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The tax structures of each State
(inculding local goverments) have a
significant influence on the location
of its industries and diversion of
trade. Since, these must operate
within a federal framework, it is
desirable that the States follow
uniform principles in accordance
with the goals of the national policy.
This would result in a balanced
socio-economic development as also
minimise the scope for evasion of
taxes.

This study empirically examines
the effects of variation in tax or
subsidies on industrial locations or
diversion of trade within the
National Capital Region (NCR)
comprising the Union Territtory of
Delhi, one district of Rajasthan, three
districts of Uttar Pradesh and six
districts of Haryana. The study
recommends harmony in the tax
structure within the region so that it
can enjoy the character of a unified
whole and the growth and equity of
its different constituents takes place
on the basis of their comparatitive
advantages. It is hoped that the study
would benefit the policy makers as
well as the persons interested in
matters related to fiscal policy.
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Preface

The National Institute of Public Finance and Policy is
an autonomous non-profit organisation set up for
carrying out research, undertaking projects or studies
and imparting training in the field of public finance and
policy.

The Study on the Fiscal Policy for the National
Capital Region (NCR) was undertaken at the instance of
the National Capital Region Planning Board. The focus
of the study is on the examination of the tax structure
of the States and Union Territories comprising the NCR
and formulation of a new tax structure with a suitable
scheme of incentives to achieve the objective of dispersal
of industrial and commercial activities. The study seeks
to meet the objectives of the study after making an
investigation into the existing tax structure of the
region and analysing its impact on industrial growth
and dispersal.

The Team which undertook this study was headed by
Mahesh C. Purohit. The other members of the team
were: C. Sai Kumar, Gopinath Pradhan and O.P. Bohra.
The study was planned and conducted by Mahesh C.
Purohit and all the chapters except the third were
drafted by him. Gopinath Pradhan prepared the initial
draft of Chapter 3. The field work relating to the study
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of industrial structure was carried out mainly by C. Sai
Kumar.

It is hoped that the study will be of some help in
formulating an appropriate fiscal structure for the
National Capital Region.

The Governing Body of the Institute does not take
any responsibility for the views expressed by the
authors in the research publications of the Institute.
The responsibility for the views expressed belongs
primarily to the authors of the concerned study.

New Delhi Amaresh Bagchi
January 1, 1992 Director
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the Text
1 Lakb : 100,000
1 Million : 1,000,000
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ABBREVIATIONS FREQUENTLY USED

NCR = National Capital Region.
GST = General Sales Tax.
CST = Central Sales Tax.



Chapter 1

introduction

The role of taxation in influencing the choice of location
of industries and flow of trade is well recognised.
However, the form and content of the impact of taxation
on location and regional economic development remains
a controversial issue. Existing literature and available
information do not enable any definitive judgement
about the effects of variations in tax or subsidies on
industry location or diversion of trade to a particular
region. The question assumes importance in the context
of the creation of the National Capital Region (NCR).

The area of the NCR comprises the Union Territory of
Delhi, as its core, and contiguous parts of three
neighbouring States, viz., Haryana, Uttar Pradesh and
Rajasthan (Exhibit 1A). The constituent units of each
sub-region are as follows:

a. Haryana sub-region (13,413 sq. kms) comprising
(i) Faridabad district; (ii) Gurgaon district; (iil)
Rohtak district; (iv) Sonepat district; (v) Rewarl
and Bawal Tehsils of Mahendragarh district; and
(vi) Panipat tehsil of Karnal district;

b. Uttar Pradesh sub-region (10,853 sq. kms) comp-
rising three districts, viz. (1) Meerut; (i1) Ghazia-
bad; and (3) Bulandshahar;
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¢. Rajasthan sub-region (4,493 sq. kms) comprising
six tehsils of Alwar district, namely, Alwar,
Ramgarh, Behror, Mandawar, Kishangarh and
Tijara; and

d. The Union Territory of Delhi (1,483 sq. kms).

As the delineated area for the NCR covers a limited
number of districts from the neighbouring States,
differences in tax structure of two States can create
distortions that would not arise elsewhere. These
distortions occur because tax difference which might be
too small to change the behaviour across the wide
geographical areas becomes much more important
within a narrow region, such as along the State borders.
Therefore, most of the studies on taxes and economic
behaviour will be largely irrelevant for such limited
geographical areas.!

The present study seeks to identify what seem to be
policy issues relevant to the framing of a viable tax
policy for the NCR. It also outlines the conditions under
which adjustments in tax policy may have a positive
effect on the regional economic development. This would
be in consonance with the basic objectives of the NCR
Plan, which envisages rational development of Delhi
and a balanced development of the region. For this
purpose, it proposes dispersal of economic activities over
self-contained regional towns, restructuring of the
regional transport network and integrated development
of land and infrastructure.?

'Recent research has shown that differential tax structures do
affect the level of retail activity along the State borders. See, Fox,
William F. (1986), “Tax Structure and the Location of Economic
Activity along State Borders”, National Tax Journal, Vol. 39, No.
4, December, pp. 387-401.

’Town and Country Planning Organisation (1974), Regional
Plan, National Capital Region, New Delhi.
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Objectives of the Study

Balanced regional development requires an exami-
nation of a host of aspects relating to taxation as well
as public expenditure, especially concerning infrastruc-
ture. However, the objectives of this study are limited to
the following aspects:

a. Examination of the tax structure of the States
comprising the NCR with special reference to
sales tax, taxes on motor vehicles and goods,
octroi, local property tax, and electricity duty;

b. Analysis of the built-in incentives in the existing
tax structure and their effects on industrial
location and concentration of commerce and
trade in specific regions;

c. Formulation of a new tax structure to provide
necessary incentives to achieve the objectives of
dispersal of industrial and commercial activities;
and

d. Discussion of policy implications of suggested tax
structure.

Within the framework of the above objectives, the tax
policy and other fiscal measures proposed in this study
could go a long way in fulfilling the objectives of the
NCR.

Plan of the Study

The plan of the study is as follows: Chapter 2 reviews
the set of considerations relevant in evaluating the
effects of various tax policy changes. Chapter 3 is a brief
review of the practices in various States and local areas
falling within the purview of the National Capital
Region (NCR). Empirical analysis of the effects of tax
policies on location of industry and on diversion of trade,
with supportive evidence, is presented in Chapters 4
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and 5, respectively. A concluding section sums up by
discussing the conditions under which harmonisation of
tax policies could be conducive to the economic
development of the NCR.

Many important aspects relating to urban economic
development are not covered in this study. Because the
subject of this inquiry is limited to the commodity tax
policy of the sub-national (viz., State and local) govern-
ments, we do not consider tax policies of and incentives
given by the Central Government for urban economic
development. The scope of this study is further narrowed
by the exclusive concern with tax policies, to the neglect
of public expenditure, capital subsidies and other
devices which the State and local governments may use
to develop infrastructural facilities to attract industry.



Chapter 2

Tax Policy Issues

The tax structure of the sub-national (i.e., the State and
the local) governments have to follow a number of
common principles that are in accordance with national
objectives. First, there has to be a reasonable amount of
uniformity in tax rates, failing which there might be
diversion of trade and commerce as well as industrial
activities. This uniformity is far more significant for
parts of the three States and Delhi, forming the NCR,
as differential tax structures in these States contiguous
to Delhi can easily distort the location of trade and
industrial activity along its borders. Second, whereas for
regional economic development, it is important for the
sub-national governments to mobilise greater resources
by adjusting tax rates, it is equally important that these
governments encourage new industries by offering tax
incentives in order to attract investment. At the same
time, however, it is essential that the concerned States
do not vie with each other in the matter of tax rates and
grant of concessions/incentives. Thus, any proposed tax
policy for the NCR should necessarily incorporate
provisions dealing with these two crucial aspects.

An important issue in framing a tax policy for the
States relates to the desirability of granting tax
incentives for attracting industries. Presently, tax



Tax Policy Issues 23

incentives are more often than not, based on superficial
analysis and the motivation is political rather than
economic. In most cases, tax incentives are associated
with the opening of a new industry even when the
incentive actually plays no role in the decision on its
location. Critics of tax incentives see them as little more
than a gift to industry from the State exchequer. Its
proponents, on the other hand, argue that incentives
are essential for attracting new industries because they
reduce the effective cost of the industry. Thus, the
issues involved in granting tax concession are: (a) Do
the incentives have a positive effect on trade, commerce
and industrial activity in the region? And, (b) What are
the implications of such incentives for the sub-national
governments?

An important aspect of a proposed tax policy for the
NCR relates to the modus operandi of harmonising the
tax rates among the States and the Union Territory of
Delhi. Whereas, there is a reasonable amount of
uniformity in tax rates among the States, the effective
rate of tax in Delhi is substantially lower than in the
neighbouring States. It is believed that this variation
causes diversion of trade and relocation of industrial
activities. If harmonisation is attempted by reducing the
States’ tax rates, it would have its effect on the whole
of each State, major parts of which are not under the
NCR and would, therefore, cause loss of revenue. The
States would not be expected to agree to revise their
rates for that small part which is included in the NCR.
Any proposed increase in the tax rates in Delhi, on the
other hand, is opposed by the Delhi Administration on
the ground that it would vitiate its character as the
centre of redistributive trade. One of the necessary
tasks would, therefore, be to evolve a tax-mix which
placates the vested interests of the Union Territory and
the States concerned.
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Even in the case of Central Sales Tax (CST),
variations exist on account of the provisions under
Section 8(5) of the CST Act, which permits variations in
rates to suit the specific requirements of a particular
State. To illustrate, whereas the rate of tax on the re-
export of goods from Delhi is two per cent, in all the
States whose areas fall within the NCR!, this rate is
four per cent. Also, in Delhi the CST rates on certain
commodities have been reduced, which might cause
considerable diversion of trade in the NCR. It would,
thus, be relevant to see how uniformity in the CST rates
could be achieved to the optimum.

Taxation of road transport is an important issue
affecting the NCR Region. In fact, variations in the
annual combined tax burden of both the motor vehicles
tax and the passengers and goods tax among different
States of the NCR might cause diversion of vehicles for
registration in the low-tax State. Consequently, the cost
of transporting goods could be less and the availability
of transport vehicles could be much more in the low-tax
area. It would thus, be important to examine whether
taxation of transport sector might be a contributing
factor in sub-optimal decisions regarding location of
industries.

Similarly, local tax policy might also contribute to
distortions leading to sub-optimal locational decisions
and diversions of trade. In this context, the two
important local taxes in the NCR are property tax and
octroi. It may be important to examine whether
adjustments in these tax rates would contribute to the
desired objectives. If the effective rate of octroi varies
considerably from one region to another, the cost of
movement of goods and ultimately the price of the
commodity is affected. Thus, variations in price from
one local jurisdiction to another could lead to sub-

'Hereafter referred to as “NCR States”.
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optimal locational decisions. This would also lead to
diversion of trade from a high-tax municipal area to a
low-tax area. Other factors being equal across regions,
rates of property tax too might influence the locational
decisions for commercial and industrial enterprises, if
the difference in tax rates is considerable.

Objectives of Reform

In the light of the policy issues discussed above, the
major objectives of reform in a proposed tax structure
for the NCR could be stated as follows:

a. The tax system of the NCR (i.e., of each of its
constituent units) should be such as to contribute
to the rapid and a balanced development of the
whole region;

b. The system should be in consonance, in some
essential respects, with the structures prevailing
in the neighbouring States;

c. It should be uniform in all respects in regard to
local commodity taxes and the Central sales tax;
and

d. It should be so administered that evasion of tax
due to inter-State transactions within the region
is checked through a suitable mechanism.

Keeping in view the above objectives, we shall in the
following chapters, analyse the existing structure of
taxes, industries and trade in the NCR. We then
indicate the structural reforms required for the fiscal
policy of the NCR.



Chapter 8

Rate Structure and
Abatements in State and
Local Taxes

This chapter presents a comparative picture of the bases
and rates of various commodity taxes levied by different
sub-national governments. The taxes included are sales
tax, motor vehicles tax, passengers and goods tax, and
electricity duty levied by the State governments and
property tax and octroi (including entry tax) levied by
the local governments. The analysis of the structure of
these taxes is followed by an examination of tax
incentives provided by different States.! As the scope of
the study is to estimate the effects of taxes on the
location of industries and on diversion of trade, the
other taxes on income and property, although very
important, have been excluded from the purview of this
study.

Sales Tax
Sales tax is levied either on sale or purchase of

'The analysis is confined to sales tax concessions because the
States and local governments make little use of concessions
through other taxes.
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commodities. All commodities whether domestically
produced or imported from other States bear the burden
of this tax. The points of levy differ among the States in
India. But in the context of the NCR there are two
points of levy--viz., the first point and the last-point.?
While the tax structure of Rajasthan and Uttar Pradesh
predominantly follow the first-point tax, Delhi and
Haryana have resorted to the last-point sales tax.?
Recently, however, Delhi has shifted the tax from the
last-point to the first point in respect of 43 commodities.*

Rates of Tax

Like the points of levy, the rates of sales tax also vary
from one commodity to another. An overall view of rates
on some selected commodities in the NCR along with
the point of levy of various commodities classified as
essential consumer items and luxury goods is given in

“When the tax is imposed on the sale by the first registered
dealer, who purchases commodities either within the State, or
manufactures them, or imports commodities from out of the State,
it is called the first-point tax; and when the last registered dealer
sells commodities either to the consumers or to unregistered
dealers, any tax on the sale by this last registered dealer is called
the last-point tax. A combination of both, the first and the last-
point tax is known as double-point tax. That is, a tax is levied twice
at two different points of the chain of a transaction. However, the
term multi-point tax is akin to a turnover tax with all the cascading
features.

rrespective of variations, most of the States derive larger
proportion of revenue through the first-point tax. The first-point
yield in Rajasthan, Uttar Pradesh, Haryana in 1976-77 is estimated
to be 99.06, 54.82 and 52.07 per cent of the total sales tax yield,
respectively. See for details, Purohit, M.C. (1982), “Structure of
Sales Tax in India”, Economic and Political Weekly, August 21,
1982, pp. 1365-1375 and also Purohit, Mahesh C. (1988), Structure
and Administration of Sales Taxation in India, New Delhi, Reliance
Publishing House.

‘Even in respect of these commodities, sales tax is not levied at
the first point when the commodities are exported out of Delhi.
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Table 3.1. It may be seen from the table that the rates
on essential as well as non-essential consumer goods are
not strictly comparable because the point of levy differs
among most of the commodities. There are only seven
commodities viz., matches, kerosene, silk fabrics, drugs,
vegetable ghee, and LPG (cooking gas) on which the tax
is levied at the same point. It is, therefore, necessary to
make the rates comparable for any useful inference.

Nevertheless, it is apparent from the table that the
rates in Delhi are lower than those in Haryana for a
majority of commodities in respect of 26 out of 31
essential consumer goods, 14 out of 17 semi-durable
goods and 27 out of 34 durable goods. A comparison of
rates between Rajasthan and Uttar Pradesh indicates
that in 74 per cent of the commodities, Rajasthan
imposes rates that are either higher than or equal to
those in Uttar Pradesh. A comparison of rates in Delhi
with those in Rajasthan and Uttar Pradesh, however,
does not serve any useful purpose because the points of
levy differ. To obtain a relatively clear comparative
picture we apply mark-ups (incidental to their transaction
in trade channels) on these commodities and convert the
last-point tax rates into first-point rates. The estimated
rates indicate that if the mark-up is 15 per cent, the
nominal rates in Delhi remain lower than those in
Rajasthan and Uttar Pradesh in a majority of
commodities. In addition, Delhi does not levy a surcharge
or an additional sales tax while Uttar Pradesh has a 5
per cent additional tax and Haryana and Rajasthan®
have a 2 per cent and 10 per cent surcharge, respectively.
Thus, the additional tax or surcharge makes the
effective rate of tax much higher in the neighbouring
States.

For want of reliable data on the transport cost of

°In Rajasthan, a surcharge on sales tax is levied on dealers
having a turnover of Rs. 75,000 and more only.
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inter-regional trade flows, it is difficult to verify the
relative cost advantages of a lower tax rate. However,
there are some commodities where the rate differences
between the regions appear to be too high. The
probability of trade diversion in the case of these
commodities cannot be ruled out. Besides, the information
gathered from trade representatives also suggests that
trade diversion does take place in the case of high value-
low volume commodities. Such commodities are: (1)
medicine and pharmaceuticals, (ii) clocks and watches,
(iii) stainless steel utensils, (iv) television, video cassette
recorders, (v) transistors, wireless receiving sets and
cassette players, (vi) domestic electrical appliances, (vii)
parts of motor vehicles, and (viii) safety matches. A
comparison of the tax rates on these commodities in the
NCR reveals substantial variation. For example, while
other States levy 8 per cent tax on matches, the rate in
Delhi is only 4 per cent. Drugs and pharmaceuticals are
taxed at 8 per cent in Haryana while Delhi taxes them
at 5 per cent. In the case of television sets, the tax rate
in Rajasthan is only 8 per cent, while it is 12 per cent
in Uttar Pradesh. Thus, to the extent such glaring rate
differentials could lead, at least partially, to trade
diversion, it is imperative to minimise, if not eliminate,
them.

