cwbion both- Governmnnt and, Puinc, and rbporom and news

bulletlns have oeen uullLsed¢
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60n;ronted’w1*h higa rates of inf latlon, sizeable
‘Lreduéuvcn in the gﬂo&th ratas of labour productivity and erosion
'O?>comﬁ@tit5venevv in the marketing of many‘prodﬁcts in interna-
tional spho "¢, moglt of he lnauatrially develoued and developing
gcuni_1~s in Th Horld are taking various ef"o s in recent years
«tb sgbsidLSO different 1o*ms of ﬁnVGSumenu acu1VLu1eg.1 Indis
is no exception to thau‘general trende 1he mamn Dollcy efforts
gub“ldlZLnF invesbment QCbl ieg involve the 1Luroduction of
varlous-zozms ot éepreciaéion megsures,g weneralginyestmenﬁ,

credits, investment credits in specific plannedgseetors and

diminublon in the rutes of COTDO”&o@ taza ion.A”fﬁll'these €

0

ureg are directed toaa uv llbe”&llSmuloﬂ of caglual covt PECO-
very and 1ncreasing the dlsDO“BDle amounz of 1ncomo Tor furthu

tmhni in the buolJ@So' Though unerm are 1nmumerabl@ number

lH

nfiuences like avallabllity of 1nxra~suruCLural :ac~lltles,

of .1
lic ansiﬂg policies, regulation of forelgn exchanne, nature of

g tal

(:' .
';.:..3:

ar}et thca might 1mplnge on anebtme t outlays, 'taxa-
tion! has been regarded as not of Lesser importénde than these
measuress Rather it has been regarded as tl 'most povariul

_'l

figeal policy to regulabe the q&enbam of cap 1' l spending in the

Lot IM.,Fe Surveyt, Wa lnﬁbon, April 20, 1981 p@. 118.119,.

2 M@ijg Jé Le ©ds = ‘'Deprociation and ?eplaceﬂnuu Policy's North
Holdand Pub. Co., nﬂsteraa4 -~ London., 1961.
& !
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businesgs underivakings.

Almost all the industrial countries like UsSeds, UsK,
Germany, France, Japan and the developing cowatries like India and
Pakigtan have developed various forms of éapital ilncentive schenes
but hardly there is any cowitry which has assessaed the Llampact of
such incentive schemes on actual growth of invegbmente It ig
doubtfvl whether corporate bodles themselves are well sware of Gthe
impact of various tax incentives on actual amount of investment
in terms of spending in fixed asse’cs-B |

- —

Many economists have formulated theoretical framework

and econometric models for amalysing the effect of various econow

mic factors on investmenﬁ4

but there is hardly any work which
might show the effect of corporate tax incentives on thelr self.

investnente.

There are alternativé vay's of studying the impact of
tax incentives on Iinvestment, one with the econometric models gui-
ded by economic theory and the other by egtablishing relationship
between the corporate profits, before and after tax, and the rate
‘of investment in fixed assets. For our study it has been decided

to follow the ld@&r one. Our hypobhesis is that the accumulabtion

3. Fromm, Garye ©de, - 'Tax Incentives and Capital’ Spending', lorth
Holland publishing company, fAmsterdam - London, 1971s

4, Ganguly, Subrata - 'Public Finance . 4 normative approacht,
Nababhara® -publishersy Caleuttay 1975. .



155

of fixed assets varies inversely with the provisions of incentives.
The hypothesis To be tested by preparing a number of tables from
published data and thereby analysing the relatiocnship between the

two variables vizZe., profits and fixed assets Fornation,

In ﬁhié'contéxﬁ we have taken the daté published by
the Industrial Credit and Investuent Corporation of India Ltde
regarding financial performance of 417 non.government publie
limited companies assistedAby the Corporation having total paid-
up capital of K. 1,472,9 crores in 1979.80. Such paid-up capital
accounted for 53,5 per eent of the total paid-up capital of all
non-governnent public limi%edlcompanies at work in March, 1980.
 Th6 study alseo deals with the data published by ReBels on the
financial performance of 1720 non-financial, nonh-goverament, Public

Limited Compani€se

(n analysis of the Tables (IVe 1,2) it may be nobed
that the rate of growth of gross fized assets formation accele-
rated from 10.3 per cent in 1977578_to 1544 per cent in 198081,
the rising trend being unhampered as 10.97 in 1978-79 and 11.6
in 1979-80. Gross fixed agsets lnerecased by e 532.66 crorss in
1977-78, Tte G19.85 crores in 197879, We 720.38 crores in 1970 —
I 80 and Be 10BLe35 crores in 1980-81e The plant and Machinery

component, which accounted for 67.6 per cent of the increase in

Se ‘Financlal Performance of Compan_es' - IaC-L.C:l : Portfolio
1580.81, Bombaye
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gross fixed assete in 1980-81, reglstered a rise of 14434 in
1980~81 from 9.37% in 1977-78: In absolute terms ﬁhe growth of
plant and machinery was recorded corresponding to the immediate
previous year as Ms 354424 croreg In 1977-78 Fe 470.687 crores in
1978=79, I3« 505,19 crores in 1979.80 and Be 731.97 crores in
1980-81.  Despite erosion of profit marging'L from 7.35% in
1979-80 to 64717% in 1980-81, the retained profits as a percentag
of profits before tax increased to 35.47% in 1980-81 from 20e4% in
1976-77 and 34415 in 1979-80. The share of dividends in profits
before tax, on the other hand, declined from 25,87 in 1976-77 to
te 22.87% in 1980-8ls The increasing percantagé of retained Pro-
‘fits on proflts before tax over the years as 'ploughing back! waz
made possible pPresumably by an effective use of various fiscal
measures including bax incentives by the corporate seciors As to
Jusvify furthery tax provision as a perceatage of profits before
tax shows the declining trend from 53+8% in 1976.77 to 49o7% in

197778, 47.2% in 197879, 43.4% in 1979-80 and 41.7% in 1980-81L.

Table IV.2 has been prepared showing the' number of
éompanies by size of gross fixed assets in the year 1980-81.~,From
analysis of the Table, it appears that oub of 417 public limited
companies asslsted by the T.C.T.C.I, most of the companies main.
tain higher investment in fixed assetge Out 417 companies 3920
‘eompanies possess Lixed assels of more tnaﬁ ise 1 crore eagh, of

which 180 companies claim for investment in fixed agsets of e 10

*1 Profits before taz/Net Sales x 100, indicator of overall effi-
cieney, or management competences :
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TAbLe = IVed

COMPANIES BY SIZR

HSSETS
@ GROSS  FIXBD  RATES

(1980 - 81)

3ize Group Hoe of (i)

(Gross Fized Assets) Compaunies

fse 1 Crore znd below a7 G5

Between s 1 Crore and .

se O crore ‘ 133 : 31.9

Between fte 5 Crore

and fse 10 Crore 77 135

Bse 10 Crore and

above 130 4341
417 1000




crores and above,

ALét us now analyse the sources of fuﬁﬁs used to
finance the inereasing smount oflwross fixed assé%s of the said
437 public llmited conpan193¢ ~_For this Durpose a Table TV. has
been.prepared with the help of data, publlsnea by ICICI ‘ag menw
tloncd garlicrs | The Table shaws une ingrea31ng ameant of grass
&aSGbp, in.relation to the pr;ceealag years, invested in the busgi-
ness from 1977-?8 to 1380.81 and fulther shaws th@ scurces of fudds
utilised for such anesumant in the respectife years. It might
be noted from the analysis that the financing of tha increase in
uOual assets of the 417 nonsgovernment publi e 1imiued companieo
vas made by int ernal, gources as 3ucl% in 197980 Uﬂlﬁh rose to |
36.2% in m986~81._ Sueh internal sources coansiso denrec;atio
and'reservés & surpluse The share gf reserve & surplus in the
total sources rose from 8.9% in 1977-78 to 18.2% %n.g980-815 Thaﬁ
indicatés the larger nlough back ofdprofits‘innin%estmeﬁtﬂ;h; the
co“gorata sectole Larger 'Dlouohinr baﬁk' of regources migh
thc result of availabillnj of uarxous tax incanzlves by tha CGQTlw

iporaue bodies.

Aaaln information'nas souﬁht by the IGICI from di&f- .
—erent public limited campanies by sonﬁinv auestionnaire regarding
neans of flnancing of gronosed cauiﬁal exnendinawe in 1981.82 and

- 19824830 Bol.companles Lurn“she& the deualls. wumh the help of
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such détails'a comprehensive sable iV.S has been érepared.which
would reflect the increaqinr relxance QL. in ernal"seu:ceS¢ _In;
ternal sources for propooed Cuﬂlﬁ&l exoenditure of the 251 public

| 13mitéd companies reflect 34427 Sharﬁ in 1981-82 and 43,57 in the

year 10682834

) | However inves umsnﬁ grawth rates is not unlform in
all types of industrles. : As.analysed from the Table IV.G prepadéj
red with the help of data“‘g publi«hed by ICICI, it may be noted
that the nature of industrles wnose growth ra»es o; 1nvestment in
1980-81 in comparison with 1970-80 are more than the average -
growth rates (13.46%) of 285 companies are Cement, Chemlcals‘
Petro-chemicals, Tlectrical Equlnmenus Food Products (ouher than
Sugar), ‘Machine uanufacturﬁno, Sanar, and ° exnilev of which Sugar
industries top nhe_list (22. 45%Ya Whereag'Powar~Generablon,
v';Metal Products-noh_feérou Sy Paner Pulp, Rubber Producus witnessed
a very low rate of fros fixed ssets formation of 7.08, Lol
l..04 and 9.36p rGSDGCULVGlYo | 90~lﬁ mlght be notea that’ there
_suems to be an.inequitab1e accumulgtlon oz 11 ced assets - for-

N

- mabloﬂo

~égaln if the daba published in ‘he Regerve Bank of

India»Bulleéin regal dlﬂg flnﬁnces of 1720 meduum and large

V*2 ﬁgalns+ the queotlonnarles sent by ICICI to itv a“Sleed C Ol :

’ panles, ugsable information was obbtained from 285% companies.
From the data of guch companle as published by ICICI - 1480- :
81, a table 1s prﬁnared for analysise - -
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Table « IV.5

MEANS OF PINANCING OF PHOPOSED . GA uIm EYPEND TIURE
(251 Pub. Ltde COgn)

o (Rs. Croves)
Toems J 1081.32 g 1982.83 A
Internal sources 314 34,2 303 43.5
Borrowings (Rupee &
Foreign currency) - 588 608 - 369 - 52,9
Others 45 540 25 3.6
218 ' 10040 697 100

Bource 3 'Financial Performance of Companles® LCICL :
Portfolio 1980-81. '

#0ut of 251 Compenies, 132 form a part of 417 Compa.

Nies and as given by the ICICI gtudy the proposed
internal source on sieh 132 Companies constitube 35.97
in 198182 and 4G.6% in 1%2-83 for 11nenc:.nv~ capital

ed-pend:f.t NrCe
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Dbublic limited companies are duly analysed (Table IVe7) one
might come to the same conclusion as to the linesr relationship
betwesen corporate tax incentives and investments<in fixed

assets*s,

Pre-tax profits incrcased by 8.1% in 1977-78 and
23445 in 1978-79 b@k postebax pfofits recorded éigharper growth
from 13.15 in 1977-78 to 40.8 in 1978-70. it the same time re-
%aineé profits ag a percenbage of.profits‘before %ax also showed
an increasing trend{from-lZ.G%'in,1977~78 T0 25.4% in 1978«79 |
accompanied by the diminishing trend of tex provision as a per-
centage of profits before tax as 67s2p in 1977-78 and 5L.2% in
1978-79¢  Larger plougoing back is further established when ine
-ﬁreasiﬁg reliance is maaé on internal SOUTCEes forﬁcapital Tornae=
tions The inbernal sources of funds as pefcentaée pf-total
sourcevof'funds in'197?-7SHWés 2149, ﬁhgreas'iﬁ 1978-79 it Was
42;5, The gnndal-grdwth rates of gross capital ﬁdrmation'was'
8.2% in 1977478 and 10.8% in 1978-79. It might Be safely con-
eluded frém such énalysis“of'the Table IVeTs %hatfgreater investe

ggpt, financed by greater *ploughing back'y had baen caused by an

#3, 1720 selected medium and large public limited icompanies (each
with a paid up capital of We & lakhs or above)se OF bThe selec-
ted companies 596 companies (35 per cent) closed their _
accounts in December, 500 companies (29 per eent) in March, %88
companies (17 per cent) in June and 142 companies (8 per cent)
in Sephembers The account closing datss of the remaining 184
companies were sppead over the other months for the study years
1977-73 and 1978-79. ReBsle Bulleting, May 19804 Nove 1981,
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effective utilisation of Aifferent fiscal coneegsions including
Powerful tax incenmive schem&s on depreciztion ana investment
"allowances._ ‘ '

Lilkke the analysls based on ICICI data regarding
investmén$ growth rates of individual industries (Table IVe6)
where considerable.variations weré observed, theibame conclusion
night be drawn by examinlng the data sunplled by R.B.I. on 1720

Anon-flnnnclal nonnpovernment publlc llmlted companies.

