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INFLATION AND TAX REFORMS : A STUDY IN

-t b - ——

INDIVIDUAL TAXATICN

The Finance Act of 1985-provides considerable
reduction in individual tax.liability - first, by across-—the
tboard reduction in tax rates and second, by enlarging and
- reducing the number of tax brackets. In recent vears,
this has heen a majof reform—-induced tax reduction proposal.
Whiie raising the exemption limit from Rs.15,000 to
Rs. 18,000, the Finance Minister has cut the marginal rate
of income tax and abolished the surcharge on all assessees.
Besides; a genuine attempt has been made to streamline
the syéiem of income tax collection by cuf%ing down the
number of slabs to four. The question still remains:

Are the reliefs executed to the various income slabs equitable?

In a progressive tax system, when prices are rising,
a great deal of.change occurs automatically in persbdnal
income tax rates, The important effect of inflation on
the tax rate schedule is to shrink the real width of tax
brackets and to decrease the real value of exemptions,
To neutralize these effects, almost every year, the
Finance Ministexr in his budget proposals announces some
kind of concessions —either in the form of modification

in the tax rate schedule (rates as well as slab adjustmentS)



2

or in the form of enhancing the monetary limits of various
deductions (e.g., standard deductions under Section 16,
monetary ceilings under Section 80 C and 80 L, etc.),
People are generally overjoyed at frequent statutory tax
Yeauction proposals and remazin blissfully unaware of the
substantial upward shift in the tax structure due to
inflation that has occurred over the years., In a progressive
tax system, with ad hoc adjustments in tax rates and tax
brackets, tax inequities caused by inflation may hurt some
tax payers but correspondingly help others, Inflation can
leave surprising and unintended effects on tax burden

distribution.

Inflation and Individqg;_lncoﬁe Tax

g2 Nty

Inflation affects real income tax liabilities in two
ways., First, inflation erodes the value of fixed rupee
amount (e.g. nil tax income slab, monetary ceiling; on
standard deductions, etec,) used in computing tax liabilities,
- Second, inflation combined with the progressive nature of
tax code produces unintentional changes in tax payer's
marginal tax rates {i.e,, bracket creep). Consider an
individual who had an income of Rs,.20,000 in 1982-83 aséessmer

year (AY)*, On this he would have paid Rs.330 as income tax

(including surcharge), If he had the same real income

* .
Assessment year is a year which follows the financial year,
for example, for 198485 financial year, the assesament
year would be 198585,
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in 1985-86 AY, that is, income sufficient to purchase the same

basket of consumer goods and services that'had a price of

Ro.20 000 in 1982-83 AY, he would need an income of Rs,26,300.
' Rs. 20,000 (543 --‘-- 413) =. 26, 300 ** But on this income

of Rs.26,300 in 1985-86 AY, he would have to pay tax

 (including surcharge) of Rs.1339, an increase of Rs,1009

in nominal terms, or an increase of Rs.668 in real terms

71339 (413 = 543) - 330 = Rs.668]. If the individual

pre~tax income kept up exactly with the rate of inflation,

his real after tax income would decline by Rs.668, LEven if

we consider 1986-87 AY pudget proposals which has considerably

reduced the tax rates, he is still Worse“off compared to

1982-83 AY, To match an income of Rs,20,000 in 1982-83 AY, in

1986 AY he would need an income of Rs.28930 (assuming 10 per

cent inflation in 1985-86 financial'year, which added to

1984~-85 ecquivalent money inccie of Rs.26,3000 is Rs.28930),

On this money income of Rs.28930 in 1986=~87 AY he ‘would have

to pay a tax of Rs.1234 . - which is considerably highér )

than what he had paid in 1982-83 AY.