Tax Exemptions

Each State provides for some exemptions under its
sales tax laws. In general, the commodities exempt
could be classified as follows®: First, almost all perishable
commodities such as fresh fruits and vegetables, meat
and poultry products, milk and butter, are exempt in all

5See, for details of classifications of all exemptions under Sales
tax laws, Purchit, M.C. (1975), “Sales Tax Exemptions in India”.
Economic and Political Weekly, Vol. 10, No. 10, March 8, pp.
445-452.
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the States. This exemption is for the sake of adminis-
trative convenience. Second, there are exemptions for
socio-cultural as well as ideological reasons. Such
exemptions are for charkha and its parts, handmade
footwear, khadi and readymade garments prepared
from khadi, products of village industries and agri-
cultural implements. Third, sugar, textiles and
manufactured tobacco are exempt because in lieu of
sales tax, additional excise duty has been levied on
them by the Central government under the Central
Excise and Salt Act, 19577,

Apart from the above mentioned items, there are
several commodities which enjoy exemption in some
States while they are taxed in others. It is difficult to
identify the criteria which cause such variations. For
instance, all cereals and pulses are taxed in Haryana,
Rajasthan and U.P. whereas these are exempt in Delhi.
Bread is exempted from tax in Delhi and Haryana while
in Rajasthan and U.P. the same is taxed at the rate of
2 per cent and 4 per cent, respectively. From the
economic point of view, there appears to be good reason
to exempt these commodities from taxation; the
unorganised nature of production and distribution of
most of these commodities makes them difficult to
administer.

Tax on Inputs

Input taxation leads to cascading. Besides increasing
the ultimate price to a greater extent in comparison to
the actual tax revenue, such a tax escalates the cost of
production and alters the relative price of the
commodities. Particularly when the inputs are taxed at
different rates in two regions, the cost structure of the

‘See for details Purohit, Mahesh C., (1990), Exemptions under
Additonal Excise Duties in lieu of Sales Tax, National Institute of
Public Finance and Policy, New Delhi.
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commodity leads to price differences. With the change in
prices, unintended but serious distortions in resource
allocation could take place across economic regions.

The statutory rates of sales tax on inputs in the
States of the NCR are presented in Table 3.2. A
comparison of tax rates between Delhi and Haryana
indicates that more than 60 per cent of the commodities
have lower tax rates in Delhi than in Haryana. Further,
a comparison of tax rates in Rajasthan and Uttar
Pradesh shows that the former levies a higher tax on 40
per cent of the commodities. In another 30 per cent,
both the regions have equal tax rates. Thus, it appears
that even when the point of levy between the two
regions is the same, there is absence of a uniform
pattern of tax rates on inputs.

The above comparison of statutory rates, however,
fails to capture the real difference, because the tax on
inputs is different when these are purchased by a
manufacturer. Whereas Delhi and Haryana provide
complete exemption to inputs purchased by manufac-
turers, Uttar Pradesh and Rajasthan grant such
exemption only to a limited number of industries. In
Uttar Pradesh there are 46 classes of goods listed for
this purpose; other industries are allowed to buy raw
materials at the rate of four per cent.®

Similarly, in Rajasthan all machinery purchased for
setting up textile, ceramic, glass, cement, sugar, metal
engineering and other mineral-based industries are
exempt from State sales tax, while other industries are
allowed to buy raw materials at the concessional rate of
one per cent.

Thus, the statutory tax rates as well as the concessions
given to manufacturers on purchase of inputs are not

8Under Section 4(b) of the U.P. Sales Tax Act, certain industries
notified in the U.P. Gazette are exempted from payment of sales
tax on raw materials purchased by them.
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uniform among the NCR States. Besides, the concessions
in Delhi and Haryana are given to all manufacturers
whereas in the other States, these are available to
manufacturers in respect of goods sold within the State
or in the course of inter-State trade and commerce or in
the course of export outside the territory of India. These
variations, as explained in Chapter 4, influence the
effective rate of tax for the manufacturer as also the
locational decisions. Also, as explained in Chapter 5,
these variations could lead to sub-optimal decision in
regard to trade pattern.

Incentives for Industrialisation

Sales tax incentives are provided in the NCR region
by all the States except Delhi where several factors
including low rate of tax attract industries. In the other
States, incentives are in the nature of exemption from
sales tax on the sale of finished goods or in the form of
granting interest-free loan for the amount of sales tax
collected by the manufacturers. Haryana grants sales
tax exemption for products of industries situated in
rural areas, provided these industries have an investment
upto one lakh rupees only. The exemption is available
for a period of two years from the date of production.
But industries situated in urban areas are not eligible
for this exemption. Further, with effect from May 6,
1986, Haryana has enforced the scheme of deferment of
payment of sales tax. This concession is available to all
such industries that are set up on or after November 1,
1983. According to this scheme, the benefit of deferment
of tax is available for a period of five to nine years upto
an amount of Rs 1.5 to 5 crore or an amount ranging
from 30 per cent of fixed assets to an amount equal to
the value of fixed assets (Annexure A.3.1). Uttar
Pradesh provides for more liberal exemptions. All new
industries with capital investment upto Rs. 3 lakhs are
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exempted from payment of sales tax for a minimum
period of three years and those having investment of
more than Rs 3 lakhs get exemption for five years. The
period of exemption for the former group of industries
increases to four years and for the latter category to six
yvears in Bulandshahar District and Dadri Tehsil of
Ghaziabad District.

The important features of the existing structure of
sales tax in the NCR are, thus, as follows: First, all the
constituent parts of the NCR have a single-point sales
tax. Most of the commodities in Delhi are being taxed at
the last-point while Rajasthan, Haryana and Uttar
Pradesh rely mostly on the first-point. Second, in
general the rate of tax on inputs is below 4 per cent. The
exemptions given to industries in terms of nominal sales
tax rates for purchase of inputs have a wider coverage
in Delhi and Haryana. And, finally, the sales tax
incentives for attracting industries in the neighbouring
States vary from meagre to liberal concessions. All these
characteristics create differences in the effective tax
rates among the States of the NCR. Given the fact that
the levels of infrastructure differ from one State to
another, the existing rate differentials might influence
the locational decisions of firms and cause diversion of
trade to Delhi from the neighbouring States.

Motor Vehicles Tax

Taxes on motor vehicles and passengers and goods
are essentially a levy on road transport. Besides, the
burden of sales tax on motor spirit is also being borne
by the transport sector. As regards motor vehicles tax,
it is levied in all the States on all types of vehicles.
Motor cycles (including scooters and mopeds) and
private motor cars are taxed according to laden or
unladen weight. Taxis and state carriages are required
to pay tax according to their seating capacity and goods
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vehicles are taxed according to the authorised payload.

A comparison of the prevailing rates in each of the
NCR States shows wide variations. A scooter, for
example, is taxed at the rate of Rs 40 in Delhi, Rs 55
in Uttar Pradesh and Rs 62.50 in Haryana (Table 3.3).
Rajasthan has substituted the annual tax by a lumpsum
tax. The rate of tax on two-seater and three-seater taxi
cabs is Rs 303 in Uttar Pradesh, that is, three times the
rate in Delhi. As the number of seats increases, the rate
differentiation also increases in Uttar Pradesh in
comparison to other States.

Motor vehicles tax on goods vehicles is levied on the
basis of unladen weight in Haryana and Uttar Pradesh
and laden weight in Delhi and Rajasthan. In Uttar
Pradesh, the rate of the tax further varies according to
the class of route (the rate for special class route being
25 per cent higher than the A class route) or according
to the quality of tyres (e.g., the tax rate is higher for

Table 3.3

Motor Vehicles Tax on Taxi Cabs

Annual rate of tax (Rs)

States Two Three Four Five
seater seater seater seater
Delhi 100.00 200.00 200.00 375.00
Haryana 117.50 117.50 156.25 195.30
Rajasthan 150.00 200.00 250.00 300.00
Uttar Pradesh 303.00 303.00 605.00 757.00

Sources: 1. State Government memoranda submitted to Eighth
Finance Commission.
2. Transport Authority, Delhi.
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vehicles fitted with resilient tyres).

As regards stage carriages, the base of the tax is
generally the number of seated passengers permitted to
be carried under the law. Some States have, however,
introduced additional requirement of distance, a vehicle
is permitted to ply. Thus both these conditions are
taken into account to determine the quantum of tax. In
Uttar Pradesh, for example, routes are divided into
different categories (such as classes A, B ‘and special)
and for each class there is a different rate of tax.

Although the basis for determining the road tax
liability does not differ very much, the rates imposed
according to seating capacity show wide variations
among the States. Vehicles with a carrying capacity of
upto 6 persons attract a total sum of Rs 630 in Delhi,
Rs 600 in Haryana, Rs 757 in Uttar Pradesh and Rs 264
in Rajasthan.®

Passengers and Goods Tax

Passengers tax and goods tax is not levied in the
Union Territory of Delhi. Haryana and Uttar Pradesh
levy both these taxes but Rajasthan has merged them
into a special road tax. The passengers tax in Uttar
Pradesh is levied on every passenger carried by a stage
carriage (or contract carriage) at the rate of 16 per cent
of the value of the fare payable by a passenger. This
rate increases to 60 per cent of the value of the fare in
Haryana, where the tax is levied in respect of all the
passengers carried by public vehicles. Accordingly, this
tax is subject to compounding fees in both the States.
The system of compounding in Uttar Pradesh, as
presented in Table 3.4, shows that the actual amount is
approximately 75 per cent of the maximum amount of

“The tax rate in Rajasthan with respect to 6 persons given above
is inclusive of the driver whereas in other States the number
excludes the driver.
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tax estimated on the basis of a specified formula. In
Haryana, the tax payable by contract carriages in lieu
of the ad valorem tax chargeable on fares varies
between Rs 272 in case of two-seater scooter rickshaws
and Rs 544 with respect to station wagons.

In addition to passengers tax, goods tax is levied in
Haryana and Uttar Pradesh. Like the passengers tax,
the rates of goods tax also vary in these States. Uttar
Pradesh provides for the levy of goods tax at the rate of
10 per cent of the freight charged for the carriage of
goods.! In Haryana, the tax is levied on goods
transported by public vehicles at the rate of 60 percent.
The effective rate of goods tax is however different
because transport operators opt mostly for the compound-
ing fee, an alternative to the ad valorem goods tax. In
Haryana, for example, the lumpsum amount payable by
owners of public carriers in lieu of the tax chargeable on
freight is Rs 1215 for the public carriers plying on hill
routes and Rs 810 for vehicles plying on other routes. In
Uttar Pradesh, the compounding fee in lieu of goods tax
on public carriers operating in the plains is Rs 4.50 per
month per quintal of the authorised pay load. Thus the
compounding fee which could be collected from a vehicle
with an authorised payload of 10 tonnes is about Rs
5400. In case the vehicle is operating in hill areas the
compounding fee per annum will increase further as the
levy for these vehicles is Rs 10.50 per month per quintal
of the authorised payload. The details of goods tax rates,
as presented in Table 3.4 and 3.5 show that as between
Haryana and Uttar Pradesh there are conspicuous
differences.

"From the actual accrual of revenue, the receipt of 2 per cent of
the freight is utilised for compensating the loss in revenue resulting
to urban bodies on account of abolition of octroi and transit duties
in town areas and notified areas. Thus the goods tax rate remains
at 8 per cent of the value of freight.
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Rajasthan has resorted to a comprehensive tax on
road transport. The Passengers and Goods Taxation
Act, 1959 has since been repealed and a comprehensive
tax has been introduced with effect from 1st October,
1982. The tax is called special road tax and the rates of
tax vary according to the types of vehicles. In the case
of stage carriages, depending on the standard of services
provided, the rate of tax varies from 18 paise to 40 paise

Table 3.4

Compounding Fees in Lieu of Goods Tax on
Public Carriers in Haryana and Uttar Pradesh

S!l. Public carrier Tax rate (Rs)
no.

Haryana Uttar Pradesh

(per (per month
annum) per quintal
of authorised

payload)

1. Public carriers other than those 810 4.50
plying on hill routes

2. Public carriers plying on hill routes 1215 10.50

3. Public carriers plying on Pathankot- 220 N.A.
Jammu routes only

4. Tempo rickshaw plying with public 610 N.A.
carrier permit

5. Private carriers operating on plain N.A. 3.45
routes

6. Private carriers operating on hill N.A. 7.95
routes

Note: N.A.: Not applicable.
Sources: 1. Government of Haryana, Budget Papers, 1986-87.
2. Commissioner, Transport, Uttar Pradesh.
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per seat per 10 kms for the entire distance to be covered
during the month. The stage carriages plying exclusively
within municipal or city limits have to pay the tax
annually. The tax liability for the first 20 seats is Rs
500 per seat and for the next 20 seats is Rs 300 per
seat. For seats in excess of 40, Rs 250 per seat is added.
The public and private goods vehicles have to pay the
tax per annum depending on the load-carrying capacity.
The payment varies within the range of Rs 550 to Rs
2200. Apart from these, there are separate rates for
contract carriages and vehicles operating on temporary
permits.

With a view to comparing the tax burden on road
transport in different States of the NCR, it is necessary
to take their combined incidence. For this purpose, we
worked out the annual tax burden on a public carrier
with a 10-tonne payload. The results are presented in
Table 3.5. It will be seen that the amount of tax paid by

Table 3.5

Annual Tax Burden on Goods Vehicles

Burden on goods Total

vehicles of 10 tonnes

States payload capacity
Road Goods tax
tax on compounded

fees basis
Delhi 1100 - 1100
Haryana 1500 1215 2715
Rajasthan 2500 2200* 4700
Uttar Pradesh 2933 5400 8333

Note: *Special road tax.
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the goods vehicles is the highest in U.P., followed by
Rajasthan and Haryana. Delhi has the lowest combined
tax burden among the NCR States. This might cause
diversion of venicle registration to the Union Territory
of Delhi. Consequently, the cost of transporting goods
could be less and the availability of transport vehicles
could be much more in Delhi, as compared to the
districts in the neighbourhood of Delhi.

Electricity Duty

The electricity duty levied under the respective
Electricity Duty Acts of the States is a charge on the
consumption or sale of energy. While Delhi and
Rajasthan collect the duty per unit of consumption,
Haryana and Uttar Pradesh have linked the duty rate
with the electricity tariff. The rates of electricity duty in
different regions (Table 3.6) show that there is no
uniform pattern. However, the rates in Delhi are lowest
among all the constituent regions of the NCR. For
industrial power, for example, the rate in Delhi is three
paise per kwtt. while in Haryana, it varies from 13
paise per unit to 17 paise per unit depending upon the
supply load.!! In Uttar Pradesh also the rate varies with
the connected load of below or above 75 kwtts. In either
situations the rates fixed are at a higher level than
those in Delhi. Therefore, the electricity duty which is
borne by the industrial units as part of the costs of one
of the inputs, might lead to an undesirable economic
effect in areas where the duty is higher.

This effect could be discounted by the fact that in the
States of Haryana and Uttar Pradesh, some concessions
have been given in respect of electricity duty to specified
industries (Annexure A.3.3). However, coverage of
electricity duty concessions is wider in Haryana than in

UFor details of electricity duty in Haryana and Uttar Pradesh,
See Annexure A.IIL.2.
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Table 3.6
Electricity Duty Rates in NCR

(Paise per KWH)

Delhi Haryana' Rajas- Uttar
than Pradesh?®

. Lighting and fan 9-15 6 4
. Domestic power
c. Commercial, non-
domestic power 3 16-21 6 4
d. Industrial power
(low, medium and
high voltage) 3 13-17 6 4-6
e. Agricultural purchases
(low, medium and
high voltage) 1 1 4
f. Non-domestic mixed load
supply (low, medium,
high voltage) 5 6 4
2. Tax payable by consumers
of electricity on energy
generated by themselves
within the area of the
corporation for any purposes
specified in (a), (c¢) and (d) 5 2 1

T ®
N BN

Notes: 1. Rates given in the table refer to lower and upper
limits.
2. For scheduled rates see Annexure 1I1.2 & IIL.3.
Sources: 1. Information submitted by States to Eighth Finance
Commission.
2. Budget papers, 1986-87 of State Governments.
3. Municipal Corporation of Delhi.

Uttar Pradesh. In view of this, the effective rate of
electricity duty in Haryana may not be as high as
reflected by the nominal rates.