Tt might be noted Lrom *.B.I. daua uhaﬁ larger Colf
. LR !
banies % yere abla to PLOJgh back more amounL of nro;ios, presua»

* L]

ably by uaang the advaptmge o__dliferenu flsca. benexius peruai‘
:ning to tax 1ncen$ives, Than tae shialler oompanies. . Tax providvu
jsiohvés & p@rceﬁtqge of profits befére tax dﬁmihiéhed in 1973-.79
:in case of companneﬁ haV1n~ pald-un cap‘*al of 5e :10 lalkhs or more

and at the sane tlme profits retained as percentage of profits

after tax increased for such companies for the name per io0d

(Table Lv.s). Numhcr of propit-maklna companﬁes also increased

from 1242 ﬁo 1292 in 1978.79 outl of 1720 publlc llmluod companles

congidered by the Teserve bank of India in 1t study. The bene-

£it of préfiﬁability seons to be enjoﬁed main;y b4 the companies

~

of gize group [k 256 lakhs and abové by taking'theéaavantages of

iffe ent incentive schenesgs

;,¢ ReLe Iw Bulletin,. Nov, 1981 - iFinances of medium,aad large puba
lic limited companies', 1978-79, DDPe 976-77,

*4. Paidwup capltal P 10 lalkhs and aboveo
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From ‘the above two studles certain tentative conelum

slons can.beAdrawn :
1. Bas Gd. o I‘CQlOCOIO data.. a

| i) Rate of growth of capital formatidp shoWs an il
gréasing trend'over the years; |
11) In the yaar 1980«81, 437 bl 417 comadnles pos sess

lnyesuman in fixed aaSbLS of over k. 10 crores each-

iii) Investment financingjigfincreasiqiy contributed by

internal sources over the yeérv though sueh sh "e suddenly 4row

i

pped to a certain extent in 19'?9..00'

iv) For the proposed camltal ewpendiuur of 251 comne
panies, assisted by I ¢ ColaCoaley sae shars of inzeinal sources on
such pragect - £ir uﬁc7ng hes 1Dcr°a°ed in 1902-83 corvesnonding

)
o

to 1081823

i
V) Ihvestment growsch rates show an ugéven distribution:
among'the-industries. The industries having hlgh investment
in fixed assetg over. the averag- growth rate of 17 industries of
. ]
285 public limited companies are cement, chemicalis & pebrocheml-
cal.s, €lectrical equipmeht, sugary food produc%s%,machine JickoxaN v

- facturing and texviles;

_ oy ‘
vi) Incidence of tax subgtantially reduced during the
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Years from 5348 per cent in 197677 to 417 per.één; in 1980-81;

| vii) Insplte of eroslon of profit margin, share of re-
tained proflts increased during the years from 20.4 per cent in
197677 to 3544 per cent in 1980~8L tlou L there is a snght re.
‘auetion of the share of dividend from 25,8 to 22.8"’ dur ing the

sawe periods .

v%ii) Hiuher retenuion'uas made 5o gible'by availingfbf"

'dif;erent tax benef 1ts by the companies;

Cix) mhere is a lin ear relat 1sh11 between tax incen~
tives and lnvestment in 1&# .a§56ts and greaterftax incentives

Lead to lover 1ﬂcldence of tax and higher retention of profits.
2, Based on R. B. L. data:

i) Rate of growth of post « tax profits is higher
yhan the growth rate of pre-tax profilts;

ii) Incidence of tax decreased during the years;

iii) Lesser 'incidence! for companleg having paldeup

capibal of Me 10 lakhs or more; . . : .

iv) PTOleabiTIty increases for companies having
4!_

paidpup capibal of We 85 1%£hs and moresy . '

v) Humber of profit-meking companies increases over

the yearss
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¥1). Greater ‘caplt al formauion,

- vil) Greater capibtal fo rmation is caused by greatar

utilisation of internel sources of funds constituting,mainly de*
preciation and inyestment allowance réserve;

viii) BlageL commanies, hav;ng paid-up canmtal or fse 25
lakhs and above, enjoy hiﬁhﬁr ta_ incentivesg, hipher investment

An flxeabassets, hlgher;p fitablllLy and lower Lax incidencey

iz) Thefe is also a linear relationship beﬁﬁeen,tax
incentives and investment in fixed assetss
Internaﬁional?erperieace:7
Let us now lock forward to the system of different
tax incentive schemes for capital cost recovery leading o more
amount of investment with re*or nCG to the selected countries. It
Would also be lntevesuln to analyse the tax subsidy rates on

investment in different countries.
‘ - o |
france has adopted a 10 per cent additional first-
year tax deduction for investment undertalen since Qetober 1930
1n new assets deprec¢ ble under the declining balince methode
Belgium has introduced an exempzlon of upto 5 per cent of taxable

. income of corporate bodies for réinyested earnings. = The

~ T Konits Gorgs Fe, Senior Lconomist, Te M Fa Buropean Dapar
"ments - 'Indu«trLal countvries Increage Thelr Use of ax . ‘
‘Incentives to Stimulate Inyestman' E.M.P. Survey, Aprll 20,
1981, pPe 118=119. - - . _ o
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g

Netherlands has raised permanently basié rate of cash grant*s for

machinery aand equipment from 7 per cent “o 10 per éent since June

1981. In the United Alﬁbdon, the budget proposal for 1981-82 con-

fele
,.:

taing a proposal to ralse ial deduetion for inéus%rial build-
ings purchésed since then fron O per cent to 75 per cent. Iﬁ the
United Stétes the most fa: rﬁachln proposa; Ras been nade in
february 198l for replacing exlsting asset lives b# 10~558*6 acco-
lerdccd sygten cost recovery plan and applyiﬁg a coabination of
double declining bglance and sui-ol=ithe yearg = digists methods of
d@preciaﬁion'over the new lives. ‘The proposal aléo'provides for‘an
extension of the 1G'per cent investment tax creditito some shructures
and to all equipument exvept motor vehiclesg which'ﬁould qualify for

per cent credits

fMnalysing the countrywise break up of tex subsidy rates
g ,

from Table IV.Q'iﬁ nay be noted that the United States would nove

i

I .
to the top of the,TLQt of countries (assuming full dmplementation of

)

the new scheme) with a 11.8 per cent subsidy for non-residential
fixed dnvestment In 1981 <following by the TUnited Xingdon

and Italy, with 7.8 bpercent and 5.2 per cent subsidy rates,

regpectivelys In Trance  and the Hetherlands,.‘tpe SUD-
sidy .rates increase by about 3 percentage polnts in 1981. The
%5 pefundable investment tax credit.

% 10 years for most industrial buildings, 5 years for maehinery
“and equipment and 3 years for motor veh1c1es.
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i
.

Federal Republic of Gerﬁany and Japan seem_to'beﬂreluctani of
increasing tax subsidy of capital cost recovery in 1981 but to

L : L
maintain generous fiscal breatment as were in 1980.

In the same Eabie (Noe IV;9> ﬁhe concénbraﬁion of'é
fcw counbrles having hivﬁ r Tigeel incenbtives Tor fixea invesgt-
ment in the manuxaccurin" secto? is reflected. | e tax subsidy
rates, on full -implementation of the new p?oposed scheme, in
| UeSe e and Us Ke, would elimb from 3¢3 per cent ug 12.8 per cent
and from 109 per cent to 13.1 per cent in 1§31, %espectively-_
French, Italian and Netherlands! tax subsidy véteg in the manv=
Pacturing sector clustered around 5 per cent: Uq11§ th catbe. rE~
maing shable in both the years 1980 and 1981 in cdse of bhe Eederal

Hepublic Cermanys.

The Table IVal0 reflects the relativeéquantitative
impoftaﬁﬁe of tax suhsidies'provideé for naw inveétmeﬁt in a partl-
cular aséet aggregate in dilferenu eountriess IL mlghu be noted
from the analialg-Oi impact of’tak asubsidy in dll?OLOnu ag sens in
‘the samé'country, naximim tax subsidy has been grapted fo: the
year 1981 for new investment in non~"esid6ntia1 bﬁiidinvs‘in case
ﬁBﬂmw,%@ml%WMmof&mwmewa | for electrical
mgehinery in case of France Only;'foerOﬂSbTUCLiQnal fixed invest~
ment in case of Italy, Us Ke and UsSe fe Netherlan&é has proposed \
'maximum-téx subsidy for producervdurables in compa§ison'with other

agselse
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%o 3e LA SAVINGS:

i
l
;
A
\
{

This section presents estimates of the impact of tax

incentives on tax sevings with special,reférence tb selected com~

03

panics in the private corpora te sector during the'beriod - 1975.76

to 1972-80s Tax sav1ngs by corporate bodles hight be effected

. , A ’ . ! ) :
from different sources of rebates and reliefs allbmedlbv the Incone

Tox autborities under the fct. Dub the magﬂLquG of suéh savings

Would be;depenﬂéni on the tax plagning’g capability and the inge-
nuity of the management as to how best Ldu tax benefit

led ofe & ﬂowever, tbe W”jOf' 50U rces of tax avings might be gorved

out as excess depreciation allowwu uﬁer che incoﬁe lax AT over

L I

the books of accounts; Investuent Allovance; the benefits of

Sebwoff and Carry-forward of Losses; Capllal Ezpenditure on Scien-
tific Research; Export-market Allowances; Tax Holiday Benefits;

Dividends att: 1Dutab10 ‘o Q?Ofitr and-g;ihs from new industrial

Ry ol uld be our endeavour to find oau he agsrezabe

’ 2 PO . mess b e
amount of tax savings due to vorious tax benexlts‘avalleﬁ of By .

cbrporéﬁe bodies in general and by thres comvenles s in partienlar
aﬂd at the sfwnﬁime TO pbint out the Impact of each of such

)

sou“cbs of incentive duriﬁg“the peridd ‘from —97u-1970 To 1979~

%8 It is the art and seience of olanhﬁng the comoaﬁy s operations .
in such a'\“y as to atiract the minimum liabilily to tax by
aveiling of the various concessions, ‘allowances and ¢elluxs
provided for in Tthe tax lavwse - Accountancy (Che Journal of the
Institute of chartered mccoudtunz of Ingland %nd Hales) ‘March,
1978, pPe 102 ' '

1



1;:78‘ |

198¢fin such companles.  Industrywlge impact of Deﬁreciation aﬁd
Investment Allowances would élso-be sorted out and gvérall tax
-ciacnce on the basls of aggrezate value of total és#ets of 220
compenies would be shoun 1or 1272-30. and 1980-81. The hynothesis
bclnb, uuLLlsaC¢0Q of tax hdnefl ts is evenly dl“trleULQ to a*1 C Qlll=

panies irrespective of size. .

For the'nurpose of analysis we have utilised the deta

Government of

ap
- TE0

-sunnlvea in the ‘A&M Tnula Income-Tﬂx Statistics?
Indla, Ul”GCbOf&t of Ins pbotloh, Hgy Delhi and the! data published
by the Research Bureau of the Ecbnomic.Times, Calcu e The for-

ner belryr nbilised fcc the pul sose of showi g gross} neone; deduc-

}-—Yn

o

tions, rebates and rellels; agssessed income; tax demand and tax rew
lief allowed for the corporate sec to' as a whole and the % for

- . P ) ' “v
B (.
&.

- showing aggregabe tax Savings of the 220 companies in the privabe
3

-y

corporate gector, covering 19

o
0]
[

3

o8}
by
Lote
o
n
Q
s}
<
5
®
o
o]
G
2
]
4]
47}
()]
i
i
Uﬁ
§ois
£
o

dustries; distribution of tax
of companies and the actuval tax savings with reference to The theoe

b -T

selected companies,-viz., Voltas, Asgociated Beering and TISC.

. B .
Se Govorﬁmcnt of lnaﬁ - 'ALl India Income Tax Statisticst, Dircc-

toralbe of ,ngnuctv Hew Delhi.
Hobte: | '
rogs Income = Incone from all oufces, both in india and aproad
' 1ess Deductlons under Chapber IV of the Income Tax
et - ]
Income issessed = CGross incoue less-(Loss seb off -+ deductlons):
‘ deductions under Chapbter VIA .ol .the Act.
Tax-relief . = Amount of  deducticn X Tax demand on incone

ass@gsed
Income assessed.
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There is hardly any scope of getting the detail inforw

ration regarding the types and magnitude of tax benefits availed of
by specific companiég,giﬁo, we Tind no other alternézive but to rely

on the data relating to the three stabed companies as published by

the Regearch Dureasu oi iconomic Times? to be“t our hyuo shegl

L

The agg vaate tax savings of the cgmpﬂnlo in.