The relative influence of fixed nominal rupee amounts

- (e.g. zero tax bracket and monetary ceiling on standard
deduction) and rate progressivity is different at various
points on the income slabs. Generally speaking, at lower
income levels, the erosion in the real value of fixed nominal
Tupee amount is respon51blc for most of the inflation

P s TR SRR PSRN DRI IY N Vi

CPI 1ndex for non-manual labour with 1960 as base, belno
413 in 1981=82 financial year and 543 in 1884=85 financial

Y&ars
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induced tax increascs. Rate progressivity does not
influence much. At higher .evels of income, ithe rate
progressivity is the predominant factor in inflation

induced tax increases. However, inflation increases the
taxes at each income level to an extent that depends on the
rate of progressicn in the tax rates at that income. As

a consequence, the tax increase resulfing from inflation are
highest not at incomes where the marginal tax rates are
highest, but rather at income where marginal tax rates
increases most rapidly. Such inflationary tax increases
thus fall most heavily on middle income tax payers where
progression is steep. Where the tax rates are proportionate
(as in the case of corporations) or less progressive (as in
the case of higher income groups), the incidence of
inflationary tax increases is minimal. For individuals
with hicher incomes, the increasing width of the  topr tax
brackets increasingly insulates them from the effects of
inflation on real tax rates, It is difficult to arqgue

that this pattern of incidence of the tax changes resulting

from inflation reflects rational social policy.

Then the question to be investigated is : "Have
policy makers consciously taken into account inflation and
its effect in developing discretionary tax changes?? There
has been much talk but little analysis on the relationship
between inflation and such tax concessions. The purpose of
this study is to provide some basis for a more reasonable

discussion on this subjedt.



In this paper, an inter-temporal comparision of tax
rates is made on the basis of real and not merely nominal
income, and then, an attempt is made to find out whether
the frequent statutory tax changes have been equitable in
the present of inflation over the last one decade, Finallv,
further tax reforms needed to preserve equity in the face

of changing price levels have been considered.

Framework of Analysis:

Since, we are interested only in inter-temporal tax
rate structure, tax rates are examined with an individual
tax payer's real income held constant. ﬁ;nce, the procedure
followed in this paper is to move an individual conceptually
through time with a constant real income and appropriately
altered money income, The Consumer Price Index for urban,
non-manual employees is employed as a reasonable measure
of the rate at which nominal income must be increased in oxder
to hold before-tax income constant in texms of purchasing

power of the first year of our study.

This index has been considered as best to measure the
percentage change in purchasing power of the target groups
through time, The use of other index numbers would not
have altered the results significantly as behaviour of

these indexcs over years has remained similar. The prices
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over last one decade has increaéed at an average compunded
rate of seven per cent for (financial year 1984-8% index is
530, for financial 1974-75 index is 270). For 1985-86
rfiﬁancial year an index of 594 has been assumed which means
"an expected increase of 12 per cent ovér 1984--85 financial
year index. Urban non-manual employees index numbers {average

of months) for other years are given in Table 1.

TABLE 1

Urban Non-manual Emplovees Index Numbers

- P = PR .

General Index Increase over

Financial year ' {1960 = 100} previous_year
197475 270
1975~76 277 2.6 per cent
1976--77 277 0
1977=78 296 6.9
1978=79 306 3.4
197980 330 7.8
1980-81 369 11.8
198182 413 8.0
1982-83 446 8.0

1983-84 | 492 10.3




In the analysis to fc'low, all statutory changes in
tax rates and standard deduction under Section 16 over the
assessment years 197575 to 1986~87 are incorporated. We
have taken these years because of major tax changes have
‘been incorporated in 1975=76 AY, particularly provision of
a standard deduction and restructuring of income slabs an<
tax rates. In subsaquent years, there have been frequent
-statutory adjustments in income slabs and ihcome tax end
surcharge rates, In 1986~87 AY tax proposals saw major
changes in terms of increasing exemption limits to Rs.18,000
and reducing income slabs to four with substantial income tax
rate reduction and abolition of surcharge sn tax. It is

thus of some interest to highlight this period.