However, it may be stated that as of today the
electricity duty alone in the NCR is not a very
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important factor in influencing the resource flow in the
region. The real issues related to electricity is not with
respect to tax but to its adequate availability. The effect
of the tax could be of some relevance when the supply
is uniform and adequate.

LOCAL TAX POLICY

Octroi or Terminal Tax

Among the local taxes, octroi is one of the most
important sources of revenue for the finance of the local
government.!? The rates of this local tax vary widely
from one State to another and in some cases from one
local government to another. With a view to examining
the rates, we present the tax structure of the local
bodies of most of the important towns of the NCR. Thus,
besides Delhi, the tax rates prevailing in one municipality
of Haryana, two of Rajasthan and seven of Uttar
Pradesh are presented in Table 3.7. The rates presented
for the different municipalities show wide variations.
Ghaziabad, for example, collects toll tax while the other
six municipalities of Uttar Pradesh impose octroi. The
tax levied and collected by Delhi Administration on the
entry of goods into the local area is known as terminal
tax.

With a few exemptions in Haryana and Rajasthan,
octroi is levied as a specific tax. Besides, the large
number of rates make any useful comparison difficult.

“Some of the local governments levy terminal tax or entry tax
in place of octroi. Terminal tax is similar to octroi with some minor
ditferences and is administered by the local government. Entry tax
is different in as much as it is a percentage of the yield of sales tax
and administered by the State government. Notwithstanding the
differences in nomenclature, this local tax is levied on the value or
volume of goods brought into a local area for sale or use or
consumption. It accounts for about 40 per cent of the income of the
local governments.
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There are as many as 28 rates in Delhi, 22 in Haryana,
37 in Alwar (Rajasthan) and 20 rates in Meerut (U.P.).
The variations in the rates among the local bodies show
that while the basic items of consumption like cereals
are taxed at the rate of 10 paise per quintal in Delhi,
the rate goes upto 60 paise per quintal in Khurja.
Cotton cloth attracts a tax of Rs 2.33 per quintal in
Delhi but Rs 15.00 per quintal in places like
Bulandshahar, Khurja, Sikandarabad and Meerut. The
rates of tax on consumer durables and luxury items also
show similar variations. Motor vehicles, for example,
are taxed at Rs 8.00 each in Haryana but at Rs 50.00
in Meerut. Some luxury items like cosmetics, perfumery
and toilet goods are taxed between Rs 4.64 per quintal
in Delhi and Rs 15.00 per quintal in Bulandshahar,
Khurja, Modinagar and Meerut.

The variations in octroi rates, presented in Table 3.7,
show the upper and lower limits of octroi on items of
common consumption, consumer durables, luxury goods
and basic raw materials. The rate most frequently
found in each group of these commodities is given in
parentheses. It will be seen from the table that in
general, Delhi has not only the lowest nominal rate but
also a smaller range of variation as compared to the
other municipalities. Many commodities of the nature of
raw materials and common consumer goods are taxed
only at the rate of 30 paise per quintal while other
municipalities levy octroi to the extent of Rs § per
quintal. In the case of consumer durables and luxury
goods too, Delhi seems to have the advantage with a
maximum rate of Rs 9.40 in contrast to Rs 40 per
quintal in municipalities in Uttar Pradesh.

The variations in the rates of octroi on raw materials
and intermediate goods show that the basic raw
materials like coal are taxed at 9 paise per quintal in
Haryana and at 50 paise per quintal in the municipalities
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of Khurja, Sikandarabad and Hapur. Distilled water is
taxed at the rate of Rs 1.20 per quintal in Delhi in
contrast to Rs 15.00 per quintal in Sikandrabad. Even
the general rate, that is, residuary entry applicable to
commodities not specified in the list of items shows wide
variations. While it is 30 paise per quintal in Delhi, in
Sikandrabad it turns out to be Rs 10 per quintal. By
and large, the nominal rates of octroi on inputs are the
lowest in Delhi.

In general, most of the items entering local areas are
taxed. However, some of the local governments grant
tax concessions to industries. Such concessions for raw
materials in the NCR region are as follows: In Haryana,
all industrial units set up outside the municipal limits
are exempted from octroi for five years from the date of
their commencing production. The new units located
within the municipal limits are exempted from octroi for
five years on capital equipments and building materials
and for three years on raw materials. In Rajasthan,
plant and machinery brought into the State are totally
exempt from octroi. Also, new units are exempted from
octroi on their purchases of raw materials, construction
and fabrication material for seven years. Similarly, in
Uttar Pradesh, all registered industrial units (small/
medium/large) are exempted from payment of octroi on
construction materials and machinery for a period of
five years from the date of registration. Thus, the
concessions accorded to industries in Rajasthan appear
to have wider coverage than elsewhere in the NCR.

Some commodities enjoy exemption in all municipali-
ties. These include bonafide personal luggage, personal
affects of a public servant transferred on duty; articles
imported through post office; bonafide property of
Central and State governments or municipality; raw
materials meant for production by Khadi and village
industries; old household goods sent out for repairs; the
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luggage of circus parties, theatrical companies; articles
of industrial or educational exhibitions not meant for
sale; goods imported for free distribution by organisations
such as Indian Red Cross Society and UNICEF, etc;
goods imported by organisations for providing relief to
persons affected by natural calamities; and goods
brought for rehabilitation of physically handicapped
people (Annexure A.3.4).

Property Tax

This is another important local tax consisting of a
basic tax on building with its appurtenant land and of
a number of service taxes like water tax, conservancy
and drainage tax, and lighting and fire tax. As regards
the basic tax on building, called house tax, the owner
has to pay a part of income from the building if the
property is rented, while self-occupied property is taxed
at a concessional rate. The scope and base of property
tax differ from one municipality to another. Uttar
Pradesh, for example, provides for two kinds of taxes,
compulsory and optional, which a corporation can levy.
A corporation, therefore, can widen its tax base by
levying the optional taxes and keep the rates at a lower
level compared to another corporation which does not
utilise the optional sources. The tax base for Municipal
Boards, on the other hand, is left to the discretion of the
administration without the provision of compulsory tax
at their disposal. In Rajasthan, only an obligatory tax,
called house tax, is levied by the municipalities. Thus,
the variations in statutory provisions provide ample
scope for differences in the base of the property tax.

The rate structure and determination also differ from
municipality to municipality. In general, either a flat
rate or a proportional rate is levied. For example, in
most of the States falling under the NCR (except Delhi)
a house tax is imposed on the basis of rateable value.
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Table 3.8

House and Water Tax Rates in Selected
Municipalities Under the NCR

(per annum as percentage of rateable value)

Local Bodies House Water
tax tax

1. Municipal Committees in Haryana

i. Faridabad 10. -
ii.  Gurgaon 12.5 -
iii. Palwal 10. -
iv. Panipat 12.5 ¥
v. Rewari 12.5 10.0
vi. Rohtak 12.5 -
vii. Sonepat 12.5 -
2. Municipal Boards in Uttar Pradesh
i. Bulandshahar 6.25 6.25
ii. Ghaziabad 10. 10.
iii. Hapur 5. 10.
iv. Khurja 7. 7.
v. Meerut 10. *x
vi. Modinagar 8. -
vii. Sikandarabad 10. 10.
3. Municipalities in Rajasthan
i.  Alwar (Municipal Council) 6.25% -
(for ARV Rs. 601-1200)
7.50%

(for ARV Rs. 1201 & above)
ii. Khairtal - -

Notes: (-) Indicates that tax is not levied.
* For first tap Rs 12 per month and Rs 3 per tap for excess.
**  Water charges at the rate of 40 paise per thousand litres
of domestic consumption and at the rate of 60 paise per
thousand litres of non-domestic consumption. The rate of
sewerage tax is 2.5% of ARV.
ARV Annual rateable value.
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The maximum rate of house tax, as can be seen from
Table 3.8, is 12.5 per cent in municipalities in Haryana.
The combined rate of house tax and water tax in Uttar
Pradesh varies between 8 per cent and 20 per cent. Two
local bodies of Rajasthan, which impose only house tax
are found to have lower rates than most of the
municipalities of the areas under the NCR. As water tax
is not levied in most of the municipalities, the local tax
on property is lower than the property tax rate leviable
on residential land and buildings in Delhi.

The tax structure in Delhi makes a distinction
between residential and non-residential properties. Land
and buildings used for residential purposes which have
rateable value (RV) upto Rs. 10,000 attract tax at the
rate of 10 per cent of the value. When the property falls
between Rs 10,000 and Rs 20,000 in terms of the RV,
the charge amounts to a lumpsum of Rs 10,000 plus 20
per cent of the amount by which the RV exceeds Rs
10,000. For the remaining slabs of rateable values
exceeding Rs 20,000 the lumpsum component of the tax
increases to Rs 30,000 in addition to 30 per cent of the
amount by which the RV exceeds RS 20,000. The other
three constituents of property tax in Delhi are water
tax, scavenging tax and fire tax, also levied according to
the RV of the property. While the water tax is fixed at
10 per cent of the RV, fire tax is levied at the rate of 1
per cent on residential lands and buildings and at 2 per
cent on non-residential property. The scavenging tax is
designed to have three rates, viz.,, 2 per cent for
residential lands and buildings, 10 per cent for hotels
and restaurants and 5 per cent for all other non-
residential lands and buildings. There is no difference
between urban and rural areas. As regards urban and
rural areas of Delhi, the general tax rate on land and
buildings, is lower in the former areas, but there is no
difference in service charges (Table 3.9). The property
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tax in Delhi on residential land and buildings having a
rateable value upto Rs 10,000 is worked out at 13 per
cent (10 per cent general tax plus 2 per cent scavenging
tax plus 1 per cent fire tax). When the rateable value
goes beyond this level the tax liability increases. Non-
residential land and buildings also force a greater tax
burden than residential properties.

The above analysis of the rate structures of taxes like
sales tax, motor vehicles tax, passengers and goods tax,
electricity duty, octroi and property tax in the NCR
reveals that there are wide differences in the base and
rates of the taxes. A comparison of rates of different
taxes among the States of the NCR indicates that the
effective rate is likely to vary considerably from one
region to another. Except for property tax, the nominal
rates of all the other States and local taxes are found to
be lower in Delhi than elsewhere. This might consider-
ably affect the locational decisions of firms, and could
also lead to a diversion of trade from the neighbouring
States to the Union Territory of Delhi. How far this
factor influences industry and trade, would be the
subject matter of discussion in the following chapters.
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Annexure A.3.1

SALES TAX INCENTIVES IN THE NATIONAL
CAPITAL REGION

A. Uttar Pradesh

Any goods manufactured in an industrial unit, which
1s a new unit as defined in the Uttar Pradesh Sales Tax
Act, 1948, the date of starting production whereof falls
on or after the first day of October, 1982 but not later
than the thirty-first day of March, 1990, no tax under
the aforesaid Act of 1956 shall be payable by the
manufacturer thereof on the sale by him in the course
of inter-State trade or commerce of such goods for the
period specified, which shall be reckoned from the date
of first sale, if such sale takes place not later than six
months from the date of starting production or, in other
cases, from the date following the expiration of six
months from the date of starting production, subject to
the following conditions:

1. That the said industrial unit has not discontinued
production of such goods for a period exceeding
six months at a stretch;

2.  That the said industrial unit furnishes to the
assessing authority concerned an Eligibility
Certificate granted in this behalf by the Director
of Industries, Uttar Pradesh, the Chairman, New
Okhla Industrial Development Authority (NOIDA)
or the Divisional Joint Director of Industries, as
the case may be, in accordance with the procedure
detailed below:

a. The applications for grant of eligibility cer-
tificate shall be submitted to the General
Manager, District Industries Centre of the
district in which the new unit has been
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established and, in the case of a unit estab-
I:ished in NOIDA area, to the Area Develop-
ment Officer, NOIDA;

b. the application shall be examined by a
Committee consisting of the District
Magistrate of the district in which the new
unit has been established as Chairman, the
General Manager, District Industries Centre
as Member Convener and the concerned
assessing authority as member and in the
case of NOIDA, the Committee shall consist
of the Deputy Chief Executive Officer, NOIDA
as Chairman, the Deputy Commissioner
(Executive), Sales Tax Ghaziabad as Member
and the Area Development Officer, NOIDA as
Member Conveners;

c. the Committee shall forward the applications
along with its recommendations to the
Divisional Joint Director of Industries and, in
the case of NOIDA, to the Chairman, NOIDA;

d. applications from small scale units forwarded
to the Divisional Joint Director of Industries
shall be considered by a Divisional Level
Committee headed by the Divisional Commis-
sioner with the Deputy Commissioner (Execu-
tive), Sales Tax as Member and the Divisional
Joint Director of Industries as Member
Convener. The Divisional Legal Committee
shall take a final decision regarding grant or
otherwise of :ligibility certificate to the unit
concerned. The applications from small scale
Units forwarded to the Chairman, NOIDA
shall be considered and the final decision
taken by him;

e. applications from medium and large scale
units shall be forwarded by the Divisional
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Joint Director of Industries or, as the case
may be, the Chairman, NOIDA, along with
the recommendations of the Divisional Level
Committee or the recommendations of the
Chairman, NOIDA, to the Director of
Industries, Uttar Pradesh for consideration
and decision by a State Level Committee
comprising himsel, the Commissioner, Sales
Tax, Uttar Pradesh and the Managing
Director, Pradeshiya Industrial and
Investment Corporation of Uttar Pradesh;
the Eligibility Certificate shall be issued, in
the case of small scale units, by the Joint
Director of Industries concerned or, as the
case may be, by Chairman, NOIDA, and in
the case of medium and large scale units, by
the Director of Industries, Uttar Pradesh;
and

in the event of any disagreement between the
Director of Industries and the Commissioner,
Sales Tax, Uttar Pradesh, the matter shall be
referred to Government for consideration by a
Committee headed by the Principal Secretary,
Industries Department, with the Secretaries

" of the Finance and Institutional Finance

Departments as members, whose decision
shall be final.
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Sl. Location of unit Period of exemption
no.

In the case of In the case of
units with units with
capital invest- capital invest-
ment not excee- ment not exc-
ding 3 lakh  eeding 3 lakh

rupees rupees

(1) 2) (3) 4

1. The districts of Banda,
Jalaun, Hamirpur,
Jaunpur, Fatehpur,
Pauri Garhwal, Tehri
Garhwal, Chamoli,
Uttar Kashi, Sultanpur,
Kanpur (Rural), Almora,
Pithoragarh, Nainital
and Dehradun Five years Seven years

2. The districts of Azam-
garh, Bahraich, Ballia,
Barabanki, Basti, Budaun,
Bulandshahar, Deoria,
Etah, Etawaha, Faizabad,
Farrukhabad, Ghaziabad,
Gonda, Hardoi, Jhansi,
Lalitpur, Mainpuri,
Mathura, Moradabad,
Pilibhit, Pratapgarh,

Rai Bareilly, Rampur,

Shahjahanpur, Sitapur and

Unnao and Tehsil Dadri

of Ghaziabad district Four years Six years
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(1) 2) 3) 4)
3. The districts of Agra,

Aligarh, Allahabad,

Bareilly, Bijnor, Ghaziabad

(excluding Tehsil Dadri)

Gorakhpur, Kanpur (urban),

Lakhimpur Kheri,

Lucknow, Meerut,

Mirzapur, Muzaffarnagar,

Saharanpur and

Varanasi Three years Five years

Explanation: For the purposes of this notification--

1.

“Industrial Unit” means an industrial unit holding

permanent registration with the Directorate of

Industries, Uttar Pradesh as a small, handloom

or handicraft industry or an industrial licence/

registration granted by the Iron and Steel

Controller or the Textile Commissioner or the

Director, Sugar or the Director General of

Technical Development or the Government of

India; and

a. registered under the Factories Act, 1948 or
established after obtaining a Term Loan from
the U.P. Financial Corporation or from a
scheduled Commercial Bank, in the case of
units with a capital investment not exceeding
three lakh rupees; or

b. registered under the Factories Act, 1948 or
having applied for registration under the said
Act and deposited the required fee for the
purpose, in the case of units other than those
referred to above

“Date of starting production” and ‘new unit’ shall
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have the meaning assigned to them in the
explanation to section 4-A of the Uttar Pradesh
Sales Tax Act, 1948; and

3. “Capital investment” means investment in land,
building, plant, machinery, equipment and
apparatuses.

B. Haryana

For attracting the new industries to be set up in the
State of Haryana, the State Government with effect
from 6th May, 1986 has enforced the scheme of
deferment of payment of sales tax. This concession is
available to all such industries which were and are set
up in the State on or after 1.11.1983. According to this
scheme, pioneer and prestigious industrial units and the
new eligible industrial units are entitled to the benefit
of deferment of tax due from them on or after the 6th
May, 1986, for five years to nine years and during the
period and to the extent reproduced below:
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The benefit of deferment of tax is available to the new
units on their obtaining eligibility certificate from the
Industries Department and the Entitlement Certificate
from the District Officers-in-Charge of the district offices
of the Excise and Taxation Development.