 1975-76 to 1979380 are ShOwn.iﬂdlable'IVfllo The deductions, mainly

RaPal
T
— e

. under different provislions of Dece 80 end loss set off, Laken toge-

®
-
o
)
o
o
i
!.!

ther seems to D n-1979-80, which amoanumdluo Fse 8044
crores, followed by fe 62.1 crores in 1977-78; Me 4o.u crores in
1076775 T 45,2 croves in 1975-76 and Fe 40.1 crorss in 1978-79.
Tax savings, fof the years from 1975 -7 To 1979«80, ]achlTued as
3,08 and e 42478 érores res?ec—

&t

F‘Jo 260‘4:6, PS. 27076,?30 36;61’ F"o 2
tively. So, it is said that the b

1edactmonﬂ lead to the

o
=
. @
]
A
ot
Q1
l_l

lowering of tax demand to Q. considerable extent in bfe corporate

It had been celeulated by the fesearch Bureau, Lconomic

Times that the aggregate tax savings™? of the 220'commanies in the

private corporate ssctor was %o M 133 crores in 198 0-81 and fe 114

crores in 1979-80. The inereased amount of Lml SQV1n 18 in 1980-81
might be the regult of greater utilisa ion of ‘tax i.ceniives in COfl

i
I

e V@mhuoﬁ*ﬂman, s Ve and uafer Ae Py w nmav naV1n~s lﬁp of profl
The Gconomic Times, Tesearch Bureaun, Jane G, 19u2,

ol l

\‘-

ne s
*Q Computed tex on the amount by allowvable savings aﬁ.t- e prevalling
- pates. s - L
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.pafison in 1979-30, forming 15.82 per cent of théip%ofits before
caz in 1980-81 {1383% in 1979-80) Investment:éllowaHCG,incluq
ding acerued development rebate amountnd to e 167;79 grores in
1920-81 and P 90s44 crores in 1979-80 (Table 17412} which as a'
SlP"TC item could clalm a tax savings of e 68.75 crores in 108G

. N . . % j
3¢ D347 ¢rores in the previous year. 10 ‘Such tax savinq

_ : o - J :
represented around 47,2 ver cont and 46.9 per cent in the res

81 an

[al
>
(v

tive yearse

hile profits before tax (after dedueting deprecio-
i

. 3 o . 0 oy .
tion but before proV1ciD” inveatment allowance) stood M. 840,82
crores‘in-lauO-Bl correspbnding'to the previous year's figure of

- -

Ise 884411 crores but the tax provision became lower 1

o}
3]
wJ
o
]
o
{~
f
%]

Tse 364432 crores in comparison with K. 373.55 crores in 1976-50.

That might be the effect of greanter udtili guulon.of z Ancentives

in overall corporate vax plamming by the sadd 280 public limited

companics in our study. o ;

It would be noted from the analyvls of Lapleg IV.12
& 13 that the dneldence of tax wag not uniform'in all the indus-

[
i

%10 CalcuLuned on the bas of income tax 555 plus surcharge
7055 iece two togelher QQ 125% as per Finance Act, 3J7Q
applicable from the income year 1973~79 sdp9051a" the
companiecs are widely-held gnd’haWIHV 1ncone exceeding
3 l,OO 00 De e .
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tries though the aggregaue efiﬂctive takx inclaonce 1L bornc by
oM
220 coquan~o fell‘QS," per cent in 1579-30 to &o.3 per cent in

1980-81, Again our study might reveal thau the i%nb companies

naving greater investment in total as sebs had’ bqlen the more eppors
: k
tunities of tax vncenmlveﬂ rb_lechlng uhe 1ove? wates of tax inci-

dences . ' S
Industrywise claspsilication of tax incidence shouwad

that the tax incidence was lowest for the automob %?e industry and

highest for pharmdeceuticals in 1930.8ls AV the gsame time the

corporate tax dncldence for all the ¢ndus ries were below the pre-
St s g

alling bax »rates except for feruilisers, paints and phariig-

ceuticals (Table IV.12). Oub of 220 companies, 19‘big companies

G

having total assets of more than Ite 100 crores, shdled the lowest
rate of vax incidence of 39;6 per cent in 1900~01 (40.3 per cemns
in 1979-80), while 10 companles having totel asseés of less than
Pge O cfares-tte rate of tax loncidence vas higLesG%

(48,5 per cent in 1979-80). That might feflect'%he)greaoer
veffective utilisation of varioug' tax anbltifes.b§ bigger compaw

niesg than the smaller companies (Table IVe 13). ane rmight also

#11. Babio of tax hrovision to profits before Lax. for further
study of theories of incidence of corvorate income tax one”
mlghz consult J00ﬂ1a351ca1 iero Leonomice Theory of Harber.
ger of 1962, Melure and rhirslk of 1975, Parthasarachl Shomes
oiljhzmdoLlﬂeoL?Mkaugduulmu"ﬁwmm ﬂlﬁBQen
‘his unpublished thesis - !'study of Corporate Income Taxation
:LP Ind}c...- _ R 'I‘

%12, 555 + 755 as sur charge, token together 59;125%.
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note th in comparison with the income Jca% 1979 -Bb, the bigger
comnaaw s having total assets of more than %. 10 crore nad enjoyed
gore benefiﬁs on tax saviﬁgs in tLe year 790 8l ;$ax_incidenéc
declined for uhe bilgger componise in 1030-31 corressondiﬂy tol*h%

prev1onc *ear, whille the tax qAnCldLuC for such

¢]
O
12
et
ke
5
ot
)
O
1423
[

total assebs-size wers less than fe 10 crores, incréased in 1980-81

1n‘cemparisgn with 1979-80. From guch an enalysis!one might cone

to the decision that there was an un»vcn utilisation of cax benefits

cand mainly the bigrer coumpanies having fse 5 crores pl UOuul assets

tained the benefits of various tax incentives

i

or more had ob

TT T

In case ol VOL:is the amajor source of  tax savings was

sxport Harket Development Mllowances under Sec. 35

}J
_c“l
C)

finaneial years l??a-?b, ”b-?? and 1078.79 In th@ vear 1977-73,

. C oy . o 14
Capital “Alendlture on Seientific Research under Sec. .35 1

#*13 the provision was inse

erted by the LilaP e fet, 1968, auended in

1074 -‘vld@lf-held domegtic coapanlies are entitled an ad&itﬁop

al 5055 of the "expert r wmhuuvammm,mmmdiuL,L Tt being

in the nature of cagital o"nenaibnio or pcrson ul exnanses Sy in-
uI’I'e (e : B
%14, 1hxpenditure on Scientific Besearch! for the nurpose of allow- .

‘ance in the CUEU’CuuLJH of profits includes all evamnﬁituwh ‘

- dlneurred for the prosecusion, or the provision of facllivies
for the prosecution, ol scioenii 11@ regearch, but does Not 10
clude any expsnditure incurred im the ceguisition ax "rights
1n or ar_glns out of, scientific researche #Additional deduc-

on of 33 ‘% ot Q1louable cxneﬂoit re ig allowed for deduction

X'I.v.l. the Ao Y e 1074-754



187

i
H

- became the major source of tax savings, but in 1979;80<i6ductidn in
respect of Royalties etc. received from certain foréigﬂ'enxerprises

’ N § 5 . : . SR
under 8ege.80<+0 - sty only to be followed by Tthe honge

—

fits given under Secs 35,  Bub it had been noted DJ the Research
‘Bureau, Leonomic Yimes tial due to the reliefs under Sece 72 il Q-

lating to the amalgamation of siclk units, Tata 'z-zem,iﬁ & Gerrin and

1

Ha 1 onal Zlectricel Industries belng amulbamauod vlth,voluas, Lax

savings had increased. OJ 3¢ 104 lakiis and 5. wS'layno in 1J78-7V

>

and 39?9.80 Peopecttv &Ll Thus the tax savings hslpea Vud“Aﬁ to

. I
. .y . - - I
diminigh the eff ectlve bJ”uOﬂ of Gax from 5Z«5 per cent in 197o-70

/2 "

toAper cent in 1979-80. . Ingpite of sidden rige of 'profitg Hefore

&

tax! in 1978-70 tax burden bscame nil, mostly because of sect icd

o

7254 - Buch re li efs along with o“hc ‘sources of tax savings alsgo
prought down the tax 1rc~694cm- ~ate to 12 per cent in 1979-80 from

14.6 per cent Iin 1g 77-78, vhough the growth of profits before tex

iod (Yable-IV.14).

2
e
2
(&)
=y
6]
)
o
-~
©
l\..l
6]
B
{4
Q

wvag 340 per cent <

In the case of Associated Bearings, Lxcess Deprecia-
43 v -: . vy —" - Aedom ey ] - ' L S x Lo 1 o t’ T~
SCAQIL apnear ad Lo be LIIZ HAJO0X sour ce oL uvax .7;3‘71.‘.157“ guring one Jler.‘,rs
197677, 1877-73 and l%SO—Sl-but in the yecfs“l“ZS“Tﬁ and 1978=80

Lax bolwaay benefits under dece 80~J becams the major source. Lo

vegtment Allowsnce also seJMCu %o be the significanu-source wileh

*15, In compubtation of the toral income of an Tndisn Compaiiy, & O8w
- duction of the whole of the income so received or brought into
India subject to regulations in Torelgn exchang dealingg.

%16e” Wag ingerted b the [inance (No«2) Zct, 1977 dllowing certaln

Cax advantaege bo aun indiustrial coaoaay, amal gamating Wluh ano-
der company in such c1”caastances'wneﬁe the Government‘Was

gatisfied as for public interegt,
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helped The Associabed Beariﬁgs'Co; to save subsﬁantial amount of
tax throughéut the years. vVut the. benefits’ undew gec. 80-dy was
withdrawn from the financial year 1980-81, and'that might be the
main‘reasdﬁ for conside rable increéease of Lax 1nc1gonce from 54, “ 
‘per cent in 1979-80 to Gl.8 per cent in 1980-81. r‘cs:e hiﬁhly capie
tel inbensive cqmpanies like ARC, © be ‘reliefl undcrftnls single item

wag substantilal. (Table~IV.15)

ct

For highly capital intensive industries, capital con-

N | .
sumption allowances, liie deprecistion and investment allowances
are likely to play as the nmosbt important items of tax savings. In

our case study of TISCY, such lypothesls 1s to be tested. Investe
ment allowance becane the plonesr of tax savings throughout tthe
- years from 1976-77 %o 1980-81 representing 53.80L, 55.57, 805, 56.25

and 50, respectively of the Total benelit obtaineﬁ fron major

£

o

sources. Lhe secand'majo“ source of vax SuVL 148 pguarod o be
|
co

rociation 11gvhﬂco al1oweo undcr 1 ome-tax et

the exeess de

l‘--

over the amount shown in the financial books of accountss. Thab
congsituted 33,5 in 197677, 37,5 in 1977-73, 34.3, in 197879, 35.57
in 197280 and 405 in 1980-81. . Therefores, it could be noted that
L

che caplﬁal coaouaptron allowances Iormed the majqr gources of

gr cent of

3

Gzt

~tax savings and the two together clained more than 80

(Y

total savingse. hile the profits pefore u&ﬁ docli wed Trom e 1505

l...x

lakhs in 1978-77 to f3e 787 1 akhs in 1977-7o, Lax savings rose from

‘30486 lakhs to . 522 lakhs during the dame g riod and that led %o
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a lower tax incidence from 33,2 per cent ©o 1e3 pej cent orlye

Since 1978-79 tax savings seemed to dee line from %J 802 lakhs in

1273-72 uo Be 621 lalkths in 1980~81 and nrofits before.oax rose from
Be 2420 Lakhs to M. 5206 lakhs, net tax 1iability inereased by
. .

3¢ 1825 Lakhse. That mizht be the reasons for inereasing rates of

ax incidence from 29.5 in 1u7

LrO

~79, 36.17% in 1979-80 to 49.27 in
198081 (stlc..'i‘v-lé).

