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I am g r a t e f u l  t • Dr .  P’1.. N . Plurty f r r h i s  

comments on an e a r l i e r  v e r s i o n  of the 

paper.



A HO DEL FOR DESIGNING THt rtrtTL bTRU C Tu Rt OF ShLl S T.^X

A common problem* faced by t ix ad mini e t r s t o r s  

in  the case o.f commodity t axat i on i s  to devise a 

method to determine, tho r e l a t i v e  rates  f o r  d i f f e r e n t  

commodities.  T h i s  paper attempts to ex-mine th is  i s s u j  

u i t h  r espec t  to sales t a x a t i o n .  The p a p j r  comprises 

throe s e c t i o n s ;  The f i r s t  b r i e f l y  d e s c r i b e s  t h u  e x i s t ­

i n g  c r i t e r i a  suggested i n  the l i t e r a t u r e  for  designing 

rate s t r u c t u r e  and examines the a p p l i c a b i l i t y  of  these 

c r i t e r i a  i n  the I n d i a n  s i t u a t i o n ^  the serrond sect ion 

examines the rate s t r u c t u r e  of  sales  t ax at i on  in  major 

I n d i a n  States^ and the c oncl udi ng s ect i on  attempts to 

devise and suggest an o p e r a t i o n a l  technique f or  e v o l v ­

i n g  a r a te  s t r u c t u r e  a p p r o p r ia t e  to the I n d i a n  context*

1 • _Thb Ex i s  t i n g  J^ri  te r i  a

B r o a d l y ,  three c r i t e r i a  are suggested for  e v o l v ­

i n g  a tax s t r u c t u r e :  e q u i t y ,  a d m i n i s t r a t i v e  convenience

and e f f i c i e n c y .

The f i r s t  c r i t e r i o n  i s  in  f a c t  based on the 

theory of a b i l i t y - t o - p a y  approach which argues t h a t  the 

burden o f  t ax a t i on  should be shared among the members 

of the soc i e t y  so as to conform to the p r i n c i p l e  of 

j u s t i c e  ana e q u i t y .  Thus t h i s  c r i t e r i o n  suggests high 

tax r at e  on commodities uhoss consumption i s  confined
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m a i n l y  t o  r i c h  psopie and a low rate-  jh t h o s 3  commodities 

on w h i c h  t h e  poor people expand the major  p o r t i o n  j f  t h e i r  

income.  The second c r i t e r i o n  i s  ' j e l l  k nown,  w i t h o u t  

which any o b j e c t i v e  o f  a tax i s  d i f f i c u l t  to a chi ev e,  

t h us  making i t  a r e q u i s i t e  c h a r a c t e r i s t i c  f o r  a sound  
t a x  s t r u c t u r e .  The l a s t  c r i t e r i o n  i n d i c a t e s  t h a t  the 

r a t e  should be l e v i e d  i n  such a way as to minimise t he  

deadweight  l o s s  f o r  a g i ve n tax revenue.

The f i r s t  two c r i t e r i a  are c l e a r - c u t ; i t  i s ,

h owev er ,  the l a s t  canon which r e q u i r e s  some a t t e n t i o n .
T h i s  c r i t e r i o n  of e f f i c i e n t  tax s t r u c t u r e  i s  developed

by a d v o c a t i n g  a uni f or m r a t e  on a l l  commodities so as

to mi nimi se the deadweight  loss  since the uniform rate

does not  d i s t o r t  the r e l a t i v e  p r i c e s  of c o mm o d i t i e s 1.
I n  r e c e n t  l i t e r a t u r e  on the o pt i m a l  t a x a t i o n  t h e o r y ,

i t  has been shown t h a t  the u ni for m rate  i s  not  n e c e s s a r i l y
2

r e q u i r e d  from the e f f i c i e n c y  p o i n t  of view , Atkinson

and S t i g l i t z  have set  out  t h a t  the uni f orm rat e  i s  a

d e s i r a b l e  f e a t u r e  f o r  an e f f i c i e n t  tax s t r u c t u r e  i f  a l l

goods have the samo demand e l a s t i c i t y  f o r  a given labour  
3s uppl y  j* and i t  i s ,  i n  f a c t ,  a s p e c i a l  case of optimal

4
t a x a t i o n  which was exposed t hrough Ramseyr s work . I t  

was shown t h a t  deadweight  loss would be minimum i f  the 

p r o p o r t i o n a l  r e d u c t i o n  in the compensated demand as a 
r e s u l t  of the i m p o s i t i o n  of a tax i s  the same f o r  a l l  
commodi t i es.  In  other  words,  t h i s  r u l e  says that  tax 
should be h i g h e r  on the d e m a n d - i n e l a s t i c  goods than on 

d e m a n d - e l a s t i c  goods. I t  means t ha t  tax should be 
i n v e r s e l y  p r o p o r t i o n a l  to the value of demand e l a s t i c i t i e s .  