C. Rajasthan

All machines purchased for setting up textile, ceramic,
glass, cement, engineering, sugar, metal and mineral
based industries are exempted from payment of sales
tax. Sales Tax is also exempted on raw material for 5
years.
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Annexure A.3.2

THE RATES OF ELECTRICITY DUTY

IN HARYANA AND U.P.

a. General Supply (Haryana)

1.

Domestic supply for

first 40 units 9 paise per unit
ii. Above 40 units and
upto 100 units 10 paise per unit
1i. Above 100 units and
upte 200 units 13 paise per unit
iv. Above 200 units 15 paise per unit
b. Commercial Supply (Haryana)
1. Upto first 30 units 19 paise
ii. Above 30 units and upto 80 units 21 paise
c. Industrial Consumer (Haryana)
Large supply  for loads 17 paise per unit
above 100 kw
Medium supply for loads above 16 paise per unit
20 kw and
upto 100 kw
Small supply  for loads 13 paise per unit
upto 20 kw
d. For industrial or motive power purposes

at medium, higher voltage (U.P.)

1.

With connected load 4 paise per unit
less than 75 kws
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ii. With Contracted load 6 paise per unit
more than 75 kws

e. For purposes other than (a) above (U.P.)

i. Upto 24 paise per unit of tariff 35% of the charge

ii. For 25-30 paise per unit of tariff 6 paise
-- 25 per cent of the price of energy.
-- Industrial undertaking generating energy for
their own use or consumption but in public
interest, duty is exempted for 5 years.
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Annexure A.3.3

EXEMPTION AND CONCESSIONS ON

ELECTRICITY DUTY IN THE STATES OF NCR

l.a. Haryana

1.

il.

1il.

1v.

In industrial undertakings generating energy for
their own use or consumption but in the public
interest (the State has exempted such industries
from the payment of whole of electricity) for a
period of 5 years with effect from 1.4.1975.
Small scale industries in Faridabad and
Ballabgarh with also investment in plant and
machinery upto 37.5 lakhs for a period of 3 years
with effect from 20.3.1970.

In the backward areas of district Mahendragarh
and Jind, Tehsils of Rewari, Naraingarh, Gurgaon
and sub-tehsil Nehor, the industrial undertakings
upto capital investment of Rs. 1 crore, for 7 years
with effect from 20.3.1970.

In the areas other than (ii) and (iii), the
industries with capital investment upto Rs. 50
lakh for 5 years with effect from 20.3.1970.

To all new industries engaged in manufacture,
processing and preservation of goods.

b. Uttar Pradesh

1.

1.

Factories having capital investment upto 25 lakh
and established in the backward districts are
exempted for a period of 5 years.

New industrial units which had set up their own
power plants after January 2, 1973 were given
exemption is continuing until now.
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2. Exemption of Duty Common in all the States

Energy sold to/consumed by:

i.  Central Government

ii. State Government

iii. Railway for construction, maintenance and
administration

iv. Agricultural operations, such as pumping of
water for irrigation.

Source: Government of India, Central Electricity Authority,
Ministry of Energy, “Schedule 2 Electricity Duty/Tax on
generation, sale and consumption of electricity in various
States of India”
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Annexure A.3.4

LIST OF EXEMPTIONS IN OCTROI

In general, the following items are exempted from the
Octroi/Terminal Tax.

1.

PN O N

11.

12.

13.

14.
15.

16.
17.

18.
19.

Dead animals and living animals other than
those mentioned in the rate schedules.

Ghee for personal use.

Head load fuel other than gas cylinder.

Cattle feed.

Fresh vegetables, flowers, etc.

Milk and butter milk, etc.

Books, newspapers, other than waste papers.
Empty canes or containers of milk, petrol,
lubricants.

Common salt.

Petroleum and aviation spirit.

Ammunition, warlike stores imported by the
defence forces or police departments.

Bonafide personal and transferred households
effects.

Goods taken from within octroi/terminal tax
limits to railway premises and returned unbooked.
Articles imported through the post office.
Agricultural implements and kohlas and their
component parts.

Spare wheel not exceeding four kept in a motor
vehicle.

Goods seized by the police.

Fruits carried on head load.

Goods imported by any diplomatic or consular
mission of a foreign state or the High Commission
of a Commonwealth country and any official of
such mission or High Commission.
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20.

21.

22.

23.

24.

25.

26.

Goods imported by the International Labour
Organisation, United Nations and Allied Organi-
sations operating in India.

Genuine and pure khadi imported by various
voluntary organizations like Gandhi Ashram, All
India Spinners Association.

All suppliers of power alcohol imported by the
Excise Departments.

All free gifts of foodgrains and other food supplies
including milk powder; processed foodstuff and
multi-purpose goods, drugs, medicines, multi-
vitamin tablets, hospital equipment and supplies,
agricultural implements.

Multi-purpose Food and Nutro Biscuits, imported
by the meals for Millions Association of India, for
tree distribution only.

All supplies of bonafide Red Cross material
received by the Indian Red Cross Society.

All articles received as gifts by the Blind Relief
Associations.



Chapter 4

Impact of Tax Policies on
Location of Industries

In the previous chapter we have analysed the structure
of State and local taxes in the constituent parts of the
NCR and have shown that there are variations in the
rate structure of most of the taxes. In this chapter, we
shall first present an analysis of the industrial structure
of the constituent parts of the NCR. This is followed by
an empirical analysis of the factors that affect the
location of industry in the region.

Our analysis is supported by data for Meerut and
Bulandshahar districts in Uttar Pradesh; Rohtak,
Gurgaon, Sonepat, Karnal and Mahendragarh districts
in Haryana; Alwar district in Rajasthan; and the Union
Territory of Delhi. The analysis of the industrial
structure is presented for the period 1979 to 1984 in
terms of major groups of industries. The data source is
the Annual Survey of Industries.!

Industrial Structure of the NCR Region
The number of registered factories in the NCR

'‘As the district-wise data are not published, these have
specifically been obtained from the computer tapes of the Central
Statistical Organisation.
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increased from 3,296 in 1979 to 4,132 in 1984 (Table
4.1). Similarly, the capital employed, rose from Rs.
39,850 lakh to Rs 64,340 lakh during the period at a
growth rate of 10.95 per cent per annum and the total
industrial employment in the region went up from
1,46,000 to 2,20,000 at a growth rate of 7.34 per cent
per annum. The total output in the region went up from
Rs 1,18,224.71 lakh to Rs 3,32,798.54 lakh, indicating a
growth rate of 20.94 per cent per annum. These figures
point to the substantial growth of industries in the
NCR. An industry-wise analysis of the constituent
districts is attempted in the following paragraphs.
The industry-wise distribution, as presented in Table
4.2, shows that the maximum output is contributed by
the food and beverages industry. In 1979, the share of
output of this industry was 21.51 per cent which
increased to 38.88 per cent in 1984, showing a growth
rate of 30.6 per cent per annum. The chemical and
chemical products industry followed, with a 9.73 per
cent share in output in 1979. In 1984, the second place
was taken by non-metallic mineral products with 10.32
per cent share. When the industries are categorised on
the basis of output share, the first category incorporates
those industries which contribute upto 3 per cent share
in output. Industries falling in this category in 1979
were that of tobacco, footwear, paper and paper products,
leather products, rubber products, petroleum products,
basic metals, and electrical machinery. The ranking of
this group of industries remained unchanged in 1984.
The second category comprises industries with an
output share of 3 to 5 per cent; in 1979 these were metal
products, printing, and non-electrical machinery. The
last item was displaced in 1984 by textiles industry.
Food and beverages, textiles, furniture, chemical and
non-metallic industries constituted the third category in
the year 1979, which contributed more than 5 per cent
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Table 4.3

Productive Capital and Employment in the NCR
(During 1979 and 1984)

Variables/ Productive capital Employment
Districts

1979 1984 1979 1984
Meerut 370789 487148 14465 17263
16.23) (4.39) (7.99) {7.87)
Bulandshahar 48215 182026 8999 16500
(0.81) (1.67) (4.99) 4.79
Rohtak 181958 409214 6926 9739
(3.06) (3.75) (3.82) (4.44)
Sonepat 162884 218599 455 3065
(2.74) (2.00) (0.25) (1.40)
Gurgaon 69129 948194 6462 7368
(2.00) (8.70) (3.67) (3.36)
Karnal ) 165981 409893 5715 8773
(2.80) (3.80) (3.16) (4.00)
Mohindergarh 39540 95396 1619 6388
(0.66) (0.97) (.89) (2.91)
Alwar 140909 1068179 1727 11573
(2.37) (9.87) (.95) (5.23)
Delhi 1766718 7017600 521702 1037460
(79.33) (64.82) (74.40) (65.94)
N.C.R. (Total) 5950957 10902813 131111 219263
(100) (100) (100) (100)

Note: Figures within parenthesis indicate district proportion to
the total of the NCR.
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to the total industrial output. In 1984 non-electrical
machinery industry joined this group displacing textiles
industry. Thus, during 1979 to 1984, there were only a
few important changes in the industrial structure from
the point of view of share in total output. The share of
textiles, furniture, and leather industries showed a
decline, while food and beverages, footwear, petroleum,
non-metallic mineral and non-electrical machinery
witnessed an increase.

In respect of employment provided (Table 4.3), the
food and beverages industry ranked first over the five
vear period 1979-84, its share increasing from 10.74 per
cent to 12.22 per cent. On the basis of the proportion of
employment provided by each industry, the first group
comprises industries accounting for upto 5 per cent
share of employment. These industries are tobacco,
footwear, chemicals, textiles, paper, petroleum and
leather and fur products. Petroleum industry made a
significant improvement in its share of employment
from 1.88 per cent in 1979 to 5.47 per cent in 1984. The
share of tobacco, footwear and leather and fur products
industries was insignificant, each industry accounting
for less than one per cent of the total. The second group
of industries with 5 to 8 per cent share includes rubber,
printing and non-metallic and non-electrical machinery.
Non-electrical machinery industry’s share increased
significantly from 5.79 per cent in 1979 to 9.37 per cent
in 1984, and the rubber industry too showed an
encouraging increase in terms of employment provided.
The third group of industries, raising more than 8 per
cent share of employment, are food, furniture, basic
metals, metal products and electrical machinery.

Industrial Structure of the NCR States
The industrial structure of the NCR shows uneven
development of the constituent States. The Union
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Territory of Delhi, as the hub of the NCR, continues to
exercise strong gravitational pull on industrial activity
in the neighbouring areas. A brief review of the
industrial structure of the constituent States, for the
period 1979-84, is presented here.

Delhi

Delhi has witnessed the maximum industrialisation
in the NCR. The number of factories went up from 2,757
in 1979 to 3,203 in 1984. Productive capital increased
from Rs 3,243.9 million to Rs 4,286.5 million with a
growth rate of 6.39 per cent per annum during the same
period. The total number of industrial workers increased
from 106,400 in 1979 to 158,000 in 1984, recording a
growth rate of 6.12 per cent per annum. Total industrial
output has increased from Rs 7,059.8 million to Rs
17,545.2 million during the same period, indicating an
annual growth rate of 17.94 per cent. Thus, in 1979
around 73 per cent of industrial output of the NCR was
contributed by Delhi alone. This, however, declined to
69.66 per cent in 1983.2

Industry-wise distribution of the industrial sector in
Delhi shows that the share of food and beverages
industry is quite significant. The output share of this
industry was 18.82 per cent in 1979 and 17.49 per cent
in 1984. Among the other industries, a major contribution
came from furniture, chemical products, and non-
metallic mineral industries. The first two of these
contributed more than 8 per cent in both 1979 and 1984
but the non-metallic mineral industry joined this group
in 1984 only. Industries contributing less than 3 per
cent share in 1979 were footwear, paper, leather, rubber
and petroleum. The contribution of the rubber industry

“As there is some discrepency in the aggregation of output data
for the year 1984, we have confined our analysis in relation to share
of output in the NCR, by district, upto the year 1983.
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went up from 2.66 per cent in 1979 to 4.29 per cent in
1984, and of footwear from 0.15 to 1.73 per cent but
declined in the case of leather product industry. The
basic metal and electrical machinery industries were
contributing a share of 3 to 5 per cent in both 1979 and
1984. The textile industry has joined this category
because its share declined from 6.37 per cent in 1979 to
4.10 per cent in 1984, whereas the rubber industry
joined this group by virtue of an increase in its share
from 2.66 to 4.24 per cent. The third group comprises all
those industries which contributed between 5 and 8 per
cent to the total output: printing, non-metallic mineral,
basic metal and non-electrical machinery.

NCR Districts in Haryana

The districts of the State of Haryana, viz., Rohtak,
Sonepat, Gurgaon, Karnal and Mahendragarh
contributed roughly 17.62 per cent of the industrial
output in 1979 and 38.66 per cent in 1984. Of these
districts, Rohtak and Karnal led the others, with the
former contributing 7.17 per cent and 8.26 per cent of
the output in 1979 and 1984, respectively. Among
industries, the food industry accounted for 21.51 per
cent in 1979 and 38.8 per cent in 1984. The textile
industry’s share was 29 per cent in 1979 but it declined
to 20.66 per cent in 1984. The industry provides more
than half of the total employment of the districts, which
increased from 56.36 per cent in 1979 to 64.41 per cent
in 1984. In Karnal there are a variety of industries such
as food and beverages, textiles, rubber, chemical,
petroleum, non-metallic, basic metal, metal products
and non-electrical machinery. The petroleum as well as
non-metallic industries contributed approximately 30
per cent of the industrial output of the district in 1979
as well as in 1984. The industrial output of Gurgaon
district went up from Rs 464.1 million in 1979 to
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Rs 804.1 million in 1984. Textile is one of the leading
industries, and contributed 31 per cent of the total
mdustrial output of the district in 1979. However, in
1954 the footwear industry emerged as a major com-
petitor contributing almost 39 per cent of the district's
output. The industrial profile of Mahenderagarh district
includes food and beverages, printing, chemical, non-
metallic and metal products. liowever, the share of
these 1ndustries in the total is insignificant.

NCR Districts in Uttar Pradesh

hoeoandusirial development of Bulandshahar district
of Uttar Pradesh has been negligible. It contributed
only 1.63 per cent output to the NCR total in 1979 and
1.29 per cent in 1984, In contrast, Meerut district has
been industrially active, with chemical industry
contributing 54.3 per cent of the district’s industrial
output i 1979 and 54.9 per cent in 1984. Food and
beverages with a 25 per cent share, was the second
important industry in the district.

NCR Districts in Rajasthan

Alwar district has been witnessing industrial changes
in recent years. The total industrial output of the
district was only Rs 144.2 million in the year 1979
which increased eight times and went up to Rs 1,206.3
million in 1984. The footwear industry, which was
started in 1981, claimed 34 per cent of total industrial
production in 1984. Other important industries in the
district are non-metallic, chemical and food.

Share of Industries

Analysing the share of each industry by district, we
find that there is concentration of two industries, (viz.,
wearing apparel, and leather and fur products) in
Alwar. The wearing apparel industry’s contribution to
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the NCR total output remained around 59 per cent in
the year 1981 as well as in 1984. Leather and fur
products contributed 40 per cent in 1981. Other
industries contributing approximately 5 per cent share
in 1984 were electrical machinery and basic metals
(Table 4.4).

In the Haryana districts of the NCR, food industry is
concentrated in Rohtak and Mahendragarh. These two
districts accounted for 17.17 per cent of output in 1979
and 14.81 per cent in 1983. Textile industry is confined
largely to Rohtak, Karnal and Gurgaon districts with
their total share in the output amounting to 45.54 per
cent in 1979 and 54.11 per cent in 1983. Wearing
apparel industry, concentrated in Sonepat and Gurgaon,
contributed more than half of the total output of this
industry (except in 1979). Similarly, around fifty per
cent of the output of non-metallic mineral industry came
from Karnal and Rohtak and around 64 per cent of the
output of petroleum products industry came from
Karnal. Gurgaon and Karnal jointly contribute 71 per
cent of petroleum products.

Thus industries’ concentration in Rohtak, Karnal,
Gurgaon, Sonepat and Mahendragarh in the descending
order of their share in output are petroleum products,
non-metallic mineral, wearing apparel, textiles and food
industries. Among the two NCR districts in Uttar
Pradesh, Bulandshahar has only a food industry, which
contributes around 7 per cent of the total output of this
industry. Meerut with its chemical and chemical products
industry, contributed 37 per cent of the output in 1979,
subsequently declining to 23.32 per cent by the year
1983. Other industries of some importance in the
districts are food, paper, basic metal and electrical
machinery, which have lost their place over time.