Thus, the tax’iLcide ce would very from company o

+
v

‘company depending on the amount of tax sav 8s mano by theme Di-

n
versgificavion, moderskisclion and expansionl prog rqmmes vould likely
to help Lo take the opportunitics of various bax bgnefits-lea@ing
to bax savings by tho corporate bodiss; But the ﬁagnitude of sugh
Safings would depend upon the ingenuity of Qanm;cmeﬁt regardin

skkilfull wtilisation of benefits given by tne anome_ta AeTa

Lods LHEE JONILSHT TN GO U"‘ i SECTORS

Developing counbries in the ilorld have granted 2

o
variety of tax *nce““.7es’toipromote investment and outpubt growth
: 10 o w L
in recent years. Jueh incentives are mostly ¢ Wﬁzlor lovwaring

l

the cost of capital; lowering the vorlable cost of production; ine

£

creasing the amount of after - tox profits and the like. In Indi
most popular benefits are in the nabure of capitalfdonsumption

allowvances like depreciation, tax holidays, development rebales

‘10. Ved. Pelandni \sstie Chief, Tax Policy D¢v1gion, T Figeal
Affairs De par% 20t - 'Tox Ifcentives bo Cf@aue dobs seecaly
I.H.F- Surve i"e . 23 1861 pb. S‘KL—OD.‘ N

79
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& investment allowances. These tax lncentives-had'not'really curad
the structural problemﬂ-uhé@r;Ving the corporate - émplbymegt poten-
tialitiese It might be seen that the probiem éf emﬁloymentugfowth
was more seute in frivate Sector than in case of Pﬁ@lic Sector out
pf total employment creaved in the Organised Seetor$ in India for
%he last fev yearse To gnow the growth of employment in the Orga-
nised Sectors, the data published by Tata Services ﬁimitéd nave bean
utilised ™ and a “able Iv.17 has been prepa ﬂedrfor analysis. For'
the same purpose another Table Iv;lﬁ has also been %repa~ed gquotin
the data publisned by the Centra Tor tHonitoring Indian iconony

o A :

. 1
bombay.”d

From the analysis of ﬁhg Yable IVel7 i* might be noted
that there was a slight increasihg,tfeﬁd in the groqth étes of
enploynent in the Public Sector throughout the yearg but that shown

. declining proporbtion in case of Privéte Séctar du?iﬂg the sane
periode Puplic Sector represented 66.9 per cent o; total cuploy-

'
i

ment in 1976-77, 67.2 per cent in 1977-78, 67.6 per cent in 1978-

—7
[
4

79 and 6845 per cent in 1979-80. Simultancously “pe share of

1
employment in the Private Sector declined from 33, 1 ﬁe“ cent in
187677 £0 315 per cent in 1879-30. The annual ”“Oluﬂ ratesg of

snmployment scemed Lo be 3,8 per cent, 4.1 per. cent 4 2 per cent

4

03

1l. Stetisgbleal Oubtline of Indie, 1982 -~ Tata Services Limit ed,
Bonbay .

12, Economic Intelligence Service - 'bas¢c statistics Aelating vo
the Indian iconomy' Vole 1l: ALL India, hagusu,41982.
Centre for Monitoring Indian sconomy, Boubaye .
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‘and 4.3 per cent rospectivoly. fron the fin encial | year 107677 to
1979-80 in case of Public Sector. vherea in the Private oectcr,
-ﬁhé‘raﬁé of growth at the . level 01 0.3 per ccnu'Ln 197677 o=
-mained the same éven'a¢uof bnr e years in 1975-80. Tn comparison
with 1977-78 and 1978~79, Lae Sadaﬁn fall in the growth rates of
employment in 1979-80 senmed Lo bm alarﬂing, zaou sh the overall

growth rates of empl Vment shoved also a moaeraue aéclining trend

in the year 1979-80 aftnr rethﬂ$u” suaole for the TWo preceeding
ijc““ : irasjfrom cae-analysls it might be ln;erred that the

probleﬁ of creation of employment was more ﬁcv%éVin case of

Private Urganised Boctor.thwn ~“~fuulLC Or gunloeg Sector

From the.analyais pf_Table IVel3 the same conglil-

s

sion might be drawn nnat the 1ive e orgenised éeetor lags behind
 thée publiec sectore Bt some are of opinion tha ﬂ vhe public sec-

tor as & ersator of lavger caula;neﬁz is onbirel due ﬁo the
service sector where governmenth adz ﬂlsﬂfuﬁion mlcbt lusel
accounts for nmore hqn ha lf of *hc total employnont wz uhe nub_

lic secbor. - _.;" o i

i
i

“LiTS the hi"h_ ate ,‘o“ nopaWthon growth accompanied.
‘be the‘rapig. oUth 1n %e eunaly of the babcur fovce ig an in-
.pdftanﬁ facﬁor‘in‘the flﬂ; unLHDlOJm@Ru in -udra, government
‘policies, includin ; uax‘nollc1eg,,are also %o bLame. Ehouga Tax .
'ancentLVGS leading to ;ullbr ut ilisatiénfol nlant canacity might .
‘A CWC'LG nore emn7oymenu Ln the cor po”ate bod eq.*n an 1nd12600

manver. but some are of op*ﬂlon ﬁd&u the Dresenx tax inceniive
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. schemes are nore 1nVeotmant oriented and less umployment orlented.
Lhﬂt hypothesls would be tegted by analj ing daLa correvpon&ing to
285 companies, published by iCICI. The companies are elating to
lﬁ industriese & Zable IVe19 has been prepared shcwing-the growoh
rates of investment in gross fixed assets and gra%th<rates of em;.
ployment in each of Lhe indﬁstriesuin”1980-81:co$%esponding to
1079-80. = Invegbment per Job hés also be@n ¢a1cuiated'for the year
‘1980.81 for eacn éf such industriess - The induotéiesAhave been

- arranged in a desecending order accormn~ to the vdlue of investment

per job. | - o
From the'analysis of Table IV.1l® one might find that
the agiregabe investment in gross fixed assets 1n'°8 1linited come

panies rose by 13.46 per cent whereas the growth rates in enploy-
~ment were helow the average level'of'2.72 per cen% in 1980-8le
Groﬁih rabes in employment were below the gverag e‘Tevel of 2472
per cent in case of industriés like Metal froduct (Nongferrous),
Sugar, Cement, IFood Products and Textlles, uaereas the rate of
grouth of iﬁVGstmeni in guch industries were ﬁ._?, 2245, 19450,
17.83 and 17.61 per cént respectiveiy during thegsame perloQ. B

cepu MHetal B_ouugtu \hOﬂpLOl”OUS) 11 such indusﬁries reflected

Bigher rates of growih in Lnqubﬂ“nu in Comd«,laun thh the all

indusgtries!? anfage,oz,la.éé per cenb..  Again 1t mlghf be noted
that in case of Power (eneration & Distribubion a,nd lietal Produetbs

(Hon-ferrous) % here were huge amsount of investment per job Rel,99,
' l"eoal Products
246 and Nt.1,36, 483 in 19 30-81 but the. tio. indusiries, spacially/
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u¢d not achleVﬂ much in TPgPOCb to creabion Qf employmenu. It
might be the fact that sone indust:ies werévc ani 'al 1nten sive ﬁnd
some labour intengive; oné'industéy’s shot tfall 1n the ?ron,h of
employment woﬁld likely to be.compenpaued'b the'otber 1nduqﬁry
by c“eauxav nore OAD703m“”u, investme 1t in one vear migh craate-

more employment in the oubqe ent years but it sﬁbula be noted

th@t the rate of grouun_o% employment laggé‘ far fbehind the rate
of growth of investment. If fax Llué ifes‘werefi elpful to ge-
nérate more gavings and investnent - in corporate ﬁcdies one might
conclude tiat the preseﬁt tax incenbive scheﬁes iére'lelpfuikfo?

creating mor

[y}

invegbment in fixed agsets rather than in crestion
ol more enployuenv.

Deep concern of our Government on~ﬁhe problen of

lUDeJUlO’WOQt dad long been felt and was evﬁd@p lfow the words 3
ﬁ.,“there is the p Ll 5 hich igs perhaps in on § sense the nost
urgent gﬁd crucie 1, naﬂcl thaﬁ’of unemploymenujand under mnlo‘u
~ment, in the urban areas as well as in the_countﬁ% gldes The task
of employment creatlon is not juéﬁ a function ofé%he siZe‘of'addi;

tlonal 1nyestneno and, through it, additlomal production in the

y 1% relates

Q‘-‘

gricultural and industrisl sectors

the investment pattern and the pattern of tech ology that is

adoptede - A co~ordinatéd policy, which will Larﬁpnise the teche
nological and iavestment pakterns'with ”ho es "1mmtes of the une

'émployed in the different sectors, has to be evolved and firmly
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_ 13 :
pursueds’ 1t had been pOlHUuQ ouu by Mw Jancnoo long hack in

1971 that “Economic and.indust rial growieh do ot auuomablcallj
increase. the employment potential in the same. proportion, special

measures Lbecone necessary Lo stimulate’employment-briented INdus-

triese" eee "long-borm interests of the country - lie in promoe-

ting production - oriented employment which would serve theatwin

+

purpose of lnereasing employment and ensuring inerea e in producs-

15 ' ‘ i ‘
tione ™ lire JWanchoo recollect d the obgervations : A&d@ at-the &3rd
session of the International Labour Conference in 1969 at Geneva

for correcting the facvors which gave rige Lo excessive capital.

r.
1, .

intensitys He poinbted oub the measures, as suggesbed by

NY il 4 ) . --i - .
Secrevary General, U, M. mconomlcvand social ”oun cil in hls repord
subnitted in 1971, to neet Tthe challenge of excessive unemploymeint.
The report mentioned a variety of [iscal measures including dif

erent btox incentive schnemes for the purposc. Mre Tanchoo algo

HThe incentive policies sre not in encouraglng the’ Lue of canital
fen Ae buk in not differentiating among its various uses and

b1

particularly in terms of itg effects on employments 4 graaier

i

effort needs to be macde to evolve new Ttax incentivaes with a view

enhaneing, whercever appropriate, the ilmport of labour -~ intensive

13« Covernment of Indla, "icononlc Survey", (1970-?13, - De?l,
14, Governament of india, "Direct Taxes ﬁnqairy Comnittee's Report?,
Dece 1871 D 1210 : P :

15, The vorld EZmploymernts ”vo~fammc - Zeport of udC Jirector
General to ure Intern aulonal Labour Conxerenc», 1969, De 79,
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p

. - 15 _ :
technalogy.” fle recomaended tax rebate of 5 bo lO per cent of

the tax payable in respect of inéomﬂ derived from!@ labour - ori-
enved newly set up industrizl unit for a number o:E'g.}/‘ea;c's.:.;l‘7 But
it might be nobted that Covernment has not formulated any produc-

£ 1on~C Un~enployment. orignted tax incentive scheme as yet. Mlthough
the prevailing tax incentives Wlbht create vmploymént-to a certain
eﬁwm;hlmlhmu%CumvaPW¢himehMQcﬁ mwﬁmf%mmﬂmmm

in aﬂ exxlsting gusLnesd or indusbrial wnits newly %et)Lp in bacte

ward reglons but many are of opinion that there should be clear

i

cut employment policy Dby the Govs: nent where tax benel s along

with other fiscal measures ulﬂult have direct relabtion with the

OrCCe J

The scope of formmilating tax policy in Lgolatilon to
generate additional caployment ig inherently lvm_uua LS sUEL8 S
J. = 1T, y] t L j—’:\ 1 Y g 2 ? nl
sed by Vede 2o Gandhi, ™™ who happeshed to be the Asstt. Chief, in

Fiscal Affairs Department, ..., 1L could be said that certain

Secretary Cenersl - U.H. FHeonomic and Socigl
parae. 190« . g
tee's Report, 1971 p. 122 para 5.74.

18, Lollaite Zurvey, Febe 23, 13
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mlnimum ccndltloas anould be observed if- emplaymonu relaiba tax

. incentlves were to su0ce6d°‘

' (a) Govewnmeﬂu pollcies, othar than tax policy, must
-ROo &ive massive anzi-employm nﬁ siunqls, (b) exchapge rate palicy,
nublic expendi tu%g nolxcy, wage pollcy and Tabour ?aws must work in
harmony with tax policy, go Tar as vne objective OI eres on of “
more eranloyment uas concemed, (c) Lax Doliey ﬂhould nave a vider
net of bsorning a subntantin portlon of total unemployed in the
couni:ry but such wmer ne of inc ent tives mugh not become an insur
mountable ‘burden to the ﬁaw aaminlstratlve authorltles for 1ts

,smooth execunlon.

| Therefore,‘ﬁ%‘ be ﬂaid that’ tax p011cy uould not
play right role to ereate mare emﬁloyment dlﬁeczly 1f roern-
ment's other policies wers nou-con en&ﬁl.‘ Creatlon of more employ-
ment might be 00931ble 1n an 4nd1rect way lf uaz i wentives would
_help industrial units to.bqost up.their nroduction'by fuller utili-
sabion bf_élant‘caﬁacﬂty and establishing new lndusirLal mitee JQt
?rodnctivity is th~, llGCUlOH of multiple eeonomlc and soclow
log ical constralnu That m_ghﬁ @é<un8 reasons Ior not formila-
'ting employment orienuca Gax 1nceni1ve ochcmss by tue ﬂovernment
but to allow certama reba es and reliefs for inveSugsnus and

- making decentrhli athP of 1ndus~r1a1 un*ts nfobuﬁly with tha hone



of creauing and extendﬁng :he scopa of emnlo;ment aaong'u th oﬁﬁer

objective« of Bas policy.