T h i s  p r i n c i p l e  i s  d er i ve d in terms of one c l a s s  of 
consumers and i g n o r e s  the e f f e c t s  of taxes on 
d i s t r i b u t i o n a l  e q u i t y ,  Houever ,  t h i s  problem i s  taken



care of by t a ki n g  i n t  account e s o c i c l  e e l f r r u f u n c t i o n ,  

which c o n s i s t s  of i n d i v i d u a l  u t i l i t y •f u n c t i i n s .  T h i s  
formu nation i n  v o I v i n g  t h j  s o c i a l  welfare-  f u n c t i  :r, 

c o n s i s t i n g  of i n d i v i d u a l  u t i l i t y  f u n c t i r n s  s h :• u s that  
f o r  given demand g l a s t i c i t i e  3 , t  he rat-.- on 2 dpod shoe '-d 

bo h i gher  so t h a t  tha h i g her  i s  i t s  share in the consump­

t i o n  expand i t u r e  of tha r i c h .  That  i s , the nee formu­

l a t i o n  takes i n t o  account the e q u i t y  aspect  of t  ixe s ao 

ua 11.

In  developi ng c o u n t r i e s ,  which are g e n e r a l l y  

l acki ng in a good  data base,  the e st i mat ion  of optimal  

tax r at es  i s  a formi dable problem. Moreover ,  in these 

c o u n t r i e s ,  the r e d i s t r i b u t i v e  r o l e  of taxes i s  mire 

i mportant  than the o b j e c t i v e  of merely r a i s i n g  revenue?

States  do att3mpt to achieve the r e d i s t r i b u t i v e  

r o l e  of sales tax by i n t r o d u c i n g  v a r i a t i o n  in the r at es  

of tax.  However,  the e x i s t i n g  d i f f e r e n t i a l  r at e  

s t r u c t u r e  does not appear t 3 f u l f i l  the very o b j e c t i v e  

i m p l i c i t  i n  h avi ng  g r adat ion  of r a t e s  due to lack of 

any ru le  f o r  keeping the v a r i a t i o n  a c r  j s s  commodities.

T h i s  i s  taken up i n  the next  s uc t i o n .

2. Ra ta St rue turiD _ of  ̂sa/1 a s. JT:a. x i n , - .Sô no
I n d i a n  States

Tab le  1 reives i n f o r m a t i o n  on Sales tax rates  on 

d i f f e r e n t  commodities in a l l  major States .  O v e r a l l ,

Stat es  levy .lower taxes on mass consumption goods than 

on l uxury  goads. For example,  c e r e a l s  end pu.vses ore



taxed at not more than 4 per cent or are F u l l y  exempted 

from the tax in some States' non-hydrogen a tod edible 

°iis are subject to rates ranging from 2 per cent to 

6 per cents fish is exempt fr^-n tax in most States end 

is taxed at the relatively ' .nu rate of 4 and 6 per cent 

in drissa and Madhya P r ad es h respectively. In c o n t r a s t  9 

the highest rates broadly cover all l u x u r y  goods, vary- 

ing from 10 per cent (Punjab) to 20 per cent (Karnataka) * 

Besides, most States levy a very high rate on l i q u o r 9 

such as 25 per cent in Mahar a s h t r a  and 55 per cent in 

Kerala*

Between the l o w e s t  and the h i g h e s t  r a t e s ?  t h e r e  

e x i s t s  a wide r a ng e  of  v a r i o u s  r a t e  s. F o r  i n s t a n c e ,
Andhra Pradesh I mposes  ^3 r a t e s  v a r y i n g  f r om 1 t o  78 

per  cants B i h a r  has 14 r a t e s  v a r y i n g  b e t u e e n  2 and '/6 

per e e n t j  U e s t  Bengal  - l e v i e s  75 r a t e s ,  v a r y i n g  f r o m  1 
per c ent  t o  20 per  c e n t ,  T a m i l  A/adu has 14 r a t e s ,  v a r y ­