Unlike the States mentioned above, Delhi has a
prolific industry profile. For example, in the year 1979,
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industries localised only in Delhi were wearing apparel,
furniture, paper, printing, leather, rubber, non-electrical
machinery and electrical machinery. Most of these
industries continued to be localised in Delhi even in
1983. Except wearing apparel, petroleum, non-metallic
and textiles industries, all other industries located in
Delhi contributed more than half of the output of the
individual industries in the region.

Location Quotient

To ascertain whether industries are concentrated in a
particular region or are widely dispersed, we have
calculated Location Quotient (LQ) which is used to
compare a region’s percentage share of a particular
activity with its percentage share of some basic
aggregate. Thus, LQ is defined as a ratio of percentage
share of i*" industry in the total sector of j** region to the
percentage share of the i*" industry in total manufac-
turing sector, i.e.,

S. = output of ith industry in jth region,

S = total output of the jth region,

N = output of ith industry in the NCR, and
= total industrial output of the NCR.

Z
I

If the LQ is exactly unity, it can be inferred that the
structure at the NCR level is more or less replicated at
the district level. Also, it shows that the district has a
fair share of that industry as compared to the total of
the NCR. If LQ>1, the district has more than a fair
share of the industrial activity, and the converse would
be true if LQ<1.
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Location quotient could be calculated on the basis of
output, employment or capital employed. In Tables 4.4
and 4.5 we present such estimates for the years 1979
and 1984. The output-based estimates (Table 4.4)
indicate contribution of that specific industry in the
State’s domestic product. On the other hand, LQ
estimates on the basis of employment (Table 4.5)
indicate existing labour absorption capacity. Similarly,
LQ on the basis of capital investment would indicate its
share in the particular industry of a district as
compared to the NCR capital investment.

Output based LQs suggest that Meerut district had a
fair share of food and beverages, chemicals, and basic
metal industries. However, capital based LQ presents a
revised picture, with paper, printing, and electrical
machinery industries showing more than an even share.
A comparison of LQs for the years 1979 and 1984 shows
that in 1984 these industries achieved a greater share
in comparison to the NCR total. Food and beverages
industry was losing its share as regards output and
capital but its absorption of employment increased in
1984. Another district of Uttar Pradesh, viz.,
Bulandshahar, had only one industry (food and
beverages) having a value of LQ>1. However, over the
years, the coefficient of LQ was declining and the
industry was losing its place in the district.

Among the districts of Haryana, Rohtak had more
than a fair share of food, textiles, and non-metallic
industries in 1979. The share of these industries
declined in 1984, with the exception of textiles which
had a higher LQ. The LQ for rubber industry considerably
increased, showing that the industry had acquired a
fairly good position in 1984. Petroleum, chemical and
metal products industries of the district had LQ<1
indicating their relatively less important position in the
NCR. In the Sonepat district of Haryana, most industrial
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development has taken place after 1979. LQ on the
basis of capital and employment was very high in non-
metallic and basic metal industries in the first year but
declined in later years. The footwear industry recorded
a big spurt with an LQ of 17.75. Other industries such
as petroleum, non-metallic and basic metals have low
shares in the NCR. In Gurgaon district, textiles,
footwear and non-metallic industries seemed to dominate
in 1979 as well as 1984. The textiles industry has
shown an improvement over the years. Those having a
lower LQ are food, paper and paper products and
chemical industries. Karnal is one of the districts with
a significant concentration of almost all industries.
Excepting a few industries such as food and beverages,
rubber and rubber products, metal products, electrical
machinery, and non-metallic machinery, which have
LQ<1, all the other industries record an LQ>L1.
Mahendragarh district of Haryana has printing and
publishing, petroleum products, basic metais, metal
products and food industries of which only the first two
have some significant share in the NCR.

Alwar, the only district of Rajasthan in the NCR,
shows a gradually improving industrial profile since
1979. The district has a high LQ in footwear industry
(Table 4.4). Other noteworthy industries are non-
metallic, leather and fur, chemical and petroleum
products. Food and beverages, tobacco, basic metals,
metal products, electrical machinery, and non-electrical
machinery recorded an LQ>1.

Delhi has a fairly significant LQ in the NCR, with a
sizeable population of almost all industries which are
found elsewhere in the region. The three industries
which kept a low profile in the years 1979 and 1984
were food and beverages, textiles and non-metallic
minerals. Chemical industry improved its position in
1984 over that in 1979 but petroleum and footwear
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industries recorded a decline. The other industries have
done fairly well with most of them showing an increasing
trend (Table 4.4). They include tobacco, furniture,
printing, paper, leather, rubber, basic metals, metal
products, non-electrical machinery and electrical
machinery industries.

Factors Affecting Location of Industries

The two broad factors which govern the choice of
location of an industry relate to demand and supply.
While demand relates to market conditions and tax
incentives on finished goods, the supply factor covers
production costs, viz., costs of raw materials, fuel and
energy, wages, transportation and taxes on inputs.

In this section, we present an empirical analysis of
the effects of the relative importance of various locative
influences on industries established in the National
Capital Region. All the two-digit level industries in the
region have been considered. The study includes the
variables that affect supply, and consequently costs, and
also factors that affect demand. In examining all these
factors, special emphasis is laid on the effect of sales tax
on the location of industry.

Using each variable, the following specification is
estimated by applying the ordinary least squares (OLS)
method:

Y = a+b X, + bX, + b X, + b X,
where,

Y = Location quotient,

X, = Input cost per rupee of output,

X, = Wage cost per rupee of output,
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X
X

4

Effective tax rate per rupee of output,®
Deficiency in availability of electricity.

The OLS results of the above model as obtained for
the different districts of the NCR are as follows.*

Meerut
Y = 41.3568 -45.3743X,  -51.4441X,
(-1.3734) (-1.4210)
31.6267X, + 0.4775X ** R* = 0.6468
(-1.0235) (2.0450)
Rohtak
Y = 341.8862 -323.9240X * -570.2012X,*
(-8.8071) (-9.2176)
-425.2133X,* -2.0445X,* R? = 0.9949
(-11.1197)
Karnal
Y = 108.0634 -7.4137X % -422.14650X,*
(-3.0917) (-2.4411)
173.3497X.* -4.0734X,* R? = 0.8286
(4.0064) (-2.2432)
Alwar
Y = -42.5381 +44.3708X +138.4723X ** +

(1.3411) (1.7164)

‘The effective tax rate has been calculated by taking weighed
average of all the commodities falling under each industry group.
The weights have been assigned on the basis of the proportion of
the gross turn-over of the commodities under each industry. As we
have used ratio of tax yield/gross turnover, it takes care of the
exemptions and concessions given under the Sales Tax Laws of
each State.

‘We have presented here the results which are statistically
significant. The other results are shown in Annexure A 4.2.
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68.0862X,* -0.0211X,  R? = 0.4441
(2.0470)  (0.4795)

Delhi
Y = 0.8910 + 0.1070X, -1.3351X, +
(0.2527) (0.7710)
3.7285X,*  -0.0451X, R? = 0.2547
(1.8687) (0.9533)

Notes: * Significant at 5% level
** Significant at 10% level.

These results show that input costs have prevented
the location of industries in some of the districts in
Haryana. Likewise, for districts of Rohtak and Karnal,
the wage cost has also been a deterrent. This could, in
fact, have resulted because of low availability of raw
materials and labour as well as transport bottlenecks
existing in these areas. In contrast to Haryana, the
cheap availability of labour (as shown by a positive
value of X,) has been helpful with regard to establishment
of industrial units in Rajasthan for its Alwar district.

An important and more interesting fact revealed by
these results relates to the sales tax factor. Among the
significant results produced above, this factor, except for
Meerut, has shown its influence for all the districts. The
positive sign of the effective tax rate (measured in terms
of per rupee of output), for most of these districts,
implies that exemptions and concessions provided by
their parent States do have their positive bearing on the
location of industries. However, any generalisation with
respect to the tax factor (and for other factors too) for
the entire State is unwarranted in view of the existing
inter-district variations even within the same State.
Considering Haryana, for instance, it can be noted that
unlike Karnal its other district, namely, Rohtak seems
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to have suffered from higher effective tax rates.® This
possibly might have adversely affected the location of
industries in this particular district.

Yet another significant noticeable fact in these results
pertains to Haryana. The negative sign of the power
deficiency variable in the related results reaffirm the
fact that industrial location in Haryana (unlike in U.P.
for Meerut) has been hampered because of scarcity of
power.

These results, though limited by their paucity of
coverage, are yet broadly indicative of the influence of
sales tax rates on the location of industries in most of
the States of the NCR. Besides, these results also
highlight the importance of infrastructure variables
namely the cost of inputs, wage costs and power
deficiency.

*The sign of X, is negative for this particular district.
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Annexure A.4.1

CORRESPONDENCE BETWEEN INDUSTRIES
AND COMMODITIES

Code Name of industry Items

No.
(1) (2) 3

20-21 Manufacture of Food Atta, Maida, Suji, Sweet
Meats, Namkin, Cooked
food, Rawart, Gagak,
Biscuits, Bread cakes,
Pastries, and sugar
products such as Sugar
candy, Batasa, Getta
sugar, Toys (Chini Ka
Khilons) and Illaichi

Dana.

22 Manufacture of 1. Tobacco and its
Beverage, Tobacco products - Exemp.
and its products 2. Tea pepared and

coffee

3. Soda water, Lemo-
nade, Fruit juice and
other soft beverages.

4. Alcohol

23 Manufacture of Cotton Textile

24 Manufacture of Wool, Silk and
Synthetic Fibre Textile
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25-26 Manufacture if Jute, Hemp. Mesta
Textiles & Manufactures of Tex-
tile products (including Wearing
Apparel other than Footwear)

27

28

29

30

31

32

Manufacture of wood
& its products

Manufacture of Paper

and Paper Products,
Printing, Publishing
and Allied Industries

Manufacture of
leather and leather
products

Manufacture of
rubber, plastic and
coal products

Manufacture of
Chemical and its
products

Manufacture of
Non-metallic mineral
products

Wood and timber of
all kinds

=

Paper of all kinds
2. Card Board and
Straw Board

Foot wear of all kinds
Suit cases, etc.

o=

Rubber hoses
Rubberised coir
sheet, cushions
Pillow mattresses &
other articles made
from rubberised coir
3. Plastic buckets
Plastic basin
Plastic soap case
Plastic and other
4. Coal briquettes.

N

1. Chemical of all kinds
including fuel gases
2. Chemical fertilisers

1. All kinds of mineral
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33 Basic metals and 1. All kinds of ore,
alloy industries metals: scrap and
alloys machinery
sheet and circles used
in the manufacture
of brass.

34 Manufacture of metal Metals of all kinds
products and parts
except machinery and
transport equipments

35 Manufacture of Machinery and spare
machinery tools and  parts
parts except electrical
machinery

36 Manufacture of All electrical goods
electrical machinery,
appliances & parts

37 Manufacture of Motor vehicles including
transport equipment motor cars, motor cycles
and parts motor vans, etc.

Tractor and parts

38 Other manufacturing 1. Carpets
industries 2. Hosiery
3. Medicines
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Chapter 5

Variations in Tax Rates and
Diversion of Trade

Marked differences in the tax structures of the constituent
regions make the task of framing a viable tax policy for
the NCR, a difficult one. There is lack of uniformity in
the levy of three major taxes viz., the State’s general
sales tax, the Central sales tax! and octroi. As mentioned
earlier, such variations lead to a possible diversion of
trade. In this context, we analyse in this chapter the
existing structure of trade in Delhi, the structure of
trade and commerce in the other districts of the NCR,

and the effects of taxes on the concentration of trade in
Delhi.

Concentration of Wholesale Trade in Delhi
Approximately three-fourths of the trade of the NCR
is conducted in Delhi alone. According to the Wholesale
Merchants Association, in 1981, there were about
24,600 wholesale establishments in Delhi.? An analysis

'Under the provisions of the Central Sales Tax, as per section
8(5), the States are empowered to reduce the CST rate. This
provision has been used by the States to reduce the rate of CST on
many commodities. This causes variation in the CST rates.

“Natjonal Capital Region (1986), Interim Development Plan, New
Delhi, p. 51.
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of their composition shows that the largest number of
shops (i.e., 17.8 per cent) were in textiles and textile
products. The other major commodities were auto,
motor parts and machinery (16.3 per cent), fruits and
vegetables (7.1 per cent), hardware and buildirg
materials (5.5 per cent), paper, stationery and books
(4.9 per cent), general merchant and kiryana (4.5 per
cent) and iron and steel (3.5 per cent). All these items,
as shown in Annexure A.5.1 account for 60 per cent of
the wholesale establishments.?

Most of the wholesale markets are located in the
Chandni Chowk area and were established during the
late 19th and early 20th century (Annexure A.5.2). The
distribution of markets among different areas of Delhi
shows that most of the shops are located in Old Delhi
(58 per cent) and Civil Lines (22.4 per cent). In these
areas there are 1,122 and 508 shops respectively, per
lakh of population (Annexure A.5.3). A survey of trade
and commerce conducted in 1959 indicated that the
share of urban Delhi in total sales of most of the
commodities was between 20 and 40 per cent, except in
spices and provisions in which it was 66 per cent. It also
revealed that of all the trade and commerce establish-
ments in urban Delhi 21.3 per cent were dealing with
wholesale business and the share of old Delhi in the
wholesale business was as high as 92 per cent.

Delhi, as a predominantly redistributive centre, pro-
cures most of the commodities from all over the country
and some also from abroad. Similarly, these commodities
are not consumed in Delhi but distributed to various
parts of the country as well as exported from India
(Table 5.1).

The redistributive character of trade in Delhi has

3Delhi Development Authority (1983), Wholesale Markets:
Perspective Development and Plan, Delhi 2001, Perspective Planning
Wing, New Delhi pp. 1-2.
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Table 5.1

Wholesale Trade in Delhi - 1959
Area of Distribution

S. Name of Urban  Delhi Region Northern Rest of
no. commodities* Delhi  Metropo- (25-100 India  India
(less litan miles (100-500
than 5 area  radius) miles
miles (5-25 radius)
radius)  miles
radius)
1. Foodgrains 40.00 5.00 5.00 50.00
2. Spices, provi-
sions etc. 66.00 33.33 - - -
3. Hosiery toilets
etc. 25.70 17.20 14.30 22.80  20.00
4. Cloth 38.60 26.30 10.50 15.80 8.00
5. Paper and
stationery 24.40 2220  20.00 17.80 15.60
6. Watches,
radios etc. 22.20 22,20 11.10 22,20 22.30
7. Electrical goods 24.20 21.30 18.20 2420 12.10
8. Iron and steel  25.00 16.70  16.70 25.00 16.60
9. Chemicals and
drugs 30.80 15.40 7.70 19.20 26.90
10. Sanitary goods 20.00 20.00  20.00 20.00  20.00
11. Automobiles &
spare parts 26.90 19.30 11.50 23.10 19.20
12. Industrial
machinery 20.00 20.00  20.00 20.00  20.00
13. Leather &
footwear 20.00 20.00  20.00 20.00  20.00
Note: *Other major commodities not shown here are films, toys,
ready-made garments, plywood & timber, glass-sheets,
crockery etc.
Source: ‘Regional Plan of the Capital Region’, Table 4.3.7
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Table 5.2

Distributive Trades in Delhi

1969-70
Total Sales
Sl. Name of wholesale trade sales outside
no. yearly
(in Rs (%)
(crore)

1. a. Fruits & vegetables (Subzi Mandi) 144 55

b. Fruits & vegetables (Phool Mandi) 4 -
2. Dry fruits, spices, herbs etc. 125 90
3. Cloth 100 95
4. Fur, skin and wool 15 98
5. Motor parts and machinery 10 70-90
6. Timber:

a. D.B. Gupta Road 7 44

b. Lakar Mandi, Motia Khan N.A. 5-10
7. Hosiery 5 80
8. Glass sheets 5 80
9. Fodder 4 25-30
10. Iron scrap and junk 2 25
11. Bicycles, tyres and tubes 1 95
12. Iron and steel:

a. Chawri Bazar 1 70

b. Loha Mandi, Motia Khan N.A. N.A.
13. Foodgrains N.A. -
14. Cotton N.A. 10-15
15. Hardware N.A. 10-15
16. Electricals 40 75
17. Radio components 30 45
18. Films 7 75
19. Drugs and pharmaceuticals 40 50
20. Surgicals 2 90

TOTAL 542 -

Source: National Capital Region Plan, Table 4.3.8.
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further strengthened over the years. This is revealed
from a quick reconnaissance survey conducted by the
Town and Country Planning Organisation in 1969-70
(Table 5.2). The notable exception is the foodgrains
trade where Delhi has lost to other markets, due to the
creation of food-zones. Delhi has a very large share in
the regional market in some commodities like bicycles,
fresh fruits and vegetables, furs, skins and wool, motor
parts and machinery and iron and steel. However, in
timber, glass-sheets, fodder, iron scrap and junk, and
cotton, the share of Delhi is small.