Lhernxerw, Trom the s*udy, one might conclade that The
ta&aulon 1Lself hag g0t no 1mpact on corporate benaviour, so0 far as
creaﬁlon of emp?oyment is concerned in the corporate sectors If Gl
ployment-oriented bax ineentlve schemes are neriously viewed by the
Government and-the xiscal anu other policles as mentiomed carlier,

| are\congenlul for asceptlng greater number of worklnm force, indie

reet 1&@&3& of uaxauion on creabion of suploynent mlght ba eSuapli—

p
H

é;S. COST oﬁ CAPITAL & D”BT/ETUI;

1'4
l—d
O

|
"he capltal ov funas may -be raxsed by a compgny from
: 19
'any one or nore of the 70110U4n3 sources of Tlnanceg, depending on

the nature of rcqulremenﬁs and the management pol¢cy towards Tinan

)

e : ,(_

cling of the reuuired Droge TR _ o

l. Trade qredit s ;i

‘(a)-ﬁormal.er@dit pﬁrchase N
”V(b) Instalmenﬁjterms;'«

e Puﬁlic Loaﬁg/?epositSp

3. Financial Institutions: .

(a) Césh«cfediﬁ/Overdraft/Loans | {

(b) Discounting gf'Bills.

19.Based on: VaranasJ Se 1 ty - 'managehent Flnance"ed. 2
\Ial«:n.ls, Feffer zmd D:hm)ns L'Ld., bombay, 1978, p. 290,
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£ eaplial Dut to %w" the prcobable -

our atiempl o c:fmp 2 the cas‘s of ¥

Inpert of covparabe tax on cost of caplital vi 5..3,‘7“35 Ekeb’&f |
Bquity Rabio of the undwtaéaimga it 1s sudd ii;ifzati;i ﬁhe cefsa of
ﬁf?&@ﬁaﬁiﬁ;ﬁ&l faeh ohon ?‘?. thon the cost of aw* f“f’ sources of

A
=

funday egause interést charged ig on exponge deductible from pros

Ai'iw in calea,. abing the cams%weﬁ Sax 1iability for the vesrs. 4
-M)Z“Llaﬁl of the interest payment ig borne by the Exphoquere As for
! ' e .

@:ﬁ&m}j}l@g umi::g 555 as the tax m_@, and the mm&m& mte_ of inter.
esk on 4 la*’z,gww;:z dsbt ag 3_(}, due Go the poym ms of intedegt a&
o ﬁ”umzim& one for Lax pUrposed, ‘the cost of ﬁé"fi‘@”{zaﬁta‘i for
'Lilg‘ G‘Qiﬂ?@@i_ﬁfcﬂﬁlﬁsl&a (l{},u - Q,Q,J) wizoﬂ‘ Qf‘j_“y* Ty 1_18 Lo con al} S8
. having the sams E‘ypf‘* of g}:*g;j@e%:;, she isg entively f%ﬂﬁiﬁ&ﬁ by Loan

capital and the other enbirely by euulty capltal, the former ol

i
e
'§»."5
&r
i
&

bany 1z sure Yo have f?a‘“:”‘z‘)‘ rative advanbage z s;_x:c AVe w,'

taxabliong withoub Gsf}i‘?..gid@i‘il’ig the offcct of righ ﬁi" ;,,c’? banlarnpl sy,

perfeetion in cagwaﬂ, ::vwmt and other factors inf;m@mi:ﬂg tha
node of finaneing. .' The cz:mx, of dablecanital may |
cad if allowence is made for inflations  Supposing thab »l@’}i is

barrowed Ehal the

3.3:1*‘0. est 7 107 peae is paid ab the end of _th:e :;cae.:.ﬁ end the ase of’
inilation in real terms 1s 85 De asy the oo tual f*se;i, *ﬁ‘ ne";: gaopibal

dinthat gage will m@ 2655 T onlye

‘“h«a&?m &i":m zzaa a g;::'e.,&‘*‘ u:zp“a ation to think thal Do

*17 fse 1,1.&:: is muzmz.,,r ls«a’f:ﬁw{; the companyy but lohe ke 85 diff-
h pranc® Would have To be pald msm 7 ags a tax g grol 3.1;::, iE the
ammz had not been horroveds the interest paymont is belng

sed ag a taz sghield. Considering inflatien {:'f.%p on Be 1000,
fﬂ amgunt of lmm-."’o%::aafm’:ﬁ% couls bo fw 1025 (B ,,_,a}&i}!;q&"%}
:2&:'., the real eoct of Loan happehg to ba 2ebp r:f,s},}.;r. s
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| Pr@?ax gverage infernal rate of fg/mm
20
Y N 4 Pretax average
RT- N g ' cost of capital

17 b Stock capitalization

6 - raie (,{-3
.?5 =
14 I

3. i
2 | / Posttax average
I ol ¢ost of capﬁa!

10
.09
.08
.0?
-05
.04
.03
.02
.01

" Interest rote (/)

Average ¢ost of copital {percent?

s‘!i\fl!il\

B, i i ) '
¢ 5 10 v 20 25 30
‘ ' Debt-to- equily ratio
~ (book values)
an IV20-1. The @uemg@ cost of ccpﬂm wnh cmpom?e
income 1% . :
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Fa - 3 - . - . de ey KA NN LB e 2 e ~

of toval profit to market valuc of the firm, while the nogt=ba
P ey : e TN - D e DI DT S S

86 1s meagured by the ratlo of The sun of the creditors?! and

0
stockholders? sharss of totel profit to total merket value of

fl_m, 1% is to be noted that owing to the tax-bmempt gbabus of
JLtefaé* on debt, the anount of tox decreases as the amount of
lebl 1s lncrensed. But the tdtalxébafe of Qraf;tg,ﬁc the eguity
sharcholders and creditors incresses. Undor upefassumed conmvu
tiong, averase-cogh of ugﬁital, boﬁh'pr@ and'p0g#vtax, 1 lovas
when the book value of debig is T SOOJ- A% £hai poine e 5U3b"‘

ot value of

. . 1

PRI T n R KN P, J o oo ATAY
equity is e 729.16 corregsponding to ils book value of Ise 500,
Deblt-5tquity ratio basad o1 hoolkt values is 1.0 and based on maricl
valuges 15 063, + The naxinum valus of the st markey price

also lieg abt that point. Therelore, it can be sz3id under the

: R ‘:' . PO KU,
assumed conditioas D/s ratio in the capitel struc-
Y. A " 5 - ey 3 - s ¥ e et L PR S B
ture the shiarehol q.;‘*l’g CHIl glin Yo & cervalil cxueinu but the beneLiv

“of tazation on debb

certain level of Debtwto Aduity.
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a3 ; .
Hodigliand - ¥lller approsch : The academic sdl.hool led by

Franco Hodigliani and ilerton I Miller dvoca e that cost of ca

o

tal is una?iect‘@ by degrees of 1evnr““e under certain assumed

6

e

L Jerfect ez pitvel market wvhere information is readily

o)
2
(=
e

L Je P i - . L any o
westorg without any cost of im

of transaction; laovestors are rotilonal and will hehave ﬁccardi

Ze Mirms can be grouped into ‘equivslent reburnt clo-

¥ -t P .~y e ~r al oy ~ed e 3 A-L.s . J
sses having same degree of bhuginess risk within a clagss
Se Lcone vanm s nov lovied on corporaltiociis.
oL TAT G le ey et 3 e e - B A - s A )
whe MI thesls is altacked maluly on twWo grounds:
: ) b
R e o~ N . i e .
(1) non-existence of sapital marvkobs in prece-
. g Y - - e S ~ 4 e I o g
tioe and (ii) uneealistic agswintions as Lo The absence of core
21 ‘

In The presence of imperfect capital markels, corpo

1 ey - ~ . , PO, Kl . oo IR S ) e "
TaXes ang d..’ ey r, B ._lL \_-1“,0 &_CL’_?\, 8 OLr 1LY _7_5_' o andld V_‘_G"U.J’l i _}..111’15’ Qayen
o3 Lo P ! TS e 3T -0 3 K] ’
-1l the same cla@s, Ghe bl Gehool'!s only consribution is rolsin
! y
an geadenlc consroversys
' . A
i dex Ted o e d e e . ‘s .
Howover, in India vhere 1s hardly any emplrical ves

]
G
.
P d
et
O
[N

41T A

Ji s

g
[

glisnd & Hiller-"ihe cost of Cawltal, corp l tion Yinancc

ond the Yheory of LHVJQLmeht”. Americen Lconomic Heview, 43
(June 19537, pp. =261-77 ‘ :

n vas ¢ Tr@cted by the authors in 1983 and {
ised that cosbt of canital can be lowered

he
with
age due to the introduction of corporate lhcome Laxe

d' ot

21 Th
: ' 1
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i

pefcenua;e). Juch expression ls generally termed as 'profitabi-

27 ) . : : j -

Ligy™ ', e shall try to show the relationship between the tai

before and aftor taxze = Again, generally it is agsumed that there
is inverse relatiounship between fliguldity? and tprofitability! in

a business concern as holding of more llquld assets may resultv in

o

blocking of investible Luno‘ in the buginess and that may ulbi-~

mately effoct the earning 30”83 Le@e, Che Vproiitability! stiuion

based on financial accounts ﬁrter‘certain adjustmentse Such

accounvs are prepvared on accrual bs and the wrofits 50 deterw

mined Zor tax purdoscs Moy not ind;caue the aCbuil cash Tlo in

the company'® disposal. But tax is to be palid in cash and that
fmay resullt diminution in the woriing capital of the company which

may uvlitimately affect the 'profitability's Under Section 208 of

I.Te fct, 1061, advance tax shall be paysble during the finan.
cigl vear by the comoaqj whén its total incone exélusive of

and inecome roferred to in Sece 2 (24) (ix)

éxceeds the amount of e 2,500. <The amount of aayance Jax payable
by the assessee iz to be caleculated on the estimabted income cof-

.

puted in the manner given under Sece 208.  Subject to the provi-

27. Ghosh, Pe . < Gupta, u.o. - lFundamenvals o? d¢% Lgenent
AccoLmL.lag,‘ Mational Publighing House, New Delhi, 1970, p.‘lSO.

28, For further details See - ianga and ralkhivalats - 'rhe Law and

 practice of Income - te"', fle F Tripathi PVL. Loda, bombay

7th edne 1977. Chap. XVII pp. 1030-10899.

H23e Gaiﬂs arising'out of 'Lransfgr' of caplital assebs u/s 45.

-“"me S.\ euc .



sions of Sees. 211 end 212, the advence tax -is to'be paid in three

equal- instalments in either 18th June, 15th Sept. 15th De

e
the previous year ends on or before 3Lzt December) or 15th Septe

or not, tax is to be pald in advance in cash on egbimated inconce

That outward flow of cash is sure to affect the Liquidity of the
companys ~ Againy if the advence tax ismot paid in time thers is

2o .

a stringent provi sion given under uhe Tncome~tax fet which SAY S -

On malding the regular asses “oqu Uhe*e the lncome Tax Offlicer finds
that any such person as iS'rmfclzed To in uec. 212 (34), has not

sent the egtimate rcfe f?d‘to bAbMOLQ,Asimple inyéregc 2 125 Dea.
from the 1st Qéy of "Lle HOT folloﬁiny the f;néﬁcial yeér‘in

- which the advance tax was payable in accordance with the said sube
section upto the date of the regular agsessnen fshall be payable
by the agsessoe upon the amount by which the adw nee bax paid by
acuual payment of tax

him folls short of th@ assessed LdXe ,hdu)

is likzely to have a Girect bearing on the cor 30?1uL liguidity and

: (]

) -2 £33 W - T Y S e o [ RS -3 ¢ _'O
subsequently on 1its prefitahility poslition. Again Centry
hypothe ed a relabionship between profitability and liquidily as
Y po sis relationshir I 3 4 J

perceived by business managers unlike bthe freguently assumed neioe

29. Ibide Hanga and Patkhivala Chape AIV DPbe lé 1o

30. Genbzry, Janes A.,—Jhiuhageaeit*‘c ceptlong of ple'”o"¢¢nb Capim

' tal Fr ocess" Faculty vorking Paper, College of Commerce and
Business Admin 'suvw ion, Universlty of Illinois, 1876 (quoted
from the cticle - Yiorking Capital TﬁanaveLenm : & Concepuual
uVQPVipW’ Ly S. Pe Vijaya p&fadhl - ne na“CMQﬂﬂ Accountant,
June, l,'p. “a74). . :
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tive relatioﬁshipé ‘ ﬂcco#ding to him, upbo cértain level inérease
in l¢cu1 dity leads'td increase in:profitability, beyond that pro-
fita b;li y remaing constan wlth the incfease inzliquidity and
.’thex'eafte'n any further attempt To hold more current assets will
lead to decllhe in yrofil &bi1lty.
| . 31 o

In thig persn@ctive, Be Banerjee made: a comment that
maintenanece of a sound 1iquidity position énhanéés Drofita 350-
vided ub&u the esbaDllSDGd Tiauzaity 10vel harmonlses with bnb

‘naﬁuee of une buslnegg.