The analysis incorporates the income slabs ranging
from Rs.8000 to Rs.200,000 in terms of 1975=76 AY gross
income, Using inflation index, these income slabs Tange
from Rs.17,600 to Rs.4,40,000 in terms of 1986-87 AY purchasing
power, Thus gross income slabs considered in the study
should cover almost all the income groups taxed at various

tax rates under Indian Income Tax Act 1961,

First, we review the statutory tax changes as applicable
to different income groups in different assessment years

without adjusting for inflation., Then, we present a total



picture showing inter-tempc . .al average real! tax rates and
real disposable income changes for selected years.- Since,
statutory tax rates have changed substantially we would
@;ubsequently segregate the effects of these changes and
%fhe effects of inflation, We also portray the effect of
'price increases in shrinking the real size of the statutory
tax rate brackéts and increase in marginal tax rates, since
éuch marginal rates are of interest for their possible
incentive-effect significance. Finally, we contcmplate

the reforms needed to preserve equity in the tax structure

10 compensate for inflationary effects.

Review of statutorv changes

In 1975-76 AY nil tax income slab was raised to
Rs.6,000 and maximum marginal tax rafe was reduced to 70 per
cent from the then existin: maximum rate of 85 per cent,
The income slabs were also reduced with appropriatb
modification in applicable tax rates. Further, in earlier
years, under Section 16 various deductions with regard to
employment related expenses like professional dues,
conveyance state taxes, entertainment, etc., were allowed
in computing taxable income. In 1975=76 AY for the first
time a consolidated standard deduction under Section 16
was introduced. Standard deduction is computed as a

proportion of the salary and has a maximum limit, In



9

1986-87 AY allowable deduction is 25 per cent of the salary

up to a maximum of Rs.6,000. The earlier limits were

R$.3,500 in 1975-76 AY, Rs.5,000 in 1982-83 AY, and Rs.6,000
since 1983-84 AY. Over the years, the proportion has also
been €hanging. From 1975-76 AY to 1981-82 AY it was 20

per cent of the first Rs,10,000 salary income and 10 per

cent of the salary income exceeding Rs.10,000, The percentage
was increased to 20 per cent of all the gross slary in 198283
AY énd to 25 per cent since 1983-84 AY.

The nil tax income slab has also been increasing over
the years., The increases in exempted inoome has been
Rs.8,000 in 1976-77 AY, Rs.10,000 in 1978-79 AY Rs.12,000
in 1981-82 AY and Rs.15,000 in 1982-83 AY. The current
exempted income level is Rs.18,000 for 1986-87 AY, The
years from 1978-79 AY to 1981-82 AY saw a complicated tax
structure at exmmpted incomc level. For example, in 1978-79 AY
tax proposals, the maximum taxable limit in the case of
personal taxation has been increased from Rs.8,000 to
Rs. 10,000 with the result that tax payers within the bracket
of Rs.8,000 to Rs, i0,000 will not have to pay income tax,
But where the total income exceeds Rs, 10,000 {(except in
marginal cases utp Rs.10,540) the tax is to be calculated
as if the taxable limit is Rs.8000. Similar kinds of

provision were put forth while revising the exemption
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1imit to Rs,12,000 in 1981-32, In 1982-83 AY 'it was
simplified by making nil tax income slab of Rs,15,000

for all income groups. In subsequent years, though maximum
marginal tax rate was retained to be & per cent but there
have been frequent adjustment of income slabs and applicable
tax rates, In 1986~-87 AY major changes were introduced

by reducing the maximum marginal rate to 50 per cent with

only four income slabs,

We are presenting the results of only seven -assessment
years, namely, 1975~76,1977«7C, 1982-83, 1983-84, 108485, 1085
1986~-87, to emphasise the major trends while™ keeping the
presentation comprehenéible. However, -detailed computer
output is available for all the ycars covered under the

study for interested investigators and policy makers,

In Table 2, we present margihal tax rates on gross
income unadjusted for inflation., Prior to 1975-76 AY,
there wexe 11 income slabs with a maximum tax rate of
85 per Cént (plus 10 per cent of computed tax as surchargej,
In a major reform in 1975-76 AY, standard deduction was
introduced replacing miscellencous deductionsg income
slabs were reduced from 11 to 8 and the maximum tax rate
was reduced from 85 per cent (plus 10 per cent surcharge)

to 70 per cent (plus 10 per cent surcharge)., This rate
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has been further declining. 70 per cent maXimum rate
(excluding surcharge) was reduced to 60 per cent (excluding
surcharge) in 1977-78 AY and remainod there until 1984-85 AY,