A survey of movement of goods by all modes of
transport to and from Delhi, conducted by the Rail India
Technical Services (RITES) in 1978-79% reveals that
foodgrains, bamboo, timber and other woods, chemicals
and chemical products, cotton textiles, iron and steel,
and non-ferrous metals amounted to nearly 60 per cent
of the total value of imports into Delhi. Among its
exports, foodgrains, chemicals and chemical products,
transport equipment and raw materials accounted for
65 per cent of the total value (Table 5.3). Another study
prepared by the Perspective Planning Wing of the Delhi
Development Authority (DDA) for the movement of
goods through National Highways conducted in 1981
revealed that in some of the commodities, the percentage
of exports outside Delhi is as high as 80. Such
commodities are: cycles and cycle parts, tyres and tubes,
automobile parts, raw cotton, textile products, leather
manufactures, radio, TV parts, fruits and vegetables,
agro-based raw materials, edible oils, electrical and

*To derive values from data on physical quantities given by the
RITES, the study of the National Institute of Public Finance and
Policy has used the wholesale prices and converted the RITES
classification into Revised Trade Classification. We have used the
data presented by the NIPFP. See NIPFP (1984), Sales Tax System
in Delhi, New Delhi, pp. 17-24 and 36.37 (Mimeo).
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Table 5.3

129

Structure of Trade in Delhi by Selected
Major Commodity Groups (1978-79)

(Rs crore).

Imported into

Exported from

Delhi Delhi
Si.  Commodity groups
No. Estima- Percen- Estima-Percent-
ted tage of ted age of
value totai  value total
imports exports
0] (2) (3) 4) (5) (6)
1. Food and food preparations
Food-grains 317.85 30.23 234.04 27.75
Milk and milk products 199.04 18.93  50.87 6.03
Sugar, -;gur and molasses 54.75 521 149.73 17.75
Salt 1.78 0.17 0.31 0.04
Tea and coffee 245.06  23.31 264.03 3131
Edible oils 232.90 22.15 14443 17.12
Total 1051.38 100.00 843.41 100.00
2. Fruits and vegetables 297.06 100.00 180.86 100.00
3. Crude materials
Hides, skins and bones 5.09 0.47 1.97 2.53
Bamboo, timber and 1072.30  99.53 7596 97.47
Other wood
Total 1077.39 100.00 77.93 100.00
4. Chemicals and chemical
products including
Pharmaceuticals
‘Ptintl and dyes 127.95 14.93 38.67 5.92
Coaltar and bitumen 12.81 1.49 3.80 0.58
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Chemicals and drugs 716.38 83.58 610.98 93.50
Total 857.14 100.00 653.45 100.00
5. Manufactured goods
Leather manufactures 80.62 8.44 7191 43.70
Cotton textiles 865.37 90.64 70.18 42.64
Jute manufactures 8.75 092 2248 13.66
Total 954.74 100.00 164.57 100.00
6. Transport equipment
Automobile parts 232.06 31.83 242.74 54.85
Tyres and tubes 438.03 5940 153.59 34.71
Cycle and cycle parts 63.88 8.77 46.21 10.44
Total 728.97 100.00 442.54 100.00
7. Raw materials (Auto-based)
Oil seeds 30.83 3.94 11.13 2.72
Sugarcane 0.22 0.03 0.04 0.01
Raw cotton 745.06 95.16 392.67 95.93
Jute raw 0.11 0.01 0.43 0.11
Tobacco 6.71 0.86 5.07 1.24
Total 782.93 100.00 409.34 100.00

Source: NIPFP (1984), Sales Tax System in Delhi, New Delhi, pp.
22-23.

electronic goods, chemicals, food and spices and surgical
and scientific instruments (Annexures A.5.5 and A.5.6).

Wholesale Trade in Uttar Pradesh, Haryana and
Rajasthan Regions of the NCR

The wholesale trade of the NCR (excluding Delhi) is
concentrated mainly in the constituent districts of Uttar
Pradesh. The share of trade of this State in the total
amounts to 83.83 per cent. The next in order is
Haryana, with 12.42 per cent of the trade; Rajasthan
has a negligible share.

There are 14 wholesale markets in Uttar Pradesh,
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where more than half of the trade of the NCR excluding
Delhi is transacted. The survey conducted by the Town
and Country Planning Department of Uttar Pradesh
shows that Meerut is the most important town of this
sub-region and has a prominent place in wholesale
trade in several items like foodgrains and pulses,
vegetables and fruits, cloth and timber. Two other
important markets are Hapur and Baraut, accounting
for 18.5 per cent and 15.2 per cent share respectively, of
the total trade in the region. The major items traded in
Hapur are foodgrains, timber, vegetables and fruits, and
utensils. The items traded in Baraut are foodgrains,
iron and steel and dairy products. The other notable
markets are Khurja, Ghaziabad and Bulandshahar
which account for a little less than 5 per cent each.
Apart from some items mentioned above, commodities
special to Khurja are pottery and wares and to
Ghaziabad machinery items and bicycles (Table 5.4).
The towns in the Haryana sub-region of the NCR
have comparatively small distributive functions, though
many of the markets of these towns were established
even before 1920. Rewari has five distributive trades,
Rohtak has four and other districts have less. The main
commodities handled are fruits and vegetables, grains,
timber products, cloth and utensils.> The distribution of
these commodities is mainly in the local areas excepting
foodgrains which are exported in large quantities to
many States. Table 5.5 indicates that Sonepat contributes
approximately 38 per cent of the total trade in three
commodities, viz., fruits and vegetables, grains and
cloth. The wholesale trade in grains is the most
important one and has a business of Rs 10 crore per
annum. About 55 per cent of the marketed grains go

*Government of Haryana (1970), Distributive Trade in Haryana,
Town Planning Department quoted in NCR Regional Plan, op. cit.,
New Delhi. :
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outside the State. The cloth trade is worth about Rs 1.5
crore.’ The other important towns from the point of view
of trade in Haryana sub-region are Rohtak, Rewari and
Panipat. These towns contribute 28, 24 and 10 per cent
of the total trade, respectively. Rewari has five trades,
the most important of which is the cloth trade. This
trade turns out an annual business of Rs 4 crore. The
utensil trade stands second. The trade in grains is
important inasmuch as it exports 75 per cent of traded
commodities out of the State. Rohtak is an important
centre for the wholesale trade in grains. The other
important items traded are cloth and fruits and
vegetables. Panipat is important in regard to trade in
foodgrains where the turnover amounts to Rs 2.8 crore.
The other towns in this sub-region are Bahadurgarh
and Gurgaon. Both these towns deal mainly in grains.

According to the shopping survey conducted by the
Town Planning Department, Rajasthan, the wholesale
trade in Alwar in 1966 contributed a major share to the
total commercial activity of the district. The town is a
flourishing distribution centre for the products which
are locally manufactured. These include food and allied
products, chemicals, agricultural implements, etc. The
other important NCR town in the NCR region of
Rajasthan is Khairtal with 110 wholesale shops dealing
in wheat, barley, grain and mustard seeds. The largest
quantity handled is that of mustard seeds.

Factors Affecting Concentration of Trade in Delhi

Over the years, Delhi has become the entrepot for
North India for a number of commodities. The
concentration of trade in Delhi is due to a variety of
factors. First, Delhi as the capital city is the centre of
political as well as administrative power. Second, the

SNCR Regional Plan, op.cit., p. 197.



- - - - - - - - - o1 1IN 91 99 [9salp

‘QUes0Idy )
- - - - - - - - - o€ N L 0008qOL, 9
9¢ [N 08 € I'N - 00¥ ov oL €l I'N (4 yon s
- - - - - - 09 9 % 089 I[N S syonpoud
[to pus 10 ¥
9 14 {4 oL 0¢ ge 00§ 88 002 - - - suny ‘sejqeelep g
0z oL ¥ - - : - - - 0z [N gg  swpnpoid e g
0L 0¢ 009 0s1 oy g8 00L 08 ge0Z  009% g8 0502 ses[nd pue
sutsidpoo T
(43?1 sY) (yyo] sy) (Y301 sy) (4307 sY)
ap1syno ap1s ap1s ap1s
pako] ssau ssau  pako] jno ssa  Ssaul  pako] no ssa ssaul  pako] no ssa  ssaut
-dwa -1snq -1snq Jo -dwa -uisng -snq Jo -dwa -uisnqg -snq Jo -dwa -uisnq -snq jo
‘ON Jo g punowy "oN Jo g junowy ON @ Jo % junowy ON Jo o unowy
‘ou
olunmyyy pogDIZDYD) andopy moaog sanpowwo)) ‘18

(0L6T)
uoi8aey qn§ ‘d'(l 2Y) Ul SIPELL dATNQLYSI

b'g 219vL



o1L - 616 €VSI - ¥y 00%¥¢ - ¢%9¢  69%¢ - 484 1810,

- - - - - - - Spoogr "¢l
- - - - - - - - - . 001 ['N <38 39
‘sI9zZl[lpla) “Yuawa) H1
- - - 09gt 09 09% - - - - - - Ksutyoey g1
02 [IN - - - - 00¢ 99 00¢ - - - Taquit], g1
- - - oy - 1 - - - - - - sooholg ‘11

- - - 0€ ¢l U - - - 991 09 Q7 sjuawardwt
|[ednjnonide sjonpoad
[991s pue uod] 0

- - - - - o0z oy <al - - - '030 s[ossea [BOI 6

00¢ 8¥ 002 - - - - - - - - - K1ay30d
‘QIEmMaumMIg '8

(44?1 sY) (Y] sY) (yyv] sy) (yyo] sy)
ap1syno ap1s apis ap1s
pako; ssau ssau  pakoj no ssa  ssaur  pako] jno ssa ssaur  pakoy] no ssa  ssaul
-dwa -15nq -1snq Jo -dwa -uisnqg -snq Jo -dwa -uisnq -snq jo -dwo -uisng -snq fo
‘OoN Jo g punowy o Jo 9 Junowy ‘oN  jfo 4 junowy oN  Jouy, junowy
o

olanysy ppQpIZDYLD Jndvgy moang SIIPOWUOT) 1S




- - - - - - A19130d ‘ersmauoly ‘g

- - - - - - - 039 ‘[osalp
‘QuasoIdy] L

- - - - - - - - - - - - 0308qOJ, 9
9 [IN 9 08¢ N 02 00L SL 008 0¢ [IN 011 o e
- - - - - - - - - - - - sjonpoad

[lo pue [I1O0 ¥
- - - 09 01 0 - - - oy 0% cg synyj ‘seqeiedep g
1 02 4 - - - - - - - - - syonpoad Aneq g
08 [IN St 00¢ 514 QL 08 IN oy 0L 0g GLl sosind

pue sureidpooqg T

(431 sY) (43?1 sy) (4401 sY) (yyv] sY)
ap1sino ap1s ap1s ap1s
pako] ssou ssau  pako] ymo ssa  ssaur  pako] no ssa ssaul  pako] jno ssa  ssaul
-dwa -1snq -1snq Jo -dwa -uisnq -snq jo -dwa -uisnq -snq jo -dwa -uisnq -sng Jo
‘ON Jo o punowy -oN Jo g junowy ON  Jo % punowy CON  jo 3 junowy

ou
ADSDUIPOI ANDYUDY (T onyyd 1Yy vyspuving sappouuo) 1§

(‘puo)) p°g 3190



86 - 154 026 - g6 08L - o¥8 LT - 125 [e39],

- - - - - - - - - - - - ‘e ‘siaz
-8 Juswe) 1
- - - - - - - - - - - - K1auryoepy ‘g1
- - - 0% [N - - - - 9t LT L equuiy, ¢l
- - - - - - - - - - - - sapofolg ‘11

- - - - - - - - - 6 g1 1 sjueweduut [BAN)
-[noude ‘sjonpoad
[9938 pus uo4d] ‘0T

- - - - - - - - - - - - '0j9 S[9SSeA [BP 6

(4301 sy) (4yo1 sY) (4401 sY) (4yo] sY)

apisino ap1s op1s ap1s
pako] ssau  ssau  pako] no ssa ssaur pako] no ssa ssaur  pako] no ssa  Ssaul

-dwa -1snq -1snq fo -dwa -uisnq -snq fo -dwa -uisnq -snq Jo -dwa -uisnq -snq Jo
'ON Jo 9 unowy o\ Jo o junowy OoN  Jo % junowy ON @ Jo o junowy
ou
DEDUIPOPY Anoyuvyq onyyd JDYvYspuving sanpowwoy 18




0%¢ (4§ - - - - - - ‘10 ‘s[9sseA [BIN 6
00¢ 003 - - - - - - K1epj0od ‘eremauols g
ot 91 - - - - - - ‘D)0 [9Selp ‘QUesOI8Y )
0€ L - - - - - - odorqo], 9
838% 889Y 0011 €e 00s¢ - - - yon ¢
089 Lg - - - - - - sjonpoad [to pus (10 ¥
9001 06¢ 992 14 ¥6 LT 01 1 synyj ‘se[qelesep g
(44 8¢ - - - - - - spnpoad Aireq g
ovoy 9808 QL9 o1 0%0¢ q1 8 061 ses[nd
pue suteaSpooq I
(44?1 sY) (yyo] sY)
pako]  (yyo] SY)  pako] ap1sno ssau1 pakor ap1sno ssau1
-dwa u1 ssau -dwa ssauisnq -snq Jo -dwa  ssauisnq  -snq jfo
‘ou -1snq jo ‘ON Jo 9 unowy "ON Jox unowy
0L Junowy ‘ou
LU WET) /N 1oyoysdnuy SaIPOWWO) 18

('pauo)) g 21901



mouypnr] ‘quawjreda( Buluue[d £1juno) puB UMOJ, ‘Ysapeld dejj() JO JUSUIUISAOL) :3IINOE

(44314 8 1¢€91 54444 - 0EL8 (43 - 161 [BI0L
002 1184 002 [N (184 - - - Spoopy ¢l
001 Sl - - - - - - '019 SI8ZI[I}8) ‘U] BT
0g9a1 062 - - - - - - Aduiyoey e
0L gL gcl ['N 90G - - - doquuiy, g1
0¥ ¥1 - - - - - - so[ohorg 'I1

sjuswa[duwt
[BanjnoLLde
S92 LTI 09 [N 0021 - - - sjonpoud
[993s pue uol] ‘0T
(4301 sY) (yyv] sy)

pako;  (yyoy SY) pakog ap1sIno ssau1 pakop ap1sino ssau1
-dwa u1 ssou -dwoa ssauisnq -snq Jo -dwa  ssouisnq  -snq Jo
‘ou -18nq Jo ‘ON Jo 9 unowy ‘ON Jo unowy
1020 junowy ou

FUREE) i soyvysdnuy sanIpowwo)y 1§




€9 - - 0¢t VN VN 0921 - 0911 006 - Ge8 [B10L
- - - - - - 0s1 oy 0St 09¢ 0% 00€ oo ¢
- - - - - - - - - - - - s[isu) ¥
- - - - - - - - - VN 0¢ 0Tt u03s
pue I1aqULL €
99 02 V'N 0¢1 VN V'N 0001 g¢ 0001 oSy €€ ¢6€ sutedp g
- - - - - - 00T g 0T 003 [N 0g  sdlqeieden
pue spnug T
(yyo] sY) (yyo sY) (yyo1 sY) (Y41 sY)
ap1sno ap1s ap1s ap1s
pako] ssou  ssau  pako] yno ssa  ssaur  pako] jno $s3 SSIUI pako] jno ssa  ssaul
-dwa -1snq -1snq jo -dwa -uisnq -snq fo -dwa -uisng -snq Jo -dwa -wisng -snq jo
‘ON  fo 9 punowy ON fo 9 junowy ON  Jo % junowy  ON Jo 9 qunowy
o
uongung) ysoSinpoyng sndauog y3y0y S2171POUWO]) ]S
(0L6T)

uo139Y-qnS eueAIR 9Y) Ul SIPBL]L, dANNGLISIA

§'G a49vL



‘juewpreds(q Sutuuelq umoJ, ‘PUDAIDE U1 apv4] 2a3nqLysIT (OLGT) BUBAIBH JO JUSWUISAOY) :90IN0S

1eLy 090€ oLy - 00€ 9681 - 144 [810L,
008 098 0g [IN o1 0s€e 114 00¥% o ¢
Gqe8 092 - - - 1143 Qg 0872 s[isuayy P
1€ 11418 - - - 1€ 48 ce |uols
pue laqui], ‘@
0192 GLO1 08¢ (4 082 14 gL V'N sutedlpy g
G99 0€T oy 444 01 444 02 ‘09 so[qejadan
pue sjiniyg I
(4301 sY) (4yv] syY) (yyo] sy)
p1s apis
pako) ssaui pako] mo ssa ssau1 pakop Imo ssa ssau1
-dwa -snq Jo -dwa -uisng -snq Jo -dwa -u1snq -snq Jo
‘ON unowy ‘ON jo 9 unowy ‘ON Jo nowy
ou
1710, odiung upmay sayIpowwo) 1§

(‘Pop) g'G 2190,



Variations in Tax Rates and Diversion of Trade 141

availability of requisite infrastructure (such as banking
activities, warehouses, transport, communication
facilities, marshalling yards) has helped the growth of
wholesale trade. Third, variations in tax rates among
the neighbouring districts and relatively low
transportation costs have contributed considerably to
the diversion of trade to Delhi” Fourth, prices of
commodities (exclusive of tax) in the two markets, i.e.,
in Delhi and the neighbouring districts, are also found
to be different, with Delhi enjoying, in general, lower
wholesale prices. This encourages not only dealers but
consumers too, to come to Delhi for bulk purchases.
Finally, weakness in the administration of sales tax is
believed to be an important factor in the movement of
goods and consequent diversion of trade. There is a
general feeling that both dealers and consumers from
the neighbouring areas make bulk purchases mostly
without payment of tax. These goods are then carried
out as personal baggage, often for sale in local areas
without payment of the local tax too. Finally, the
provisions of the Central Sales Tax also causes
unnecessary movement of goods to Delhi. In this regard,
it is worthwhile to note that in Delhi the CST rate on
re-export of goods is 2 per cent whereas in all
neighbouring State this rate is 4 per cent.?