i n g  from 1 per  c e n t  to 15 per  c a n t .  The m a g n i t u d e  o f  
d i f f e r e n t  r a t e s  on c o m m o d i t i e s  depends upon the d e gr ee  

of e s s e n t i a l i t y  i n  the c o ns u m p ti o n  b a s k e t  of  t h e  p u b l i c .
For  i n s t a n c e ; t o o t h p a s t e  and powder are taxed a t  the 

r a t e  of 8 per c en t  to *2 per  c e n t ,  whereas a l umi ni u m 

f u r n i t u r e s ,  not  an e s s e n t i a l ,  are taxed a t  the r a t e  o f  
12 to 15 per c en t  in  v a r i o u s  S t a t e s .

I t  w i l l  be v a l i d  to ask why the h i g h e s t  range o f  
tax in the S t a t e s  i s  from 10 to 20 per c e n t ,  f o r  a driven 

low r a t e  of 4 per cent  and l e s s ;  in  o t h e r  words,  on u h a t  
grounds are the d i f f e r e n t  magnitudes of r a t e s  b e t u u o n  t h e
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lowest  and the h i g h e st  r a t e s ,  a r r i v e d  at .  Host  States 

keep a g r a d a t i on  of r a t e s  ' j i t h  a d i f f e r e n c e  of one par 

cant ,  such as,  i n  O r i s s a  i r o n  and s t e a l  f u r n i t u r e s  ara 
taxed at the rate of *]3 per cent and f u r n i t u r e  nth-Jr 
than i r o n  and s t e a l  at  the rate of y i  par cent .  I t  is  
d i f f i c u l t  to understand as to hou States i ntend to achieve 

e q u i t y  by imposing r a t e s  u i t h  a d i f f e r e n c e  of j u s t  one 

per cent.  T hat  i s .  States h ar d l y  have any concept or 

p r i n c i p l e  f o r  designing r a t e  s t r u c t u r e  so as to e x p l o i t  
the r e d i s t r i b u t i v e  r o l e  of sales  tax.  In the next 
section ue attempt to suggest  a normative approach which 

can be used as a thumb r u l e  f o r  d e v i s i n g  the gradat i on of 

r at es  from the po in t  of  v i e u  of the e q u i t y  o b j e c t i v e .

3* D e s i g n i n c ^  a_JRata, j § t r u c t u r e : _ A _ J io rm&tiyQ^.j^Tpach^

t hLet Yi  be the average expendi ture  of the i  

expendi ture  class? be the p ro p or t io n  of expendi ture
on j th commodity by the people in the i th expendi ture  
c l a s s ;  t .  be the rate of commodity tax on j  commodity

and TR- be the amount of a commodity tax revenue
+■ h

c o l l e c t e d  from the people i n  the i Gn expendi ture  c l ass .

Ar r an g in g  expendi tur e  classes by ascending

o r d e r ,  ue have Y.  < v < v < ............... ..1 2 . . . . . . . .  YR.

Using the n o t a t i o n s  s p e c i f i e d  above,  T R ^ , the 

amount of a commodity tax c o l l e c t e d  from the people in



. th
the i  e x p e n d i t u r e  class. ,  enn be expressed through the 
f o l l o w i n g  e q u a t i o n ;

TRi  ^ 1 pi 1 ^ i  + t 2 pi 2 Yi  .................. t p pi n Yi ^

g r

n
. £ t . P . .
J=1 J i j ( i a)

Suppose government t h i nk s  t h a t  people in the 

Yi  + 1 ! e x Pendi ‘turG c l a s s  should pay tax ( as a propor ­
t i o n  of  t h e i r  t o t a l  e x p e n d i t u r e )  times that  of

u h at  people i n  ( t h e  p o o r e s t  people i n  the economy) 

pay? T h a t  i s ,

TR2 = TR

Y 1 Y2 1

tR 3 * TR1 ( 2)
a ■

3 Y1

TR - TR
n a,

Y V.
n

n- 1
Y

1

y he re va l u e  o f  a j_ i s  more than one, and < a 2 <

R e p l a c i n g  v al ue  of  TR^ i n  the above equa­

t i o n s  g i v e s  :