However, surcharge levied on computed tex has been varying
from 10 to 20 per cent. The present, (i.e., for 1986-874Y),
maximum marginal tax ratce is 50 per cent and does not

have any surcharge. On the other hand, the minimum tax

rate has been steadily rising from a low of 12 per cent
{plus 10 per cent surcharge) in 197576 AY to 30 per cent
(plus 10 per cent surcharge) in 1983-84 AY. It was

reduced to 25 per cent in 1984~8% AY and further reduced to

20 per cent in 1985=-86 AY., ERecent budget p£5p05a1 has again

increased it to 25 per cent for 1986-87 AY.

Thus, the range of maximum and minimum rate has:
been censiderably nerrowed down from 13.2 ~ 77 per cent
(including surcharge) in 1975-76 AY to 25 - 50 per cent
in 1986-87 AY. The income slabs have also been reduced
from 8 in 1975=76 AY to 4 in 1986~87 AY which has resulted
in an increased width of income brackets and simplification
of tax laws, However, this also results in a reduced
progression of tax rates at higher income brackets while
at an exempted income leve,. progression from zero to 25
per cent is pretty steep. One may recall, it is the rate of
progression which affects the tax payer adversely during

inflationary period, dnd not the level of ted rates.
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Combined rffact of Inflation and Tax Changes:

In table (3), we present marginal tax rates on constant
real income in terms of 1975-76 purchasing power for the
years under study. We find thal in a large number of
cases the inflation from 1975-76 AY to 1986~-87 AY had the
effect of moving individuals to higher marginal tax
‘brackets. For example, an individual earning Rs,15,000 in
197576, on which 15 per cent (excluding surcharge)
marginal tax rate was applicable is now subjected to 30
per cent tax rate on a nominal income of Rs,33,000 which
has the same purchasing power as that of Rs.15,000 in AY
1975=-76., However,; due to considerable reduction in
maximum marginal tax rates individuals having an income
of Rs,30,000 and above in 1975-76 AY have not done
adver;ely, except in 1985-~-86 AY, In most cases, at
higher income groups, marginal tax rates are lower,

probably for their possible incentive=effect significance.

Average tax rates on nominal gross income unadjusted
for inflation are presented in table (4). Average tax
raies for all the income groups have declined substantially
over the years. Every year ad hoc tax changes are made
to compensate for inflation. Some changes have been made
with a view to simpliff the tax laws and to alter the

incentive effect on non-compliance. Prior to 1986-87 AY,



13 -

main motive of tax changes scems to be to compenéate for
inflation. 1986-87 AY budget proposals do have an
incentive~effect significance for beiter compliance
particularly, at-a higher level of incoem., Table (5)
contains percentage change in average tax rates on
nominal gross income unadjusted for inflation. Table (6)
incorporates effective average tax rates associated with
constant real income, Changes in these average rates
geflect the compounded results of not only the effect of
linflation and statutory changes on brackeis width and
exemptions, but also she effcct of frequent ancilliary
changes in surcharges and allowable standird deduction
under section 16. The data combine the effect of inflation
and statutory tax changeszzgieéted years anﬂ show a
uniform pattern of higher corresponding rates in later
yearss This table alongwith table (7) which has
perﬁentage change in average tax rates, show some
intérestihg results, In 1977-78 AY, the avecrage tax
rates for all income.groups declined, bécause price

risge over 1975-76 AY. was very low (2.6 per cent only),
but there was a major tax reduction which reduced tax
rates for all income categories by 5 to 10 percentage
_pqints.' After that until 1985-86 AY, the average tax.
pates have been lower for very low income groups {upto
;12,500 of 1975-76 AY rupees) and for very high income
_gxoup(above 100,000 of 1975-76 AY rupees). For the income

ggroups in between thesc two average tax rates have
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More recent tax changes.in 1986-87 AY, were considerecd
'epoch making' in terms of reducing tax rates for all the
income gtoups. These reductions arc substantial comparced
fo the immediate preceding years, but if we compare the tax
burden in real terms over a decade, they are not enough,