"This has been convincingly demonstrated in a recent study
pertaining to the States in the USA which suggests that the
variations in sales tax rates in the neighbouring areas induced a
substantial shift in the geographic location of sales decisions. See
Fox, William F. (1986), “Tax Structure and Location of the
Economic Activity Along State Borders”, National Tax Journal, Vol.
39, No. 4, December, pp. 387-401.

5See S.0. 524 dated the February 1967, substituted by Notification
S.0. 612(E) dated 21.10.1975.
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Annexure A.5.1

DISTRIBUTION OF WHOLESALE SHOPS BY

COMMODITIES IN URBAN DELHI - 1981

NIA Commodity Total Per  Shops per
no. shops cent lakh
population

1. Textile and textile

products 2142 17.8 39
2. Auto, motor parts

and machinery 1965 16.3 36
3. Fruits and vegetables 858 7.1 16
4. Hardware and

building materials 659 5.5 12
5. Paper, stationery

and books 590 4.9 11
6. General merchant

and kiryana 541 4.5 10
7. Iron and steel 423 3.5 8
8. Bicycles, tyres

and tubes 411 3.4 8
9. Electrical and

electronics 405 3.4 7
10. Chemicals 365 3.1 7
11. Rubber and

plastic goods 333 2.8 6
12. Scrap material (kabari) 319 2.7 6
13. Hosiery 299 2.5 5
14. Leather, fur, skin and

woollen products 289 2.4 5
15. Other metal products 268 2.2 5
16. Timber and plywood 263 2.2 5
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SL Commodity Total Per  Shops per
no. shops  cent lakh
population

17. Food grains 252 2.1 5
18. Other food material 230 1.9 4
19. Radio, T.V., parts

and accessories 209 1.7 4
20. Cosmetics and toiletries 201 1.7 4
21. Furniture and fixtures 185 1.5 3
22. Dry fruits and spices 148 1.2 3
23. Crockery and utensils 142 1.2 3
24. Oil, ghee etc. 126 1.1 2
25. Footwear 110 0.9 2
26. Pan, bidi, cigarette 71 0.6 1
27. Watch, clock, opticals 69 0.6 1
28. Fedder and straw 47 04 1
29. Medicines 34 0.3 1
30. Surgical and scientific

instruments 28 0.2 1
31. Seeds 18 0.1 1
32. Cotton 14 0.1 1
33. Others 15 0.1 1

TOTAL 12,029 100.0 221

Note: Shops - includes only regular/built-up shops.
Source: Quoted as Annexure I-A in Perspective
Planning Wing, DDA, January 1983.
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Annexure A.5.2

WHOLESALE MARKETS IN DELHI BY TYPES,
YEAR OF ESTABLISHMENT AND LOCATION

Sl. Commodity Year Location
no. of estab-

lishment
1. Hardware 1840 Chawri Bazar

2. Dry fruits, spices, 1850 Khari Baoli
herbs etc.
3. Fur, skin and wool 1890 Motia Khan,
Bahadurgarh Road

4. Cloth 1893 Chandni Chowk, Nai
Sarak

5. Food-Grains 1905 Naya Bazar, Mod Ganj,
Rui Ki Mandi

6. Cotton 1913 Mod Ganj, Rui Ki
Mandi

7. Bicycles, tyres 1918 Esplanade Road, Lajpat

and tubes Rai Market,

Chandni Chowk
1970 Jhandewalan

8. Glass sheets 1924 Fatehpuri, D.B. Gupta
Marg

9. Hosiery 1930 Sadar Bazar

10. Iron scrap & 1933 Jhandewalan Road

junk (Kabar)
11. Old motor parts 1933 Jhandewalan Road

and machinery (Motia Khan)
12. Fruits and 1943 Subzi Mandi and Phool
vegetables & 1869 Mandi

1968 Mandi, Azadpur
13. Timber 1945 D.B. Gupta Road,
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Sl. Commodity Year Location
no. of estab-
lishment
Teliwara
1968 Kirtinagar
14. Iron & steel 1975 Naraina
15. Fodder 1954 Zakhira, Near Daya
Basti Railway
Station
16. Medicines 1947 Bhagirath Place

17. Surgical instruments1949 Bhagirath Place.

Source: Delhi Development Authority (1983), Wholesale
Markets Perspective Development Plan. Delhi -
2001' Perspective Wing DDA, January 1983.
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Annexure A.5.3

DISTRIBUTION OF COMMODITY HANDLING
WHOLESALE SHOPS

(1981)
Division Number  Per cent Per lakh
population
A 0ld Delhi 6979 58.0 1122
B Karol Bagh 880 7.3 155
C Civil Lines 2698 22.4 508
D New Delhi 55 0.5 11
E Shahadara 768 6.4 85
F  South Delhi 105 0.9 13
G West Delhi 493 4.1 59
H North-West Delhi 51 0.4 11
Total Urban Delhi 12029 100.0 221

Source: Quoted as Annexure IC in Wholesale Markets
Perspective Development Plan Delhi 2001, DDA,
January 1983.
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Annexure A.5.6

DISTRIBUTION OF WHOLESALE
COMMODITIES BY EXPORTS
OUTSIDE DELHI - 1981

(per cent)

Sl. Commodity Export
no. outside Delhi
1. Textiles and textile products 95
2. Radio, T.V. parts and accessories 90
3. Fruits and vegetables 80
4. Electricals and electronics 80
5.  Chemicals 80
6. Food grains 80
7. Cosmetics and toiletries 80
8. Dry fruits and spices 80
9. Surgical and scientific instruments 80
10. Leather, fur, skin and woollen products 78
11. Bicycles, tyres and tubes 77
12. Hosiery 75
13. Watch, clock, opticals 75
14. Petroleum products 71
15. General merchants and kiryana 64
16. Rubber and plastic goods 63
17. Other metal products 60
18. Medicines 60
19. Auto motor parts and machinery 50
20. Paper stationery and books 50
21. Furniture and fixtures 50
22. Hardware and building material 40
23. Timber and plywood 40
24. Iron and steel 34
25. Crockery and utensils 25

Source: P.P. Division, DDA, New Delhi.



Chapter 6

Summary of Conclusions
and Recommendations

Taxation is an important factor influencing the location
of industries and diversion of trade. The existing
literature and available information, however, do not
permit us to assess the effects of variations in tax or
subsidies on industrial location or diversion of trade in
a particular region. This study is an attempt to
empirically examine these aspects in the context of the
National Capital Region (NCR) which consists of the
Union Territory of Delhi, one district of Rajasthan,
three districts of Uttar Pradesh and six districts of
Haryana. It seeks to analyse the impact of the various
taxes in relation to changes in industrial structure and
diversion of trade in the region. Finally, it puts forward
some policy prescriptions to harmonise taxes of the sub-
national (i.e., the State and local) governments within
the NCR.

As the tax system of States (including local
governments) has to operate within a federal framework,
it is desirable that they follow certain common principles
in accordance with the goals of national policy. Keeping
the national objectives in view and taking care of the
issues concerning the NCR, the major objectives of
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reform in the tax structure could be stated as follows:

a. The tax system of the NCR (i.e., of each of its
constituent units) should be such as to promote
the rapid and balanced development of the whole
region;

b. It should be in consonance, in some essential
respects, with the structures prevailing in the
neighbouring States;

c. It should be uniform in essential aspects in
regard to local commodity taxes and the Central
sales tax; and

d. It should be so structured and administered that
the scope for evasion through inter-State tran-
sactions within the region is minimised.

The above objectives have been kept in view while
examining the structural reforms n:eded for a proposed
tax policy of the NCR. In this context, we examine the
systems of both state taxes as well as local taxes. The
State taxes included in the study are sales tax, motor
vehicles tax, passengers and goods tax and electricity
duty. The local taxes considered are property tax and
octroi.

Tax Structure

Sales tax is among the most important taxes of the
States. While Rajasthan and Uttar Pradesh follows
predominantly the first-point tax, Delhi and Haryana,
by and large, rely on the last-point tax, although in
Haryana, a substantial amount of sales tax yield comes
from the first-point tax. Delhi levies mostly the last-
point tax.

Sales tax rates in Delhi are relatively low for most
commodities. In addition, Delhi has no surcharge or
additional sales tax whereas Uttar Pradesh levies an
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additional sales tax of 5 per cent and Haryana and
Rajasthan levy a surcharge at the rate of 2 and 10 per
cent, respectively. The effective rate of tax in all the
neighbouring States of Delhi is, therefore, greater than
that prevailing in Delhi.

There are wide variations also in the matter of tax
treatment of raw materials and inputs used in industrial
production. Whereas Delhi and Haryana allow tax-free
purchases by manufacturers, Uttar Pradesh provides for
exemption on some raw materials and a concessional
rate of 4 per cent on certain specified raw materials.
Rajasthan exempts purchase of raw materials for a few
select industries but in general provides for a concessional
rate of one per cent for the purpose of raw materials by
all manufacturers.

Incentives in sales tax are given in all the States of
the NCR (except Delhi) to attract new industries. These
concessions are in the form of (a) complete and
unconditional exemption from payment of sales tax for
a limited period of time, (b) conditional exemption
depending upon the type of industry and (c) deferment
of sales tax payment on finished goods as an interest-
free loan for a limited number of years upto a specified
limit related to the size of capital or assets of the
manufacturer.

Taxation of Road Transport

Motor vehicles tax is levied in all the States, the rates
varying according to the type of vehicle. The tax on two-
wheelers and cars is levied according to their weight
and on taxis and stage carriages according to seating
capacity. Goods carriers pay according to their laden or
unladen weight.

Goods tax is levied only in Haryana, Uttar Pradesh
and Rajasthan; there is no such tax in Delhi. The rates
of tax vary from one State to another. However, the
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statutory rate of tax is normally allowed to be com-
pounded. The amount of the compounded tax (the one
which is generally adopted in practice) shows that the
burden is lowest in Delhi. It is followed by Haryana,
while Rajasthan, which has introduced a special
compounded levy, comes third. The maximum incidence
is in Uttar Pradesh. Passenger tax is levied in Haryana
and Uttar Pradesh only.

Since variations in rates abound, their combined
incidence suggests that the lower effective tax rate in
Delhi could cause diversion of vehicles for registration in
the Union Territory of Delhi. Consequently, the cost of
transporting goods should be less and the availability of
transport could be much more in Delhi as compared to
the neighbouring districts of the NCR.

Electricity Duty

This tax is levied at varying rates in constituent
regions of the NCR. The rates are the lowest in Delhi.
Tax rates in Haryana and Uttar Pradesh are quite high
in spite of some concessions and apparently lower
effective rates. However, this levy does not influence the
location of industry to any appreciable extent. The
important issue is the availability of adequate and
uninterrupted power, and not its price or tax rate.

Local Taxation

Among the local taxes, octroi is the most important
source of local finances. It is known as toll tax in
Ghaziabad, terminal tax in Delhi and octroi in the other
local governments. The rates of this tax vary widely
from one State to another. Although a comparative
study of exemptions and the structure of specific and ad
valorem rates presents a formidable problem, it is
evident that the rates of tax are lower in Delhi.

Another important local levy is the property tax. The
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scope and bases as well as structures of property tax
differ from one local government to another. In general,
either a flat rate or a proportional rate is levied in all
the States except Delhi where the rates are progressive.
Further, in Delhi the tax rate on non-residential
property is higher than in other areas of the NCR.

Industrial Structure of the NCR

The NCR has witnessed a substantial growth of
industries. The number of registered factories in the
NCR increased from 3,296 in 1979 to 4,132 in 1984.
Similarly, the capital employed has risen at a rate of
10.95 per cent per annum, total industrial employment
at the rate of 7.34 per cent per annum and total output
at 2.94 per cent per annum.

Industry-wise analysis of the NCR shows that the
food and beverages industry has contributed the
maximum output which is followed by chemicals and
chemical products. During 1979 to 1984, the share of
textiles, furniture and leather industries showed a
decline, but food and beverages, footwear, petroleum,
non-metallic minerals and non-electrical machinery
witnessed an increase in their respective shares in the
total output.

The share of industries in employment shows that the
maximum contribution is made by food and beverages.
Petroleum industry recorded a significant rise in its
share of employment from 1.88 per cent in 1979 to 5.47
per cent in 1984. Non-electrical machinery industry’s
contribution also increased significantly.

A comparative analysis of the industrial structure of
the regions in the NCR shows uneven development.
Delhi has made impressive strides in industrialisation,
as compared to a very low growth of the other districts
falling within the NCR. The industrywise distribution of
industrial sector in Delhi shows that the share of food
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and beverages is significant. Among the other industries,
major contribution comes from furniture, chemical
products, and non-metallic mineral industries. The
districts of the State of Haryana contributed roughly
17.62 per cent of the total output in 1979 and 38.66 per
cent in 1984, with Rohtak and Karnal leading among
them. The industrial development of Bulandshahar
district in Uttar Pradesh and Alwar in Rajasthan has
been negligible, although in the latter area, there has
been some change in recent years.

Analysing the share of each industry by district, we
find concentration of wearing apparel and leather and
fur products in Alwar. Other industries which contributed
approximately 5 per cent share in 1984 were electrical
machinery and basic metals. Among the districts of
Haryana, food industry is concentrated in Rohtak and
Mahindragarh. Textile industry is centered in Rohtak,
Karnal and Gurgaon districts. Wearing apparel industry
concentrated in Sonepat and Gurgaon, contributed more
than half of the total output. Similarly, around 50 per
cent of the output of non-metallic mineral industry
comes from Karnal and Rohtak and around 64 per cent
of the output of petroleum products industry comes from
Karnal. Thus, the industries concentrated in Rohtak,
Karnal, Gurgaon, Sonepat and Mahendragarh districts,
in descending order of their shares in output, are
petroleum products, non-metallic mineral products,
wearing apparel, textiles and food industries.

Location of industries in a region is dependent upon
a variety of factors such as availability of raw materials,
transportation facilities, political and cultural barriers
and availability of requisite resources. With a view to
ascertaining the concentration of industries in various
districts we have estimated locational quotients.
Estimates of the location quotients indicate that the
NCR districts in Haryana have a concentration of
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industries such as food and beverages, textiles and
footwear and non-metallic minerals. Industries
concentrated in Alwar district are chemicals, non-
metallic mineral and food and beverages, whereas in
Meerut food and beverages, basic metals and chemical
industries have a high concentration. Further, a
comparison of location quotients during 1979 and 1983
shows that there was no significant change in the
industrial structures of the region over the two points of
time.

The location of industry on a priori reasoning seems
to be influenced by certain policy and non-policy
variables. However, given the limitations of availability
of data, we have considered the variables that could
affect the cost of locating an industry. Using such
variables, regression coefficient is estimated by applying
the ordinary least squares (OLS) method. The regression
exercise undertaken, highlight the quantitative signifi-
cance of various factors that could a priori be considered
important from the point of view of location of industries
in the NCR region.

The results are broadly indicative of the influence of
both the infrastructure as well as policy variables. In
general, the lack of infrastructure facilities like availa-
bility of raw materials, cost of inputs, transport bottle-
necks, labour availability were found impeding the
location of industries. The significance of these variables,
however, was uniquely guided by the specific nature of
a particular district in the NCR zone. The same was
true for the effective tax rate whose influence was
significant and seemed to vary with the inter-district
variations.