E t j p 2j

E t j p3j

U . p  •nj n- lE 1 1 P1 j

For aiven values of t tax i- : l on

or any one of value of  t .  -  and of  a. the v al ues  of
J i  9

t .  „ can be est i mated.  T h i s  can be shown as f o l low s.  
J + 1

Equat i on 3 can be w r i t t e n  thOsJ -

p21~ V i  1; ”  ̂ V 1 2~ p'i ?)j ^2 s'  ̂ a1l 1 : r ! V ’) '3 ’ * * °\ 1r~p?n} fcn

1^p31 a2 p 1 l )  = ( o^p1 2-P32^  t 2 +  ̂ °^p 1 3“ p 3 3y t 3'i‘* • * ' ^ a 2p 1 n " p3n^ ^
o 

9 9

. ( 4)»
oO

pn 1” a n -  1p 1 1̂  ^ a n - 1 p 1 2 " pn2^ t 2+ ' ,an - 1 p 1 3“ pn 3 '  t 3+ * 0 * n -  1P 1 n~pnr)  *n

o r
A

'2j1f
'3>

( a i p 12“ p22^ ..........  ̂ V l n  p2n^ j ^ P21 ai P 1 f
; i

j( a 2P 1 2- P 32) ..........  ^ a2 p1n“ p 3n> P3 l ” a 2p11 ^ 1  j

! ( 4 a)

 ̂ cfi~ 1 P 1 2~ pn 2  ̂ * * * * van - 1 p 1 n pnmli( P

Values of t ? , t . t  can be solved tnrouqh the n
above system of  equat i ons  f o r  a given val of T ^ 8 .
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An e m p i r i c a l  e xe r c i se  using the above f o r m e N .

t i o n  i s  c a r r i e d  out here to shou the est i mates  op i ^

tax rate in tun c ■ ■ e 3 z f Lr a t , 1 & te s are c0np j t  e n p r

tuo t ypes  of maior commodit ies!  e s s e n t i a l s  and non-

e s s e n t i a l s ,  and in the second case,  r a t e s  are computed
f or  three types of commodities -  e s s e n t i a l ,  semi-n r. con
t i a l  and luxury  goods. T h e - e x e r c i s e  I -  dene u i t n
re sp e ct  to Or i ssa  uhich has-4  per cent rate of SG11 „

9
tax on v a r i o u s  kinds of e s s e n t i a l s  .

F i r s t  Case I I n  the case of tuo groups of

commodities -  e s s e n t i a l  and n o n- e s s e n t i e  1 -  and of tuo

e xpendi ture  c l a s s e s ,  equat i on 4a f o r  the e st i m a t i on  ef 
t 2 -  tax rate on l u x u r y  goods -  f o r  a given value of
£  u i l l  reduce as shoun be leu : *

t  = ( .ai p, n _ : _ ^ i ) i i  ( 5 )

( P 22  "

The value of the numerator in the above 

expr ess i on  u i l l  be p o s i t i v e  since the magnitude of p„ 
i s  expected to be g r e a t e r  than P2  ̂ and a, ( > 1 by 

assumption.  Thus,  denominator in  thd above expression

g i v e s  a c o n d i t i o n  uhich should be met f o r  a determinate
so lut i ort ,

p
1 22 N1 < a a < “ • —  -  ( 5a)

P*12

Although the value of a l depends upon the 

government’ s w i l l i n g n e s s  to i n t r o du c e  p r o g r e s s i v i t y  in 

tax s t r u c t u r e  to the e xt en t  d e s i r e d ,  the value f i xed
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should bo moro than u n i t y  b u t  l o s s  tnan ^ 7 2 ' ^'\2 ^"Jr 5 

da te r m i n a t o  s o l u t i o n  op t 9 »

Tho p r o p o r t i o n  of expenditure on coroo -s and 

pu-:-s3.s ( con si d e re d a s s o n t i a l  cammodit is 3 ) and d o r a o - o  

goods ( c o n si d e r e d  n o n - e s s e n t i a l )  by trio r f o r  and r i c n  

- o  l e 10p° 0p 0 uore commuted using MS SO con sump t ion -ex pond i -  

ture data r e l a t i n g  to the 38th Round held in 1983.
There are 13 expendi ture  c l ass es .  Ue have assumed 

t h a t  people hawing monthly per c api t a  ex pendi ture  belou 

Rs. 20Q are poor and people havi ng monthly per c api t a  

expenditure above Rs. 200 are r i c h  people.  i\lSS0

con sumption-ox pandi ture  data are given f o r  urban and 

r u r a l  areas s e p a ra t e l y .  These data uero worked out 

for  the State as a whole,  using s a m p l e  popu la t i on  of 

r u r a l  and urban areas across expendi ture c l ass es  as 

weight s.