When we look at the middle income groups of 30,000 to 88,000
of 1986-87 AY rupees (equivalent to 15,000 to 40,000 of
1975~76 AY rupees). Thé average tax rate on 33,000 rupees of
current purchasing power has increased by 12.7 per cent

over 1975=76 AY, The highest increase in average tax rate

is 44,1 per cent for a current income of Rs,49,300 (equivalent
purchasing power income of 22,500 1975-76 AYrupees). The
average tax rate for this level of income hés increcased from
10,2 per cent to 14,7 per cent., The conclusions to be drawn
are that despite substantialy tax reduction in 1986-87 AY.,
there is still a group of individuals with income ranging from
Ré.S0,000 to Rs.88000 who are woxrse off than AY. 1975-76, All

other income groups have benefited from the tax changes.

Isolating the effect of inflation

Table 8 and 9 display the average tax rates that result
from the effects of inflation alone. We have prepared the
tables to show how the individuals would be affected in their
tax liabilities due teo inflatien, . assuming no statutory
tax changes were made subscquent to 1975-76 AY. All individuals -

raced progressively higher average rates. Individuals at
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lower end of income groups faced higher average tax rates
compare to the higher income groups. This can directly be
traced to the shrinking real width of taxable brackets

_and the decreasing real value of exemptions.

Table {10) displays variations in disposable real
income. The second column of this table lists each indivi-
‘dual's real dispossble income in 1975-76 AY. In the
fifollowing si® columns, we present the differencebetween the
1975-76 AY disposable income and real disposable income in
- the year that heads the column. Since we are holding
the individual's real be fore-tax income.constant over
the period, the negative of the change in the individual's
real disposable income may be interpreted as the implicit
‘real tax on the individual due to inflation and any tax
laws changes during the period. These results are
computed in 1975-76 AY rupees and should be multiplied
by 2 factor of 2,20 if the impact in terms of current AY
1986-87 AY rupees is desired. |

Variations in real disposable income due to the forces
of inflation alone are exhibited in table (11). If
statutory tax reductions were not provided, the decrease in
real disposable income would have becen considerably
high. The pattern, of course, is similar to that of previous

tables,.

4
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Projected Effects of Inflation and the 1986-87 AY tax reforms

So far all the tables have dealt exclusively with
fhistorical data, 1986-87 AY saw a major tax reform and
it is unlikely that we shall sce in the near future, at
‘least for say next three to four years, any statutory
ﬁphanges in individual tax laws., However, it is almost
?certain that we shall continue to experience inflation
in the years ahead. In a simulated study, we assumed varying
inflation rates and increased the individual's nominal
income by the inflation rate, We find that an individual
having a current income cf Rs,.20,000 on which he pays no
income tax, shall be liable to pay Rs,655 in taxes in
1989-90 AY{assuming 10 per cent inflation rate) If
inflation rate turns cut to be 12 pexr cent, his TaX
liability would increase to is.1024, Similarly an individual
with a current income of Rs.40,000 and a tax liability
of Rs.4450 would end up paying Rs.8,422 as taxes in 1989-90 AY
assuming inflation rate of 10 per centd One can visualise
the effects of inflation alone if periodic tax reductions

are not proposed,
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Summary and Conclusions

Analysing the inter temporal rate structure
in real terms has indicated that inflation has the
effect of rapidly increasing real rates of taxation.
Statutory tax changes have partly offset the burden,
but they have not been equitable while the low and
very high income groups have been édequately compen-
sated for inflation via tax rate reduction, the
middle income groups (Rs,30,000 to Rs.60,000 income
in the current year) are paying subétantially more
taxes in real terms than what they. were paying
in 1975-76 AY. Their effective average tax rates
arc considerably higher (see téble 7 than what it was
in 1975-76 AY. Was it a conscious choice on the part
of tax policy makors while Eaking discretionéry
changes in tax laws? If yes, the tax payers are
entitled to an explanation from the policy makers; if
no, the policy makers can take a cue frém the findings
above and realize thatad hoc tax changes in an inflationary
period can substantially alter the desired tax syétem
in an un=intendedway. ¥We necd to cevolve a systematic

way of making changes in tax laws.



