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1 Mr Indar ;5i t Slngh, 
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1 
Secvet^rj Taxat ion Enciuiry 

Oormiasion, 
'? /hl te Horu.>e', 
91 VVf»lkeiiihwtir Road, 
Bornbay » 6 ^ 

Dear Bir, 

Please, find enclosed my ansv/ers to 
seme of the mor-e general -nieationa put oy the 
Taxation En'iul3?y Ccr.misGion. I aT.olô '-iise' for 
being ao very late with my answers, oz'eeBxii-e of 
work aoing the main explanation, although not 
an excuse. 

Having no detail laiowlejdge of the 
Indian tax systeia, I had to abstain f rata 
answ0rin<j a large munoer of 'luestions which 
in addition can only oe answered on the uaeis 
of much wider Icnowledge of Indian circumatimces 
thfin I could ever have, I hope never-theleas 
that sane of my answers may 'be of aome use to 
you, 

Youra very sincerely. 

(J, Tinbergen) 
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TAXATION SNaUIRY COÏMISSION 

Answers to sane of the more 
general c[uestions, by 
J, Tinbergen, the Hague,Holland, 

(Ewflbers refer to questions) 

1e Objectives (a), ("b) and (c) should be adhered to; 
(d) is identical to (c), 

2, This is such a complicated matter that it seexns difficult 
to foK-nulate precise criteria. By trial and error the dif­
ferent objectives should be promoted in such proportions 
that an optimum be reached, easing the experience inside 
and outside the country. 

In most countries a number of taxes of very dif­
ferent character exist and the mutual proportions do not 
diverge too widely. Often there is about equality between 
revenue frc»n direct and. indirect taxes; and roughly one-
half of the former is income tax, roughly one-half of the 
latter sane general turnover tax. This might be indicative 
of some common experience on the optimum proportions. 
Income taxes in the higher brackets usually are well above 
50%, The Indiaan tax system does not diverge, if I am well 
informed, too far fran these criteria, 

3. In a öo\antry with a low average incane taxes on higher incomes 
will have to be high. One wonders \7hether incomes above 
R 10 000 could not be taxed higher and whether not those 
betv;een R 20 000 and R 25 000 are relatively under-taxed 
by a few percent, 

5. The small'ness of the proportion of tax revenue to national 
incane in India is primarily due to the low average income. 
Nevertheless it may be necessary to raise the level - given 
the problems of the country. Of,answer to q.uestion 3* 

6, Of, answer to question 2. 

8/9, I see no objections in principle against earmarking some 
taxes for certain purposes; but there are necessax'ily 
important overall expenditures which have to be financed 
anyhow; it would be hardly possible to link these up with 
specific taxes, 

18, Borrowing v/ould seem attractive for self-liquidating 
projects and less so for productive products that are not 
self-liquidating. For overall expenditures difficult to 
attribute to special projects borrowing would seem to be 
not attractive at all, 

19. (a) and (b) would seem to be especially important, 

20/1,The tax policy should stimulate investment by exemjjtions 
in case of investments rather than by low taxes on profits 
without discrimination, 

23, I am afraid it would mainly promote consumption, 

21+. A tax on super normal increases in income might be attempted 
in order to raise funds for public investment. 
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25. The most effective tax preventing consumption froa rising 
would be a general turnover tax, 

27. Exemption for investments could be differentiated according 
to some classes of investments; it might for instance 
not be given for the construction of luxurious dwellings. 

28. Sc»ne examples have been given in the preceding answers, 

29. In Western Europe direct controls are considered to be 
not very efficient, but in war time they are nevertheless 
applied. Much depeMs on the need for private initiative, 
which is not so large in war, but large in the case 
of development in industry, 

3Ö, It does, of course. Whether it does sufficiently is a 
second point. I find it very difficult to judge this, 

31. The only possibility seems to be to make a sharp distinction 
between consumption and investment (cf. above, points 20. 
25, 27), 

32, Fot a large one. But sorae basic social insurances would 
seeiri to be very important, 

36. Certainly, 

37. Public education and propaganda, shov/ing the importance 
of a high tax morale amd the direct connection with the 
vast tasks of the Indian people, (Of. Blue Eagle in the 
U.S. in the thirties'; Russian methods; reconstruction 
activity with the youth in Yugoslavia, Poland, Hungary.) 

ipD, In times of inflation taxes should be increased and in 
particular taxes in income rises might be imDosed, In 
times of depression taxes on consumption should be lov/ered 
(sales tax in particular), 

k•^. Cf, answer on guest ion kO, Import and export duties might 
be used according to the situation of the balance of 
payments, 

42. This capacity is largely dependent on the level of the 
income tax; the higher this level, the higher that 
capacity ! 

i+3. If a large portion of expenditures is for investments 
they would seem to be a regulator of some importance, 

144. Taxes or subsidies might certainly be useful to meet 
difficulties of a temporary character in special industries. 
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Part II, Direct Taxes 

k8, I am in favour of a tax on capital gains. The armment 
raised ajminst it that they hinder the functioning of 
the capital market, although correct, does not seem to me 
to "be very important, 

55. I do notknow the present regulations in India with respect 
to fluctuating Income, 'but averaging them seems to 'be " 
justified,- as far as they are euh.iect to crop variations, 
i.e. almost a random variable with, therefore, a quasi-
cycle of three years, averaging over three years miffht 
he good, 

61. Larger depreciation allowances on new assets (sometimes 
only for the first few years, and then to be compensated 
tor oy lower allowances in later years) are now being 
applied in several 'European countries, and it seems with 
some success. 

66. Combination of income - tax and super-tax into one single 
scheiiie would seem to be a simplification. Holland always 
nad It that way. The scheme taJies the form of a table, 
with small increases in income, from which taxes can be read 
off directly. i\'o necessity to make calculations. 

As far as I understand there is a eomev̂ hat sudden 
jump m income tax rates at R 25 000 and I wonder whether 
this could be avoided oj introducing a higher rate for 
i?̂ '̂'''®."®'̂"''®®'̂  ̂  ^° °̂ ° ^'^ ^ 25 000, e.g. 36% as against 
^6% between R 15 000 and R 20- 000 and 1^6% (incl. surtax) 
between R 25 000 and R I+O 000. I ain afraid, however, it is 
v.ry difficult for a foreigner to judge a country's tax 
system, I even could imagine that, given the problems of 
India, income taxes might be further increased, but here 
the above remark applies still more. 

67, An exemption limit of R i+̂ OO seems to me to be high; in 
Holland it is only about ƒ 2000 or R 2I4OO. 

79. In Holland there is a slight progression in the corooration 
tax (roughly 3% more for lar^e corDorations than for small 
ones;. 

81. Seems justified, since it Is double taxation. 

83. It might be unnecessary to differentiate, if special 
facilities are given for new investments (cf. question 6I). 
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Par t I I I , Goiiiiriodi ty 'raxes 

110# For cojTfffiodlties with a luxury charac ter or even adverse 
to puljlic hea l th , c-ustoras mmld ae&m more appropriate 
arij^ow, 

113. T«2xport du t ies might lae ths siiiiplest vmy of taxing com-
ffioditiea l a rge ly produced for ©xijorts i f i t i s ocaieved 
tha t "oj so doing excessive pr^ofits can be tfixsd without 
doing hawn to the balance of payments» 

122, 1 do agi*ee. 
125, Both tjrpes of t ransac t ions mentioried under ( i ) and ( i i ) 

are "being taxea in Hollaïjd, 
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