The r e s u l t s  ore set  out in Table  2. For the 

determinate value of tax r a t e s  on n o n - e s s e n t i a l s ,  the
galue of a should be more than one but l ess  than1
3,33.  The r e s u l t s  shown in the table i n d i c a t e  that  

f o r  a given rat e  of 4 per cent  on c e r ea l s  and pulses,  

the rate  on durabl es  should be ') 5» 17, 20 and 22 p e r ­
cent f o r  1 , 0 5 ,  1 . 1 0 ,  1.20 and 1.25 values op re spec t i  va l y .  

That  i s ,  i n  order  to achieve 1.25 degree of p r o g r o s s i v i t y  
i n  the tax s t r u c t u r e 9 or to r e q u i r e  r i c h  people to pay 

1.25 times more taxes as p r o p o r t i o n  of t h e i r  t o t a l  

expendi ture  than uhat poor people pay,  O r i s s a  needs to 

tax durable at  22 per cent.  I t  also i n d i c a t e s  t h a t



tha same lavo 1 of progra s s i  v i ty can be ach ieved f a r  a 

given rate of 13 nor cant on n o n - o s n a n t i a •s U r u  va i  l i n g  

rata on mast luxur y  goods  in O r i s s a )  by l e v y i ng  2 
par cant tax an c a r a a l s  and p j I s j  s.

Tha f o l l o u i n g  a x ar c i sa  attempts to shou  the 
a amputation of the r a t e s  in tha case or  thraa g r  I'uas 
of comm oq i  t ia s.

^Second Casj3S In  tha casa of three groups of 

commodities -  e s s e n t i a l ,  s e r i - a s s n n t i a l  and luxury  

goods -  Equat i on  4 or 4a f o r  tha e s t i m a t i o n  of rat es
t 9 and t 7 u i l l  reduce as f o l l o w s  : 

z. o

12 . P,1 2P33~P3,1f1 3.)+ •^„p£tp.13,~.P 1.1 p2 3? +l P32p2 r p22p3 l)]: (6a)

ai ^ Pl 3 P3 2 ' P33Pl2^ + ;CS^P23P12- P 13P2 2 ^ ' ^ P33P22‘ P23P3 2)

r'l'l̂ p i2p3l"p32p i1^+a2^p22p 1'l“pi2p2 ^  + ̂ p32p2l"p22p3lj2  (6b) 

0(1^P 13P32- F 33P'( 2^+ c!2  ̂P23P1 2_P i 3P2 2  ̂+  ̂P33P22 " P23P32^
t3 = .

In t h i s  case e s s e n t i a l  and Luxury goods are the 

same as were taken in the e a r l i e r  two-commodity model. 
The group of s e m i - e s s e n t i a l  goods c o n s i s t s  of e d i b ’.e 
o i l s ,  footwear ,  f u e l ,  c l o t h i n g ,  meat and eggs,  etc.  

Regarding income c l a s s e s ,  the n l as s  r e l a t i n g  to poor 
people i s  the same as was taken in the e a r l i e r  cases. 
The r i c h  income class in the e a r l i e r  case i s  d i v i d e d 

i n t o  middle- income c l a s s  and r i c h  c l ass  in the present 

case. Mid dl e- i ncome c l a s s  people are considered to be 

those havi ng monthly per c a p i t a  expendi ture  mare than 

Rs. 20 P but less than R s. 30° and the r i c h  people are
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those hawing monthly per c a p i t a  expenditure Rs. 3GG end
11above.

The r e s t r i c t i o n s  nn the values of ci. l rei
al ready  s pec i f i e d ?  01 \ >2and  ̂ > a s in the

? 1
present  esse there are tuo moru ^ r e s t r i c t i o n  s on th-e 

value of  <*2 f c r  a 9i  ven value of so as t- achieve

t  > t  > t  •
3 2 1

These are as f o l l o u s :

°2 > ,0t1^P1 » P23^ P22^'"P21^ p 33*P32^

P ^ (  p23+ p 22^ ~ p21^ P 1 3+ p 1 2̂  

a2 1 ^ P33^P22^P21; ~ P23^P32+P31^

p 13( p 21 + p22)"' "p23( -p11 + p12)

Accordi ng to the above r e s t r i c t i o n s ,  the value

of  a f o r  the given value o f  .a s 1. 0 5,  1,10 and
2 1 

1,15 should be between 1.37 and 1,67;  1,47 and 1 , 8 2,  and

1,50 and 1,96 r e s p e c t i v e l y .