In this section it will be our attenmpt to find out the
relatvionship betwesn 11quldl*" and profita JllLtJ 1n Lhe corporaue
sector in India and to see if the corporate tax plays any role as

suche

- -In this connection we thinkg, 1t would not be out of

p1acc to high light gome of ‘The ¢moortanL «hovt-comlnas o_ the

) 1

Lcchplque of ratio analy used by us, as a 1eans 01 CaUtiDﬂ o1l
overdependence of ‘the doc on that may be ar Livcd at on 1ig

dity and profitability vi -QFV1S taxation on co“po¢ate bodiese In
. ¢ n‘j

the language of Mre A Ko Henon® s Lo cite a zeJ, large current
ravlos though superior to sma*ler ones, can be attained throu igh
2 method of window dressing, say by 1iquidating'accounts'payable,
Sle OP.ci’G., Ba;léi?jee, Be . De 287« _ '

32, Henon, Ae He-'Liguidlty of the Indlan Corporate aector'

- rs

- Reserve Bank Staff Occassional Papers = Ve 2 floe. l dune, ERA
' 1977, DDe lﬂg-bg. . ’ X N . R
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Wﬂi v eurx enzly available caﬂh. ‘gain in working capital analysils,
a liguidation concept is;belng applied to a going concera it may

-

" not be appropriate to assume that current assets would be converted

into cash for llﬂuldauTng cur“ent 1labil itigs‘ iﬁllarly it is
implied in the analysis that current liabilibie .néva a pﬂefer“ed
claim on current assets in uhe event of llquLd¢L10ﬂ maj not held

Oood alvayse  Mre Menon copc1vaeu with the rumﬂrk:—— this concept

can not be unduly relied upon as it amounts to "statlc analysls of

dyhamic phénomenas ™

Ingpite OL limitations dnt

%

rmﬁ‘nfﬁetmmﬁmm,hﬂﬁ@
anglysis! is being useu largely in b tness comaun131es and also by

different regulatory bodies like Res serve Bank of Iidl@, Stoek Ty

i
i

changes,_at least for showing the performance - trnnd and overall

" standing of the business concerned. This technique is being used

in our study to test the hypotLesis‘made‘earlier.

.Ratios‘bf liguidity and ﬁobt-eoa’uy of 1720 seWGCuod ne~
dlum and large public llmlﬁud companies daVe been pomputed in'resg
pecﬁ of 25 industries-for the first three years nnﬁ 12 industries
as big compahies relating to Last Lwo years and uaken together for
S5-years period from 1976-77 to 1980-8ls The resq;ts are shown in

Table IV.22. - = o | _ -

I‘ apoears f”om the “ab1e nat, current ratlo for any

lndusayy Tor any o? the years does no come in cTOSa proximity ultn
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the so-called norm of 2:1. The ratio varies from tndusary to in-

~

'duStry and &lso in different periods. Hotr 7ef, suqh ratio is below
the coverage of liabiliﬁy'evan; in case of sugar 1ndastries in 1975«
79, for juté‘texiiles and shipping a aL1 the yea"s, for electricity
genesa lon and supply LO? ohe last uhree yearo. Among the induse
tries in the corporatéVsector where the amount of cufrant aSoth
have better coverage than current liabiliti les may be mentioned as
Silkﬁ& Rayoﬁ Teftilés, Aluminiva, other,nongferrous metals (basic)
and chemicals to a certain extente Does it th refore imply that
 Indian industries havéfbeen operating in a state of 1icuidiuy far
below the "ldeal" one? To answer this que\s‘cion we hall analyse
the third ratio, vizs, inventories as percentage of ‘sales. A rela-
tively high rate of growth in invenﬁory was found in Tea plantat jon,
coffee plantation, sugar, . coo@eeo, cotton, woollen, and jute textiles,
breweries, alualnium, other non-ferrous metals, en glneerin s Chemle |
cals, paper and paper products, glass and glass ware. ~ Such higher
share of inventory night lesad to lowering of actual liquidlty POSLe-
tion furbher in the stated industriess Pax provision as a pereen
rofiis before tax shows The tax liabiiities of the corpo~

rate sector 'in.ag cace. Higher the 1 abllL ties les ser will be

the position.of Liquidity. The Yable rex?ects nlrber tax llabill-
ties, above GOp, in casé Of'tea; 51” offee’ pl@nuatlon$, sugar in
1977-78, 1979—80, having no tax lLabllity prOV151on,1n the year 19Z8-
79, sther : Tood D“Oductv in 1976.77, . ‘tobacco in 1978-73, cotton. texw

tile 1977-7b, sil& & rayon tes uvles in 1976< 77,,41 nindum in
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1977-78 and 1975180,'otﬂer non_ferrous metals ih,1977ﬁ78, cement
'in 1976 - 77, rubber & rubber productsg LD 1976~ 77, vlase & glassware
in 1976 77, 1ndusu¢1al and medical Oases in'the yeaﬂs 1976 77 and
’1977-75. In nmost of the cases hlbner tax prov¢51on accom&anled
‘by hl her share of 1avent0fy leads to dlmlnutlon 1n llouldlty pOSl;_
tionse For susbalﬂln” UPOth of 1ndustrle S spe01a~ly 1n case of
sugar,'cotton cetclles Jute texmlleg, ‘glass and "1QSSW3”e,'GleCtrl-i
city generatwon and supply, and shwpblng, there seems to 1ncreasvnvl
' dependence on debts uhan Their equ;n.gy,sou_r'ee__ltself.' In those
| cases'debﬁ as percentage of equity increaséd %o a,greafbextent over
- the period. | |
Although Dr01vt b111£y depends on a host of factors,

we shall tTy o show, if any, the relationship between profitabi~
lity and tax liability in,theAcerpQrate sector in industry-groups
'overAthe five yeare_period;j The rabtios have beeﬁecomputed from
-the data available from the RBIL bulletins and areighown in Table
IV;230' - Increase iﬁitax Drovieion‘of 605 and abofe in average has
»been observed in case of tea, coffee plantations, sugar, other
non_ferrous metals, glass aind glassware, industrial and medical
| geses. such incfeasinv liabilityiof tax provigion seems to have
gou no eflect on plantauloa 1ndustrles regardln& pP011tabllLuy.
Insolte of high@“ tax prov1clons, the companles in uhe .planta-~
”ulea industries are lQ a p031tloq of’ hlfher retenulol and in most

of;the~cases.uhey havé also declared 51gn1110anb percentage of
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&ividends to the equ;ty qhaw~uh0766¢g.v But in sugar industries the
. Lo K
positlon is obposite EO '_“At&blﬁﬂ lﬂdquT'Cba In this case what we
v . ! )

gee ig the dismal picture in retenﬁion of profits as well as in the

@

araning ratio to equlty holders except in 1980.81, 5aving higher Prow
vi isions in tax 1iability in the yecar 1980-81, the nfovisidn for ﬁax
Wag s&gniflcant?y lower than the preV. pus years. and the 1nda«try
-s:ows higher rete nuion 'and higher earning razlo. ];Ln this case

one might,conclude that higher tax liability has léﬁrﬁo:iesser
profitebhility and viée~vorsae. -In case of other hén_ferrous

metals (bagic) also, onc can sue *hat.inspiﬁe-of higher tax liae-

b~1xbg, the companies in aggregate vere in g pésition 5o digtrie

@

pute mors dividends to thelr s 1oual erse  Dub i could be noted
that higher rabes of dividend were possible 5 the S&C”lLlCG of
retention of profits in the year 1977“78. - So, ln tn;s case it

- would pe difficuld if_hot 'mgos ible To egbablish a c?ear“r@la~
'tioﬁs&ip between profita LL¢LJ and tax liao;ilny. f in cage of .
gless & oglass wa né; Drov_gxons'for tlie yeérs'1977-?8, and 1978-79
as tax liabiliby are significantly lesser thaﬁ thefinitial year
under studye - Dividends To equity shar re~holders ig more or less
uniforn in all the years. Therefore,it could be observed thet
diminution in tax 1iabllity provision might have amtmb uted
greuuer retentlon of DPO'1€" in ukblfea rg LO77-78 and 197u-79 as
ageinst 19576.77 where both the numeratov and deﬁominator, shdwn
in ratio II in iable ~V.23, UQ”“ neg ive, probably causod by

higner tax prov io' on profits before tax, shown as ratiof in I
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diminished from 15.4. percent in 107677 to ?3.0 o$r cent in 1978~
_of proflts has increa-
uo,ym can '3 ftaan

i:fC:Cuﬂb ibuted Erede

7., oy g 2 o e o S PRI " FURCI .
“he observations made in this sechion may be mentioned

briefly as wnder: .

Moypmaits et o P e AT et e
ls Current rotlo of ony incuegidy cox@rlﬂg 1720 ¢oi-
panieg Tor wy of the years does not come in cLo sg . proxinity with

[ary
e
I
©

go called norm of 2:1;

e ey b 2 . o
2e wrant f”uuo varicg from
S e . s . K . X ‘7,' IR SR, S8 B A BN L N P P . e sy e
cry and even in the same indistry in diiferent yedrs. in our study;

Bl

3. This ratio does nob -cover even the amount ol

curreﬂt Liapilit ifs in case of “Jubte textiles, shipping, elect:'c13y
. el e e Ty e o er Ay P
generav Lon uﬂd supply, 2ad Lo suger indugirles in some of the
yearsy ' ;
. i
s
o e st s e 1. @ A R co
: 4o :Other indusbries, like gilk & rayon vexciles,
£ o4
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o

5. Lhe proporulon of 1nventor1es to sales is signiflcantly

h:.gh in the indusurles Like planuatlons, sug @r, teztlles, alumlnlum,
4

;englneerlng, chemlcals etc. which mlght have cesalned futher dimie

nuL;on 1n tHe real llquld;ty.p051tlon of the industries concerned;

o.‘Hiwher tax llablllules is reflecued 1n case of some of
'the 1ndustf¢es but n0u 1n all ube yosr3°

1

7« In most of - he cases, hiwher incidénée of tax, reflec-
;twnb tax orovzs¢on as a propo tion to Droxlt DeLove uwx, accompa~
,nLed by larger shwre OL invenuorles in curLeﬂt as sets Ted to lowef

1;qu1d1uy pOSltLOﬂ of tnevlnduSu 1eo;

T

B LnCLease in tax liability seems to ncve no effect on

the prOLitabiliu

k‘

of planta lon 1nduSErles; but . shows the inverse

:relqtloq k ip in case of sUg rar 1QUQ"L les where hlgher tax liabilidy

eads LO lower Q“Othebllluy and vice-ve rsas

£

o In ase of pon_;efroub meuals (baslc), 15pite of

o

higher tax:liebllLuy, the comppn¢bs in aggrebaue ander the indus_
try'seems to dlstribute. more d1v1dend To thevﬁ»shaieaolders but a
‘close crutlny fOVGals_Eﬂat hl«nﬁf UlV1¢0Dd rellects redu0ulon of

‘,reteatlon. 'mo, 1n aggregate, it can be sald I‘heu, 11 tie case of .

1ls _nduvtry also une obse vatloAg f@ﬂ@ﬂdlac 1qverso relationshi

naj be es aoluuhed'

. 10. To clear relationship between tax liability and pro-




242

£y ety
UM

ey
S

]

Yy .

Fal

Qrate

3

cor

o

v

i
L

2
"

)

vy

T

Lilc

o
P

L

i

1 L.
e Ll A
LG

3

N

s

3
i
9

Kl

3

J

1CO2

4

]
A

10i

it

Tom gy e o
jelc: ORI TSI

q -

K

]

P

IR

Eielel
el

CcO

Biale)
RIS R RIS

TS

&
3

S
3

Ki

oy .
AV R
P

de gy e
S wnldin

RN
wd

Co

L,
:' D_uil

)

<

cC

[
.

B
Tic

7

2

3

1!

Y
s

FES

ne
i

e

i
i
3

weliure




248

. -
s

Forehagaravhl Shome egbimated the incidence of corpo-

rate income tax in Inida and showed the shifting effect of the

marginal change in an .already oxisting tax b the year
1978 Shome's enpirical resulis showed tha al in India

bears the burden of incidence more then 95 per cent of the corpo=

criticised v, Lhomels view

¥ .