Concentration of Wholesale Trade
Approximately three fourths of the wholesale trade of
the NCR is conducted in Delhi alone. Wholesale markets
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came up in Delhi during the late 19th and early 20th
century, and over the years, Delhi has achieved the
distinction of being the entrepot for the whole of the
Northern India. The redistributive character of trade in
Delhi is reflected in the fact that the commodities
traded in Delhi are procured from and distributed all
over Northern India. This is revealed by surveys
conducted in 1959, 1969-70, 1978-79 and 1981. The
surveys also show that 60 to 90 per cent of the total
turnover was accounted for by some commodities that
are imported into and re-exported from Delhi. Wholesale
trade surveys conducted in Uttar Pradesh, Haryana and
Rajasthan suggest that in each of the districts, there are
a few wholesale markets. However, the districts of Uttar
Pradesh account for a major part of the trade of these
districts. The next in order are Haryana and Rajasthan.

The concentration of trade in Delhi is due to a variety
of factors: being the centre of political as well as
administrative power, availability of requisite infra-
structure (such as banking activities, warehouses, trans-
port, communication facilities and marshalling yards),
variations in tax rates among the neighbouring districts,
differences in prices of commodities (exclusive of tax) in
the two markets, ie, Delhi and the neighbouring
districts, and weaknesses in administration of sales tax
in regions outside Delhi. There is a general feeling that
both dealers and consumers from neighbouring areas
make bulk purchases in Delhi, mostly without payment
of tax, and carry those goods as personal baggage.
Subsequently, dealers often sell them in local areas
without payment of the local tax. The provisions of the
Central Sales Tax are also no less responsible for
unnecessary movement of goods into Delhi; the CST
rate on re-export of goods is 2 per cent in Delhi whereas
in all the other neighbouring States this rate is 4 per
cent.
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Policy Recommendations

For an integrated development of the NCR, it is
necessary to look at the NCR as an economically unified
area. That is, in spite of its constituent parts belonging
to different States, for a proper development of the
region, the economic policies within the region should be
so harmonised that the region comes to have the
character of a unified whole and the growth of the
different constituents of the region takes place on the
basis of their comparative advantages.

In our study of the NCR as an economically unified
area, among commodity taxes of the sub-national
governments, sales tax and octroi are largely responsible
for variations in the cost of production for the industry
and creating inefficiencies through an undesirable
diversion of trade in the region.

As regards sales tax, the lack of uniformity in the
rates is striking. The effective rate of tax in Delhi is
very low as compared to the rates prevalent in the
adjoining States of Haryana, Rajasthan and Uttar
Pradesh.

With a view to framing a tax policy that fulfils the
objectives set out in the earlier section, it is important
to reform the sales tax system of the NCR States
(including the Union Territory of Delhi) in such a way
that uniformity exists within a broad framework. We,
therefore, recommend the following reforms in the
structure of sales tax: First, the existing structure of
sales tax in Delhi needs to be replaced by the first-point
tax. The experience of all the States in India shows that
the evasion of tax is much greater in the last-point levy,
which in Delhi has also been unable to capture a large
chunk of turnover presently escaping tax. Evidence
gathered from different sections of society, the study
team of the NIPFP suggests that both consumers as
well as dealers from the nearby NCR districts make
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bulk purchases in Delhi so as to take advantage of the
“no-tax-regime”, a phenomenon related to the last-point
tax. Hence, the proposed switchover would stop diversion
of trade meant for avoiding the tax.! However, the
change in the point of levy is not going to distort the
redistributive character of Delhi’s trade because the
transactions relating to inter state trade would not
suffer any tax. Second, a switchover to a first-point tax
would further bring down the level of sales tax rate in
Delhi in comparison with that prevailing in the
neighbouring States. For the sake of parity, the rates of
sales tax at the first-point in Delhi would have to be
raised. The change in the tax rate would vary for
different commodities depending upon the trade (or
profit) margin between the first - and the last-point tax.
It can be calculated for each commodity by using the
formula FPR=(1+x)r, where FPR is the rate at the first-
point, x is the margin of profit, and r is the last-point
rate. Finally, sales tax rates in Delhi should be raised
in a few specific cases where diversion of trade is
evidenced.

Variations in the rates of Central Sales Tax (CST)
among the States of the NCR is an important factor
leading to diversion of trade. The concessional rate of
two per cent [under Section 8(5) of the CST Act] in
Delhi, notified to preserve the entrepot character of
Delhi, has been used to divert trade from the neigh-
bouring States where the CST rate is 4 per cent. It is,
therefore, important that to have a‘balanced regional
development of the NCR and to have this region as a
unified economic zone, the States exporting goods from
the NCR zone should levy CST at the rate of two per

'It is important to note that very recently Delhi has switched
over to a first-point tax in 43 commodities. But the procedure of
using Form 31 does not check evasion of tax. This needs to be
abolished.
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cent on all exports. That is to say, the CST rate should
-be reduced to two per cent only. This would in the short
run affect the yield of the CST in the States of
Rajasthan, Haryana and Uttar Pradesh but in the long
run, this would be more than offset. As a consequence
of the reduction in the CST rate in these States, the
exodus of goods to Delhi would come to a halt. Besides,
there would be a tremendous growth of trade in the
NCR districts because of the savings in transportation
costs to Delhi. Finally, the reduced rate of the CST
would cause export of goods directly from the NCR
States, yielding them the CST revenue.

An important aspect of the sales tax structure relates
to input taxation. An examination of the provisions of
the sales tax laws of other States of the country shows
that raw materials bought by manufacturers are exempt
from tax in Punjab, Himachal Pradesh and Jammu &
Kashmir. In Himachal Pradesh and Punjab, exemption
is granted only for the raw materials used in the
manufacture of taxable goods sold within the State.
However, a number of other States do not fully exempt
inputs bought by manufacturers. Several States provide
for some concessional treatment in varying degrees.
Maharashtra and Orissa tax raw materials at the
concessional rate of four per cent, Madhya Pradesh at
two per cent and Bihar at three per cent. Another
category of input taxation in the country is of those
States who do not grant any concessional treatment.
Assam falls in this category.

A careful consideration of the existing provisions of
concessions under the sales tax systems in the country
suggests, that in the interests of economic development
and for creating a higher tax base in the NCR States,
it would be advisable not to levy any tax on raw
materials used by manufacturers. A move in this
direction would be an important step towards an
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economically rational tax policy for the NCR States. It
would give a boost to industrial activity and discourage
the unnecessary movement of goods from one State to
another.

Incentives

The States have been introducing various concessions
and incentives in their sales tax systems.? In evaluating
these, we have to examine their efficacy and assess the
resultant loss of revenue. Information required for such
an exercise is not available. We have, therefore, no
alternative but to analyse them on a priori grounds
only.

First, it should be appreciated that in a federal set-
up, when one State offers liberal tax concessions, it
may, in the short run, succeed in diverting investment
from other States, but in the long run, the advantage is
neutralised when the affected States follow suit to avoid
outflow of investment. It is, therefore, important that
the States should give only reasonable tax concesstons
for industries in backward areas both for attracting
them and for making them competitive, until they are
established and can stand on their own. At the same
time, the States should not vie with one another to
attract industries through over-generous tax concessions
because, collectively, the NCR States stand to lose
revenues and if the concessions influence the location
decisions, the regional industrial development of the
NCR would be achieved only at the cost of uneconomic
location of industries in the region as a whole.

Second, blanket exemption to a small-scale sector is
not desirable. It causes an unduly large loss of revenue
to the Government and opens up avenues for evasion.

2For details of sales tax incentives in different States in India,
see Purohit, Mahesh C. (1988), Structure and Administration of
Sales Taxation in India, New Delhi, Reliance Publishing House.
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Besides, a small-scale unit may not necessarily be a
very small or tiny unit which could merit concession. To
understand this aspect, its implications need to be
examined. A small-scale unit is defined as one, whose
investment in plant and machinery does not exceed
Rs. 3.5 million. Investment, including building may
exceed this level. A manufacturing unit having fixed
investment of this order, would have a turnover ranging
anywhere between Rs 30 million and Rs 80 million or
even more. Even at the most conservative estimate, it
would be seen that the exemption of a dealer with a
turnover of Rs 30 million would not be warranted, while
non-manufacturing dealers with as low a turnover as Rs
20,000 to one million are required to be registered with
the government and pay taxes.

Keeping the above points in view, the following policy
imperatives emerge:

a. Total exemption of small-scale industries is not
desirable;

b. All new industrial units could be granted an
interest-free “tax loan” for a period of five years.
However, in granting the tax-loans, selectivity or
industry specification could be introduced. As in
many States, specific industries could be given
preferential treatment. Also, the States could
define their own categories of “essential’ industries
for such loans; and

c. Finally, there should be a ceiling on the tax loan
as a proportion of the productive capital of the
entrepreneur. A reasonable ceiling could be 50
per cent of the productive capital beyond which
the collected tax must be paid by the industry.

Taxation of Road Transport
For comparing the tax burden on road transport in
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the different NCR States, it is necessary to take their
combined incidence. It is found that the amount of tax
paid by goods vehicles is the highest in Uttar Pradesh.
Rajasthan and Haryana follows it. Delhi, with the
lowest combined tax burden among the NCR units,
exerts a strong gravitational pull on the transport
industry in the region. In fact, many of the
representations from the trade and commerce submitted
to the Study Team of the NIPFP bring out the fact that
the easy availability of transport in Delhi is an
important factor and also a great hindrance in shifting
industry and trade out of Delhi. It is, therefore,
important that the effective combined burden of the
motor vehicle tax and passengers and goods tax in Delhi
be substantially raised to bring it at par with the other
States of the NCR.

Octroi

Like sales tax at the State level, octroi is very
important at the local government level. It continues to
be a predominant and growing source of revenue for
these governments in the NCR States. However, there
is a general feeling that this tax has several demerits,
such as hindrance to smooth traffic flow, corruption in
its administration, high cost of collection, regressivity of
incidence, collection of large revenue from inputs and
producers’ goods leading to cascading, and perfunctory
assessment of the tax. It is, therefore, necessary that to
evolve the NCR as a unified economic region, we do away
with such an obnoxious tax. To compensate for the loss
of revenue, the States comprising the NCR could adopt
entry tax along the lines recommended by the Gujarat
Taxation and Enquiry Commission, 1980.2 However, the
entry tax should not be levied on raw materials.

*Government of Gujarat (1980), Report of the Gujarat Taxation
Enquiry Commission, Gandhi Nagar.
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Property Tax

Compared to the other NCR constituents, property
tax rates are high in the Union Territory of Delhi.
Notwithstanding a gradation of rates according to
residential and commercial or industrial use, the concen-
tration of property ownership in Delhi has increased
over the years. It is, therefore, recommended that to
achieve a synergy effect on the diversification of
ownership of assets to neighbouring districts, an
additional tax could be levied on the preferences of the
persons owning property in Delhi. This could be in the
form of an additional tax on new commercial properties
constructed in Delhi for commercial and industrial
purposes. The rate of the tax should be related to the
present tax liability borne by owners. That is to say, the
tax would be in the nature of an additional levy on new
properties only. While this may not be a great inducement
to go out of Delhi, it would surely have some deterrent
effect on the decisions to own new property in Delhi.
Also, this would collect extra revenue for the use of the
infrastructure facilities within the Union Territory of
Delhi.

Congestion Tax

As examined in relation to the concentration of trade
in Delhi, there is a heavy traffic inflow as well as
outflow. From a Trade Flow Survey conducted by the
Delhi Development Authority in 1981, it is very clearly
seen that the wholesale trade in most of the commodities
is concentrated in Delhi for redistributive purposes. This
is because of the fact that Delhi works as an entrepot for
the whole of North India. Although various measures
are required to shift the wholesale trade, a token levy
in the form of a congestion tax of Rs 10 per truck
entering the Union Territory of Delhi could be considered.
This would be in the nature of a toll tax on each truck
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entering the territory. As this would not be related to
value, goods of less value and requiring more space
would have to pay more in the form of this tax. It would,
therefore, possibly be exerting a positive effect on
diversifying the wholesale market outside the Union
Territory of Delhi for commodities using more space.

Infrastructure Facilities

Notwithstanding the fact that the objectives of our
study is to confine our observations to tax policy alone,
the area of fiscal policy (the subject matter of the title
of the study) is not restricted to tax alone. Fiscal policy
covers both aspects, namely, tax and public expenditure.
As we do not have data on public expenditure for the
districts of the NCR, this study has attempted to
examine infrastructure in a very limited way. It has
been revealed that the NCR districts, with the obvious
exception of Delhi have poor infrastructure facilities.
Power, transport, communication, road, warehouses,
etc. are conspicuously meagre in most of the districts.
This lacuna has been an important factor causing
concentration of industry and trade in Delhi. This has
been corroborated by the members of the PHD Chamber
of Commerce, New Delhi, in response to our
questionnaire. In fact, the most important hindrance is
the inadequate availability of electricity in these districts,
as corroborated by the data made available by the
Central Electricity Authority. We are, therefore, of the
view that tax policy alone would not be able to diversify
industry from Delhi. What is important is to create the
requisite infrastructure in all these districts. In this
regard it is important to note that the Bombay
Metropolitan Regional Planning Board (BMRPB) had
taken the right step in setting up the City and
Industrial Development Corporation of Maharashtra
Ltd. (CIDCO) for shifting the thrust of activity from the
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island city of Bombay to an area across Thane Creek. In
this context, the CIDCO was instrumental in the
shifting of wholesale iron and steel market from
Bombay to Kalamboli, New Bombay. For this purpose,
the CIDCO carried out a detailed study of the existing
market of iron and steel. The study included an indepth
analysis of flow of goods, movement of trucks, space
requirements, housing and commercial space require-
ments, etc. The result was a new wholesale market with
all infrastructure facilities. In this process, the CIDCO
invested Rs 40 crore. This has helped reduce a great
deal of congestion in Bombay. The CIDCO’s experience
suggests that specific studies are required to be carried
out for each commodity on the basis of flow of goods to
and from Delhi in relation to congestion of traffic in the
city. On the basis of the recommendations of these
studies, new wholesale markets in designated areas
outside Delhi would have to be developed by the NCR or
by an agency similar to CIDCO. This agency would be
responsible for providing all the requisite infrastructure
in the designated new markets. Thus, a detailed layout
has to be prepared for each of the commodity markets.
In addition, a modern truck terminal service as well as
transport, communication and housing facilities have to
be provided for. To conclude, the push factors to divert
industry to the neighbouring districts would be relevant
when some pull factors are also created in the neigh-
bouring districts. In the absence of the requisite
infrastructure facilities, fiscal policy alone would be
ineffective.
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country in the realm of public
finance.

The Institute also acts as a
forumm in which officials belonging
to the Central and State
Governments, representatives of the
private sector, leading financial
institutions and academicians can
exchance ideas and information.
With this end in view, seminars and
conferences are organised by the
Institute from time to time.
However, its main activities relate to
research conducted on its own
initiative and that sponsored by the
member governments.
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REVENUE AND EXPENDITURE PROJECTIONS:
Evaluation and Methodology
V.G. Rao, RevisEp & EpiTep By Dr ATUuL SARMA

To impart greater objectivity to forecasts of revenues and expenditures of
the State Governments the Eighth Finance Commission sponsored this
study. The basic thrust of the study is on developing methodologies to
project government tax revenues and non-plan revenue expenditures on a
scientific basis.

THE OPERATION OF MODVAT
A.V.L. Naravana, AMaresH Bacenr & R.C. Guera

The Modified Value-Added Tax (MODVAT), introduced in the Union
Budget of India in 1986, has been a major reform of the Union excise duty
structure. It seeks to progressively relieve inputs from excise and
countervailing duties and to provide transparency to consumers of the total
incidence of excise tax on a product. The reform was expected to reduce the
cascading effect of indirect taxes and thereby improve the competitiveness

of Indian Industry as well as avoid unintended distortions in the burden of
excise taxation.

FISCAL INCENTIVES AND BALANCED REGIONAL
DEVELOPMENT: An Evaluation of Section 80 HH
Pawax K. AccarwaL & H.K. Sonpn1

Since the advent of planning for economic development, the Government
of India has been making concerted efforts to correct regional socio-
economic imbalances. With a view to promote development of backward
areas through the policy of industrial dispersal, financial concessions and
tax incentives are made available to entrepreneurs to set up industry in
backward areas. The present study evaluates one such tax incentive -
backward are development allowance (Section 80HH of the Income Tax
Act, 1961).

STATE FINANCES IN INDIA

Edited by A. Baccrr, J.L. Bajas & W.A. Byrp

The study examines a broad range of topics such as the nature and
adequancy of revenue bases, tax composition and buoyancy, plan
implementation and financing, central transfers and centrally-sponsored
schemes, local government finances, externally aided projects, and others,
which deserve serious attention from researchers and policymakers.
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