F u r t h e r ,  the c o n d i t i o n  ^  > a -] does n ot  ensure
a p r o g r e s s i v e  rat e  s t r u c t u r e  since a p r o g r e s s i v e  tax i s  

c h a r a c t e r i s e d  by i n c r e a s i n g  m a r g i n a l  r a t e s .  That  i s ,  

t h i s  assumes!

TR2 =a TR1 ; TR3 TR„ TR TR , ,-] — „ »  = a 2 ; . . . . ;  n __ n-1 ( 0)
Y2 Y Y3 2 - 7 -  ~ n-1  -

2 n n-1

( 7a)

( 7 b )
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uh j r g a < e,, < . . . .  < a . T h i s  pat tern  of a. u i l li  ̂ M — I i
guarantee a p rog r ess iv e  tax s t r u c t u r e .

Equat i on  2 dues n 3 t  fundamental ly  □ I f f  or 
from the ab-Jvo aquat ion .  The r e l a t  ion shin betueen a 
and can be shown as f a l l  j u s  ;

• • ♦ •
n-1

T h i s  r e l a t i o n s h i p  shous that the f o l l o u i n g  
c o n d i t i o n s  r e l a t i n g  to the va l ues  of are r e qu i r e d  
to have a p r o g r ess iv e  commodity tax s t r u c t u r e :

The r e s u l t s  are presented in Tab le  4. The 
table  i n d i c a t e s  the magnitudes of t ^  and tg f o r  the d i f f e r e n t  

combinat ions of the values of ^  and ot2 as u o l l  a s those

values ofa - t . 0 5  and ^0̂ = 1 .50 , the estimated r a t e s  for  

ssmi-e s s e n t i a l  ( t o )  and luxury goods ( t 3 ) are 11 per cent 

and 24 per cent r e s p e c t i v e l y .  T h i s  approach also 

suggests,  i f  any one of these r a t e s  i s  r a i s e d ,  hou other  

r at es  are adjusted to achieve the desi red degree of 

p r o g r e s s i v i t y  in the tax s t r u c t u r e .

i s  v er y  simple.  Basic data r e l a t i n g  to consumption expen­

d i t u r e  are a v a i l a b l e  for  each State s e pa ra te ly .  H.ruever,  

a problem a r i s e s  in grouping of commodities.  The grouping

9 ' 31 n -1 > ci n~2an -2

of a , For example,  the r e s u l t s  i n d ic a te  t ha t  for  given

The computation of r a t e s  u i th  t h i s  approach



shou Id bo basad on pr i ca  and in coma a onb Lc i t  ie s of 

the market demand for  goods. Tha computation of 

a l a s t i c i t i o s  i s  no c a simple task., S i m i l a r  praolam 

ar is es  in a r r i v i n g  at  d i f f e r e n t  ox pane: i t  ura c 1 a s so 3 . 
Houevar,  a smal l  number of groups of conmodi t i as  and of 

expendi ture  c l a s s o s , such as tuo or t h r o a , can ba 
mado on tha bas is  of value judgement.  In s u i t -  

thoso pro b lams t h i s  tachniqua may bo co n aid area t..< bo 
u sef ul  to sales  tax a d m i n i s t r a t o r s  in p r o v i d i n g  at 
l e a s t  a simple formul a f o r  designing a r a t i o n a l  rata 

s t r u c t u r e  of sales  tax.

— '3 —
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7. L i quor  i s  excluded f o r  spec I f y i n ^  the highest

and lowest rata  s sine a tha rata ">n l i q u o r  dapands 

on p r o h i b i t i o n  p o l i c y  and rnta of u x e i s -  duty in 

tha States.