Lo e R g Bl 3
suffered 7

¢
1431
o
1=
o
[aB
oy
[
-t
o
e
(o)
il
Q
P
6]

o

}

2
o}
o)
£3
b
bl
3
o5
o
o
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ct
I_J
e
o
[}
w0
2y
i
Q

98 O g it e -

per cent of the corporate incom

= Loy Ty e Fevyg Ty L9 I ,‘.;Q I P IS b Yy n . R JE. H SR 2

the Tax burden uliimebely fell on Labours . Horeover, he egtimated

11 .i“" P ety that khe wirdan K l;(‘ ATHARsTe 40 MO LT

1l Rln gUUdy nayv TS roeen on vie CoX POIsUE LCONC.UaX
i3 ¥ 2

: . . e ‘ TR SE . " . ey &y e o
there is sharp difference anonrs Tho economists on-the izsue of

incidence and shifting of corporate income-taxe.  Ho we do nov Like

Yo oot e
A8 [DER LS

e we Imow

2 e - b e Y e o 3 Y e
inberrelated Tactors like

night not be an eagy btask
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 The unabsorbed 1?¢r-=';iaxx. @f i;he"tay: erd&m ‘iﬂﬁﬁﬁ‘ could not
w coverad by Ghe s»m ting };}f@f:@s nERy uc% ﬂi”&ﬁu}.ﬁ" axx the éivi@nd
L m:&.m,y of %he cm};}cs& he b@‘aies. As bhe main feat zmsa of Joinba
gtc}s& companies ig the separabion of ownership anﬁllmmagamm, in
;ﬁas‘fﬁ of the cases the managemem: 'ﬁimﬁ.fl try Yo f@ll@ﬁ & "@nagmi:
diviflensl p@l.m;«; o prove ’é:he msv?"“ of Lheir sue:mrc‘iship befare She
gs«m.w,;, Thus the major o agualty ﬁm the case a;f.‘ vna"bsmrmei bax
mrﬁeﬂ. m‘»l& me:*l} to be '%:hc guara’a:m af r@m:zmsé pmi‘itv v'*snau
. v;}.;:a; z*sa,i% b@"‘are ﬁ%&

‘ & an}.a IV,2 imf* béen z)r@:;.»mﬁd 3na%!~ng %;bfsr sb.if’s:mg
»ﬁmﬂﬂa&y of tax bwmn of 419 publm 1Lniu$ez mmam&@m me Lau@e
" 'has Teen @mnc.rae. with Ghe h"\ljg: of m;.hlivﬁsﬁ data ai’ I.{:;I.C. Is in
dte s PPinsoeiel faﬂﬁaru anee of mmgmie gt 3 "’ami‘alla 1580+81« These

IL’? C:am;}mias wikh 2 bobal zammun capital. of Ise 3.&?24;9 erore in
1072.80 account e¢ fa:: 5345 ,@af- cent of the n:.!,isi»ap aapmal ai' 1OTen

‘g@vmmuzt public 1imited eor ?%ﬂﬂ av work in %rch 1980,

- f%aaz the amy@is 3:2; i@ mamd, aimn th&%m was a tax
Vliability, sim:im ta=m pz*w*i aicn ag a peycentage 91 "rf*o;. fits pefore

‘ *!:as:, off 4£1+8 por eant in 333%-. e?ained earni:zga, shown &g pro~
£its re’r ined in gsarc@n%ag@ 95:* pws.i‘i:s hefara ‘i:..x,; wag 35«4 por '

a@nﬁ, | Pub with the inerease in tax uamuw in’ t*ﬁa yoary 10794
EQ, 19‘?3&‘9, 1‘3«'??»?8 and 19’?6-7'?, afs é%-% por e»m;, 472 per cent,

40s7. pexr c&nﬁ; and 53.,8 por eem‘; msg:ectimxy, :ema ined earnings
gradually c!egzma@m over the Jrs_ars_ as B4l 13% _ca;;m;,; 29;% per conby
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24,1 per cent and 20.4 per cent respectively. Stable dividend poin

licy was reflected in the Tahble.

Therefore, 1t can be said that the major tax burden would

likely To fall on retained sarnings.

4:. 80 ‘) Gl‘lllx.hﬁ M

o
Ci
=
o
-
o)
0,

;

-
i— .
[

ibc firgc section in this chapter explaine
of ‘'corporate behaviour' and pointed out the plan of work. - ‘Lie
otier sixz secvions showed the effect of corporate tax o

segnencs of 'pehaviourt.

[y}

Lhere are alvernative woys of studying the impect of tax
incentives on investment, one with the econmometric models gulded

by ecomomic theory and the other by establishing relationship be-

cween the corporate profitgs, belore and after tex, and The rate of
invegtment in fixed assets. Yhe laler one being accepled in our

[ 3]
-
o
%
[-2

Bypbthesls wags token as accumulation of
varies inversely with the nroviasions of Tax incentives. T
by praparing and analysing o numbﬂm of tables, mainly bosed
ta of a number of Limited companiesgs
Heserve Bank of India Bulleling and 'Pinancial Performance of

“

Compenies', Industrial Credit and ILnvestment Corporation in India :

iy

iy

Portiolic 1930-81l. . Ifrom the studies based on both the sources, 1T
was found that there was o linear relationship between tax incen-

tives and investment in fixed assets and grea ter tax incentives led
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to lower incldence of tax ang higher retention of profitgy though
sueh incidence was not found to be uniforﬁ In all the industries
in the corporate sector. Invernational experience on the sys-
tems of different tax incentives for_capital cost recovery lea-
ding to investment in fixed assets was also shown with reference
to the selected countries. It was found thal United States
topped the llst of countries with a 1l.8 per cent subsidy for
non-residential investment followed by the United Xingdom and
1taly. In the manufacturing sector, fiscal incentives for
investment in fixed assets was In the order of UseBeisy Ts Koy
France, Itély, Netherlaads and Federal f@public of Germany, &e-
garding tax subsidy for different assets in the same country, it
was noted that maximum tax subsldy had been granted for the year
1981 for new invegtmenﬁ in non-regidentisl buildings in the coune
tries like Belgium, Federsl Republic Germaﬁy and Japan; for elec-
tPical machinery, France; for consbructional fizéd invegtment in‘
case of Ttaly, UsKe and U}S.A. and fbr producer durableg, Réther-
lands proposed maximun subsidy in Comparlisgon with other asssetse

That international experience is baszed on I.MeFe Survey (£.2).

Mnother section'in this Chapter presented estimétes of
the lmpact of tax>incentives on tax savings with special reference
to selected companieg in the private sector covering & particu-
lér‘period. It was pointed out that the magnitude of tax sav-

ings is dependent on the tax planning capability and the ingen-
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uiby of The nanagenent as Lo h@‘w ba‘s‘-“ﬁ- che benefils g of rebotes and
peliefs allowed by the Insoms.Tax fet are availed, af. The mejor
seurces of tax s,aving' are excoss depreclation ais’.low d under the
Incomewtax fet over the books of acountsy investasnt allowances
benefits of setwoff and earry Forward of losses; a.nc?i othar Honsdwe ._
| “‘»ts ollowed to meev gertalin specific abjeza»ivas» Indugtrywise
impact of &egx»eciatmn and invesiment allowance hava heen sorted
oub and oversll tax ineidence on the basis of bc‘cal asseta of 220
conpanies in the private corporate secbhor was slmm. QT By POt D
sis being token an the uiildgetion of tax ?;enefn.ug iz evenly dlgs
teibuted Yo all counpanies irrespeciive of zlZce Ej_iyp@th@sis is
tegted by preparing and anglysing o mumber of Tablesy, which are
prgparod fms?; the published data given in the e%ll' inda Incoms Tax
Gtatistiles, Coverament of Indlz, and Resesrch Bureau, Icononle
Tlmeny Cdlcubtbas The aggregabe bax relief of 11 corporate
assossesy ardsing out of @ifferent deductlons &nd loss seb-off
taken ta@"«:har hag been enleulaved ag fse 26446 crgmg, Tre 87278
.cmz:e ,I5e 36461 crores, e 23408 crores and ke 42,78 crores, for
the yeorsg 1970-,76 $o 1979-80s it had been caleulated by the
i%oeea.rch Bm:e'm of Mconazam Times that the agg;:c,gﬂte toz savings
of the 920 Companies in $he private corporalbe $f‘:’«::’i:fa.‘«.‘ was foe 114
crores in 1979.80 and that rcse:%a. 133 crores in 1980-8le Iax
smring;s on fccount of investment allovance mc.ludin& sccrued
developnent rebate would alenﬁ elail LoT K uﬁ;é’? grores and
pg;@:a.f?a c¢rores Tor the years 197080 and l@‘é’:@-&ljz’esﬁec’ci&*ﬂw; It
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vag found .s..?am tha s'é,udy s,hat ag a result of vergfing utiz.iSa‘éien
of fax bepefitsy incidenge of fax was not uniform in all the
'«mﬁus@i% in our studys 1% has elso heen mvw;lad in our study
‘that the companies having higher investment in total assets had
. a}miled whe more @mm’tum.tmu of tax incenbives r&i’lectmg the
lmmr retas of .x.nci&ﬂme. - Qb of 830 campanios 19 big companles
zzaving total asgeiz of more than ke 100 croresy shmmd the lowest
pate of tax incldences So, it can be oald bhat z;tmaation of
tax benefits is wnovenly @lstributed and bigper companies get more
‘bensfits Leading %o Lower effective rates of iaxm conparlson
| with the sgmaller comp ?—*&F“?@-Sﬁ Tp £ind out %the aggﬁeg@ﬁa anount of
u:ll'zi '*avi"a.gs; due to v”“ious t 2y lasontives with refevaree Lo Qé-eu‘
ifio companiegy we have taken the cases of VOLT &S, ABSOCTATED
'r'!f‘""” ’u.I.TC(S BHd ©IZC0. Tn cage of VOLTA3y the major source of tax
gavinzs was BExport Mavkeb 'Bevmlcmn‘t Allowaneces . in the financ‘ial
ye rg LO70s76, 107677 and 19'?8—‘?9, Canltal. Ezgmﬁiwre an Ss:ien-»
tifle Hege mch in 1077783 .‘xovwltias from fc“&ign enterprises in
1‘379-1.8&@ ‘ :eta Herlin & tm‘rin am‘t ﬁatio*ml b:!.wtrmal Induge
 tries being analgamated with VOLEAS 4n 3.97&79 and 1972-80 1o
Ape.«cnivaly, the Company obtalned the reliefs w/s '?2.’& relauiw o
the smalgauation of sick wnits, which helLped Vouf 2 5 'Bo Lowdr the
_@a..mctiva barden of tax from 5246 per cent dn 19?&% te 12 per
" gent in 1979 B0y, though the growth of profit '23é33§1*é bax during

the same periad sémed 3 ?h@w{)m@il%l_@ increagse. Sog AL ¢an be
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- said that the benefit of tax savings helped VOLTAS a substantial
decrease in effective tax rate. In case of ASSOCIAIED BEAALIGS
(ABC) Depreciation appeared to be the major source of tax sdvings
during the years 1976-77, 1977-78 and 1920813 Tax Holilday benefits
-in 197879 and 1979.80. Investment Allowance also played a sig-
nificant role in a1l the years. For hisghly cap@tal intengive con-
Dany like‘ABC, when the relief under section 30-7 being withdrawm
in 1980-81, the immediate effect was the inerease in the effesctive
réte_of‘tax'from 5442 per cent in 197980 to 618 per cent in
1980-81s In case of TI5C0, Investment Allowance became the plo-
neering source of tax savings throughout all the years from 1976~
77 to 1980.81. The second major source of tax savings during the
périod appeared to be Depreciation Allowance and the two together
.claimed.more than 90 per cent of total tax savingse While the
profits before tax declined from Ise 1805 lakhs in 1976-77 to ke = ..
787 lakhs in 1977-78, tax savings rose from ke 436 lakhs To fse

522 lakhs during the same period and that led to lowering of taxz
incidence from 33.2 per centito only le3 ?er éent in'1977«78; |
Since 1978-79, tax savings declined from e 802 lakhs in 1978—79
Lo e 691 lakths in 1930-8ls Bub at the same time profit before
tax rose from R 2480 Lakhs to M. 5206 lakhs which led to the
increa#e in tax 1iability by We 1835 lakhse  Increase in pro-
fits, decrease In tax savings has resulted Increase in tax inei-
Aﬁance from 29.5 per cent in 1957879, 36.1 per cent in 1972.80

0 49.2 per cent in 1980-81l. Therefore, the variation in the

amount of tax savings, by skilful utilisation of benefits by tThe
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companies eaused the variation in the incildence of tax from company

to company (4e.3).