TABLE 2

MARGINAL TAX RATES ON NOMINAL GROSS INCOME
(UNADJUSTED FOR INFLATION)

e e —— . e weme— . Lin percentgoe) .. ... ...
Brogs * AeYq AeY,o ALY, A.Y._ Al.Y. ALY, ALY, ———
Incoms . . 1975=76 ... .. 977=78 ____ 1982-83 _ 198384 ~_ _1984-85 1985-86 __ 1986=87 ____ Income
8000 12.0 0.0 0.0. 0.0 0.0 0.0 0.0 8000
10000 040 0.0 0.0 0.0 0.0 0.0 10000
12500 15,0 15.0 0.0 0.0 0.0 0.0 0.0 12500
15000 0.0 0.0 0.0 0.0 0.0 15000
17500 0.0 0.0 0.0 0.0 0.0 17500
20040 20.0 18,0 30.0 0.0 0.0 0.0 0.0 20000
22500 30.0 25.0 20,0 0.0 22500
25000 30.0 25.0 - 25,0 25000
30000 40.0 30.0 30.0 25,0 30000
40000 5040 40,0 40.0 40,0 40,0 35,0 30,0 40000
50000 50000
66000 60.0 50.0 50,0 5040 50.0 45,0 40.0 60000
70000 ' 5245 52,5 70000
80000 70.0 5540 55,0 55.0 5540 50.0 80000
85000 : 85000
100000 - 575 ' 57.5 10000
200000 60.0 60.0 60,0 60.0 5540 50.0 20000
Surcharge on 10,0 10,0 10,0 10,0 12.5 12,5  nil

computed taxes

e g T AR S £ R e - o

T/ X RATES ARE SWJ2¢L IG.BLH O INCOWL :}TER D DU”TING STANDARD D:DUCTTON FBOM G?OQS INCOL& AND
TH;SESTEIﬂmLNT HOLDS -0l THIS .ND ALL THE{ erfUFNQ (”alwﬁltl

.. ‘ SR (TR AT ISR
¥ Gross Income is in 1975-76 A.,Y. Trupees
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TABLE 3

MARGINAL TAX RATES ON CONSTANT REAL INCOME
ADJUSTED FOR INFLATION

e e e D— R —— {in percentagg)

T

Grass * A.Y, AeY, ALY, AY. AY. ALY, ALY. Gross **
Income 197576 197778 1982-83 1983-84  1984-85  1985-86 1986-87  Incoms
8060 12.0 0.0 0.0 0.0 0.0 0.0 0.0 17600
10600 15.0 0.0 0.0 0.0 0.0 0.0 22000
12500 15,0 30,0 30.0 25.0 20,0 25,0 27500
15000 | 30,0 25.0 30,0 33000
17500 18,0 35,0 30,0 38500
20000 20.0 34,0 ° 34.0 40,0 35,0 44000
22500 A . 40.0 ‘ 49500
25000 30,0 25.0 40.0 - 55000
30000 40,0 30,0 ‘ 45,0 40.0 66000
40000 50,0 40,0 50,0 52,5 52,5 50.0 88000
50000 55.0 . 55,0 57 ¢ 5 5040 110000
0000 60.0 50,0 57.5 60.0 55,0 132000
70000 60,0 60,0 ,  60.C . 154000
80000 70.0 55,0 176000
85000 187000
100005 220000
200000 s 600 | 440000
Surcharge on 1040 10,0 “10.0 10.0 1245 1240 hil

cemputed taxes ' o

e W A S Rl —

PR S S S

-

T.; RiTEG JRE ;PPLIC RIE TG, INCOM= JFTER D”DU"FlNﬁ STANp“32 DEDUCQION TACM GROSS INCOME #ND
THIS 87 T ...N'I HOLi)= SO THIS JED. . 'LL THE ) UB%L.:U ,k,;r "r__ L