8. Tha reason f o r  e s t i m a t i n g  the r a t e s  of t ^ j  t ^ . •- 
t  u i t h  r aspec t  to a given rota or t  - tha rate 

on e s s e n t i a l s  -  i s  t h is ?  tha rot:.' of sale s tax 

on e s s e n t i a l s ,  such as c e re al s  and pul se s ,  c a o  

n o t  exceed the l i m i t  s pe c i f i e d  through Union 

l e g i s l a t i o n .  At present  the l i m i t  i s  4 per 
cent#

9. There i s  no s p e c i f i c  reason f o r  d e r i v i n g  the 

r a t e s  of sales tax f o r  O r i s s a  onl y  except that  

data f o r  t h i s  State ware r e a d i l y  a v a i l a b l e .

10. The c l a s s i f i c a t i o n  i s  made on the b as is  of the 

po ve rt y  l i n e  in  I n d i a .

'j*j# The reason f or  equa t i n g  the ex pendi ture  c lass

of Rs. 300 and above u i th  high income c l ass  is 

a s u b s t a n t i a ■ chnnoa in the p a t t e r n  of expendi ture 

□ f the people in t h i s  expendi ture c l ass  as 

compared to that  in  the preceding expendi ture 

c l a s s e s .
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n y. 
t - i

FP = F i r s t  Purchase p o i n t  

Lp = Last  Purchose p oi n t  

FS = F i r s t  Sale po in t  

L5 = Lost  Salo point
DS -  D o u b U  poi nt  solos  tax { f i r s t  and 'a 

IMS = Ualuo added sales  tax

= 2 5% at  tho stag os before the l a s t  st 

and 5% at tho l a s t  stags.  The taxab 

t ur n ov e r  before tho l a s t  sale i s  

d e r i v e d  b y -d e d u c t i n g  the t u rn ov e r  on 

which the tax i s  a l r e a dy  paid.

i (  1 2 c  

I J— I ' 8  1

s t )

age
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TABLE 2

Est i mated Ratos in  the Case of :uo Commodities and
T ujCj expendi ture Classes

I terns P.roport i  j n of 
fexpendi ture
among people

Value
uhen

□ f t 

*1 =2 .*

ui th 
pe r

di  ffe rer 
con fc

it \J - 1 u s ofc

Poor Rich 1.02 1.05 1. 10 i7 i 5 1.20 i .25

Cereal s  and 
Dulses •6152 *2385 4 4 4 4 4 4

durables
Lncludlng *
neverage and 
refreshment .0469 .1564 14 ■ 15 17 18 20 22

TMBLE 3

P r o p o r t i o n  o f  E x pendi tur e  on Three Typ 
i n  Three Income Classes

es of Commodi t i e s

Commodities Poor Middle i-7 i  r h

E s s e n t i a l s . 6  1 52 ( p1 ^ . 2 9  14 ( p 21) .1818 ( P ) 
30-'

Semi-essen t i a l s . 2 5 3 6  ( P 12) . 2779 ( p 22 ) .  30 36 ( P32)
Luxury . 0  397 ( p 13) .962 ( P23 ) • 2210  ̂P33^
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TABLE 4

E st i  ma ted Rates i n thu Case of  Thr^e Com 
and T h r e ; F x e - ^ d i t u r e  Classes

i.l juj. 11 a S

( P e r

Value of Rates
- - 3

t 1 V' 2

'X

2- p  -  a  
—  • C'1 -  1 *2 ..

T ------------------------------
1# 33 1.05 1 . 40 ( 1. 37 rriin)** 4 18

1. 38 1.05 1.45 4 14

1.4 3 1.05 1. 50 4 1 1

1.48 1.05 1. 55 4 P
1. 52 1.05 1.60 ( 1 . 6 7  max) 4 6

1. 36 1. 10 1. 50 ( 1.47 min) 4 24

1.41 1. 10 1.55 4 18
1.45 1. 10 1.60 4 14
1. 55 1. 10 1*65 ( 1 . 8 2  max) 4 1 1
1. 39 1. 15 1.60 ( 1. 56 min) 4 33

1.43 1.15 1 .65 4 24
1.48 1.15 1.70 4 18

1. 52 1. 15- 1 .75  ( 1 « 96 max) 4 14

Notes* * t .  i m p l i e s  rate  o f  t. i s  g i ve n;  and 
* i I

^ ' " F i g u r e s  in par ent heses i n d i c a t e  the minimum and maximum

val ues  of a f or  a given val ue o f  n  in or der  to have

t)

h

22

23

24

24

25

30

29

29

25

42

39

38
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