The next section dealt with tax iﬁcentives and employ-
ment in the corporate sectore It was seen that the problem of
enploynent«growth was more acute in private sector then public'sec-
tors To show the growth of employment in the organised.sec#ors,
the daba publishéd by ©abta Services Limited, Dombay and Centre Lor
Honitoring Indian Econouy, Bombay have been analysed by preparing
a number of Tablese While the high rate of population growth accolle
panied by the rapld growth in the supply‘of Labour force is an ine
portant facﬁor in the growih of'unemployﬁent in India; government
policies including baxabion policies are also’to blane Lor thise '
Our present tax incentvive schemes are bellieved to be more invest
mnént oriented and less empioyment orienteds Thls hypothesis had
been tested by analysing data correspending to 285 companies rela-
ting to 16 iﬁdustries,‘published by ICICI. From the analysis it
wag found that the aggregate investment in gross figﬂd assets of
all the campanies‘taken together rose by 1346 per cenc in 1980~Bl
whereas the employment growth rate was only 2.72 per cente. The.

industries like Sugar, Cement, Food Products and Textiles showed
lesger growth of employment, far below the average even, bub re-
Tlected higher rates of growth in investment far above the aver~
agte Investment per job also differed from indusbry to industrye.

It might be the fact that some industries were capibal intensive
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and some were Labour intensive; one Indugtry's shoritfall mighé be
conpensated by the other; investment in one year nmight create more
employment _in subsequent years bhui J."G had been noted that the avea
rage employment growth rate of all industries lagged far behind the
average investment growth rate. Az tax incentives were helpful to
generate more savings and invegtment in corporate bodies and fuller
uﬁilisation of capacity might create more employment in an lndirect
manner, it could be conjectured that the present tax incentivé};
schemeg are more investment oriented rather than employment oriéhg
teds Deep concern was shown in the Economlce Survey bf the Goverhe
ment of India long backe In the report of the Direct Taxes Lne =
quiry Commlitee, Mr; Wanchoo, the Chairman of the Connittee, warned
in the language -~ "keconomile and Industrial growth do not automa-
tically increase the employment notential ... and suggested that

- special méasuz‘es should be taken %o svimulate employment eriented
industriese IHe suggested some specific figecal measures also to
combat the challenge of unemployment. DBut production.cun-cmploy-
neat oriented any tax incentive gschems has not yet been formulated
by the Govermmente It ig taken for granted that the scope of
formulaﬁing tax policy ih isolatlon to generate nore employment is’
inherently Limited. IFf the fiscal and other non-fiseal policies

of the Covermment ave congenial %o crealte more employment and if
enploynent-cum-production oriented tax incentive schenes are serle
ously implemented, the corporate tax night help to create nore

employment if sultable policy is adopted in this regards. (4ed)e



“In tﬁg"ﬁegﬁ'seetion we tried to find out the impact of
corporate tax on éostAof capital in the corporate sector., It is
' said that thp—zowt off @ebs capitul is much chaape” than the cost
of other sources of fundse A:portlon of the interest payment on
debts is borne by the Exchequér im bthe form of allowable deduction
from‘profits.in calculatihgvcorporate tax liabilitya Withu£ COllw
sidering the effect of risk and bankruptey, _perfection in caﬁ:ital
market and olher facuors influencing che moae of financ;n~ the cost -
of debl capitval is 1uruber reduced by the impact of lnllahlon: it
nay be thought ﬁhat“bécause the net cost of loan capital is CORDAT s’
- Tively cheaper To equity capitaly a company'willvtryfto inérease the
tleverage? to a great extent. .It was showﬁ in the !trwdﬁ*’ nal
approach! that the benefit of taxation on debt capltal might be
offget by “isk premium after a cer+ain level of Deb nto-uquity,
Modlgliani«i{iiller a@prOnCh' simply led to the academic controvgrsy.
However, in india, there is hardly aany empirical test ﬁhich will
justify or reject the theoriese e have prepared a Table showing
the details of‘capital raised by corporate séctor with_eovernment
consent for the yeafs from 1976-77 to 1979-80.  The published data
from Taba Services Limited, Bombay, have been utilised for the pur-
POsEe (n analysils, the corporate sector doesvnoﬁ reflect a SY Sw
tematic debi-to-equity structure on total cgpital raised over ithe
Yearse So, it can be sald that expected optimal'capital,struc¥unc
of a company 1s in;luenced not only by corporate income tax bub

also bankrupicy cost on higher 1everage due vo rigk premium. That



~is vmy,_ ‘ai}_le D/E Pablo of optimal" cépital le’vél migh‘c vé.ry' from
rirm to u.rm (4 .5). | | |

The pu,t-pose of emo:,hor section was to a.aal:y'se Lhe u:r:end

of.‘ liquidity and profitability position in t.he mod:.um and large .
publ.Lc limited companies in the corporate soct u,or\ ;c.n India and to
.see 1f the. corporate tax has played BI_J.,V. ‘x"p;!,e» a.s such. _ g&humber
of Tableé had been lprepared on the Avb'.asi.s of i;he é.fﬁta_mzblished by
" the Peéérve Bank of Indias. - Keepin& in nmind the.iimitation of
ratios as a means of analyeis, we had taken vecozirse of some of -
the selected accountinv ratios for the purpose, having wide appli~
cation in the comarcial worlde It appeared J..TOm‘ ’phe analysis
th_a‘c current ratio varied from mdustry to indu_st?y and even in
aifferent periods in the same industry. Such ratlo did not come
in c¢lose ‘proxim* Ty with the so called "norm‘" of 2-'1 of any of vhe
. 25 industries in our study. In case of sugw industr:.es in
197879, for jute textiles and shipping in all the years from

- 1978.777 to 1980-81 and for electric;fby genergtiogi é'ml Supply f:‘of
the Last three years from 1978_79 to 1980-81, cuz-‘%-efm 2550t 5= 0=

current liabilitleg! :r.- tios were belov the covera re of current

, ’»liabilitier« eveng In plantatlon industries, ur-*a:ii',- tobaccoy

brevaries, alwa:z.nium, englnee f'.x.ng, chenical s, paper and paper
Products, glass and g glassware and cot Ton, uoallen and jute toxe
tiles, relauively higher rate of growsh of .wventory was founda

Soy in case of such industries the actual llauidity posz.tion,v
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measured Ly “acid test ratioV, scem to be alreming furbher. It is
said that.bigher tax Liablllty leads tb lower 1iqgidity and vice
Ver ste This hyéothesiSJwas tegted in the analysié,bf 1780 non-
financial, non-Government medium and large pu'blic Llimited compa~
nies durlng the years from 197677 to 1980-81. ur04 the analysis
_ it was found that there were higher tax liabilities in cage of
‘lnduSUTWQS like tea and coffee plantauions for all the years, sugar
in 1977-78 and 1979-80, coblon textiles in 1977~78, gilk and rayon
textiles in 1876477, a.’l.ummim in 1977-7b: " B pagen s
An-1976=77, 3
and 1977«73 Alnost in all the cases Wwe found uhe diminishing
. liquidity of the industriese Again no tax liability provision

cemeni in 197677

‘wag found in sugar indusﬁries in 19Y8.79, other f@od'prbduct§ in
1976-77 and tobacéo in 197879« In the years liqildity position
. Was-seen to be belter in such.inéustries. 504 it could be sald
that higher tax liability‘abcompaniéd‘by greater share of iﬁvenn
tory might lead to lésser liquidity in mosgst of the eases-and
Vicever sas Although pfOLiG&billﬁy of art uncertahlng depends on
a host of facuors, higher tak liabiTity is suanosed to effect the
bus¢ne§s undertaking by diminishing its profitabllity position.
‘This hyposhesis was bested by preparing a Table, showing tax pro-
%ision as a bercentage of profits ?efore tax; profits retained as
'percentage of profits after taxs profits af%er ta% legs preference

dividend as percentage of ordinary paiduup-cap;tal and ordinary -
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dividend'as percentage of ordinary paldeup capitais 1720 public
1limited companies! relevant data were utiliﬂed, as Eiven in the
Reserve Banikz of India Bulletlns. It was seen that ingpite of
hi&her bax-prOVis1ons, the companiés in the plantétion industries
Were in a position of making higher retentioﬁ of profits and in
‘t of the years in our study, uhey also dec1aved hlgher dividend
to nholr equlty sm&zeholdcrs.' In subar 1ndustryz lower rebention
of profits as well as the lower earning ratia of equity holders,
except in 1980-8l, was accompanied bﬁ higher tax ﬁrqvisionS-as tax
liability, fﬁain.in cage of'qther'non-ferrous metals (bagic) we
found that,inSpipe of higher tax:liability, the companies in aggro-
gate were in a posifion to dié%ribute more di#ideﬁd to their share~
holderss but it was noted Lhat in mogt of the years bigher dividend
was<mace at the saerifice of rctcntion of nrofits. In case of all
ouher lnEustries, high@r tax 1iabillty sometimes accompanled by
" lower nvofltabiliiy, sometinmes higher profltability and sometimes
uni;orm profitability pogition ierSPGCblve oz higher or. lcwer tax .
obl¢gat¢ons, Soy 1rom the analyQLS it was n0u possible for us to
£ind out any clear relationsh¢p between tax llabi;iuy and profie
.tability in the cofporate seétor. ' Howaver in caéé of sugar 1ne
dusuries, and non-ferrous metals (busic) only increase in tax
liability seemed to have lover profitability and vice-versa (446 )e
This relatioﬁshlp has furthur been studied in tarms of nhl.ting of

incidence oi tak. 
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The last section o? this Chapter dealb wlth the impact

of eorporate tax on ‘shif ting tendeney of corporate bodies of "their
tax liapilities. Asi 61¢ficant work was done by Harberger in oh;s'
connection in 1962 under certain restrictive assumpiionse. He
pointed out theb in the shorterun, capital would bsar the full bule
den of the corporate tax but in_the long-run¢capital might £flov {rom
the corporate sectoﬁ %o The nonngorperate sector when the neb T
come of capital. decreased due to the imposition offcorporate taxe
Labour and capltal bears the burden of tax in certéin proportlons on

the basis of fluctuablons in Ehe gr.z.ce of eapvtal. Melure and -
Thirsk supported the theor y, even after relaxation 'of certain as S ST
fpﬁions, in 1875. 1In 1978, Parthasarathi Shome estimated the ineiw
dence of obrporate'income tax in India. Mre Shom@fé empirical re-
sult showed that more than 90 per cent of the bUﬁden of tax inci
~dence of the corporate income in India borne by capital in the |
'corporaie éector. Baidyanath Chakraboréi critici§ed HEQ Shomets
view and showed that capital borne less Than 50 pcr cent of the

Lncome-tax anod asmertocr Halk Lalboses Borne e mayor Hrent g Fe
corporabe, burdens Mrs Chakraborti also estimated the dmminf shing

burden ofKtax.incidence on. canital in. the corporaté sector over the
yearss ©So, it was seen that there Was a sharb diflerence among bna
econonists on the issue of corgorate tax incidence| and its sbif-
uing. It is known that shifting behaviour depends ‘on a nunber of
interrelated factors and it. might not be an easy bask to isolate &the
reagons for shlftlng and © to identity the sreas wheru_shiftigg of

tax incidence ig mades It could be said that.tha{COrporate Managoe
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| mé_nt would 1ike to shift the tax burden, either f-'t‘im-rard or back-
vfard, de_penéing upon the favourable cir{:vmstance?._sﬁéwilable to hime
In India, the cost of labour 1s generally regulated by various |
- Labour enactments and/or mutual égreements’. Hencé there is 1i‘ct1e
s\.opm for vackward sluzting of tax incidence to the Labours In
case of major industries in India, cost of most of the rawmaterials
are more often uhan not regulated by the Government, 50" any large
scale shifting might b\, ruled outb in this case too. Cd~'t of cerw
'cain other input., like electricity and coal is compleuoly under

. gtate control and «;heve.gore backward shifting .nay' not be allowed
'by The Governmente In ecase of forward sbix uing, ‘ag bz-iclng polley
of major industial products is pursued by the .Covernmeqb and in
mogt of the cages the manufacturers. have got 11t Jle say about \,hat,
theyymay not be in a position to shift. always t heg; tax burden to
the consumers in the Torm of higher prices, ﬁiiougﬁi sometines they
may try to shift the burden if conditions bermi’c“*"’i. Therefore, the
nain thrust of the tax inc:z.dence is likely to f.'all on the profits
before tay on comoa.nies, either in the form of lc rer d:.vvaand vo
‘the SH-:.I‘GhOl(_luI‘S- or ainmuthn in the quantum of ;e‘cained 2N
i.ngs, or bothe dn aneﬂ_ysié wag made of 417 publlc limited compa~
nies and 1t was i‘ound that the zﬁajér tax burden would Likely %o

fall on retained ea.rm.ngs (2e7)e o i