% Gross Income is in 1975-76 /Y. rupees“
#% Gross Income is in 1986~87 /Y rTupees
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TABLE

S — e 2———

AVERAGE TAX RATES OKN
NGMINAL GROSS INDOME

L G ¥ O A A A A GRS T N A sk I s 1 T3 4

AL T ey M gL A R F 4 8 AL e A § LT kP -
e A U s w ma k- b AL bk Eeia b

Gross* ALY Ae¥a R.Y. AaYe ALY ALY, A.Y. Grogs *¥
Income 197576  1977-78 1982-83 196384 198485 1985-86 1936-87 Income
8000 D.6 0.0 0.0 0.0 0.0 0.0 0.0 8000
10000 2.6 0.0 0.0 0,0 0.0 0.0 0.0 10000
12500 445 3.0 0.0 0,0 0.0 0.0 0.0 12500
15000 6.3 449 0.0 0.0 0.0 0.0 0.0 15000
17500 7.5 6.4 a0 0.0 0.0 0.0 0.0 17500
20000 9.0 77 1.6 0.0 G.U 0.0 0.0 20000
22500 10,2 Be9 44 3.7 2.3 1.9 0,0 22500
25000 11.8 10,2 6.6 6.6 4,5 3.6 1.0 25000
30000 15,9 13.4 11,0 11.0 942 7.5 5.0 30000
40000 24,7 201 18,44 18,4 1742 1445 1141 40000
5000C 30,8 24,9 23.5 23,5 22,7 19,5 14,9 50600
60000 36.0 29.2 27.9 27,9 27.2 23.5 18,1 60000
70060 40,35 32.9 3,7 3.9 1 3145 27.4 21,2 70000
80000 44,4 3641 35.0 35,3 35,1 30,6 23.6 80000
85000 46,3 37.6 36,5 36,8 36,7 32,1 24.5 85000
100000 50,9 41,0 40,1 40,6 40,7 35,7 26,8 4 00000
200000 64,0 53,4 52.9 53,3 54,0 48,6 564 200000

e < g - & L . R A L E M ot 31 A o L b A e SRR s TTELE L D S farws B A e S A 3 AR o s e 2. e Aol S R AT A - Ll Ok W hea

Gross Income is in 1975-76 A.Y. TUp8Es

#+ Gross Income is in 1986=87 A,Y, rupees
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TABLE 5

PERCENTAGE CHANGE IN AVERAGE TAX RATE
ON NOMINAL GROBS INCAOME
WITHOUT INFLATIDN ADJUSTMENT

e s e BT S R n D e TR G w dmE R B M W TE L e Ao A eerf R 6 T AL T R T W WA S W A S R e A N 4 CHLE B bt A i o =, e e

Grocs® AuY. ...... PERCENTAGE CHANGE OVER 1975276 Gross *¢
Income  1975-76 1977.76 ~ 1982-83  1983-84  1964-85  1985-86  1986-67 Income
a0 0.6 ~100.0  =100.8  =100,0  «100.0  =100.0  =100.0 8000
1606a 2.6 —100,0  ~100.0  =100.0  =100.0  ~100.0  ~100.0 10000
1 2500 4,5 ~33,3  ~100.0  ~100.0  =100.0  =100.0  =100.0 12500
15000 63 ~22,2  =100.0 -100,0  «100,0  =100.0  -100.0 15000
17500 7.5 ~i4,7  =100.0  =100.0  ~100.8  =100.0  =100.0 17500
20000 9.0 “1644 = 82,2 =100.0  =~100.0  =100.0  =100,0 20000
22500 10.2 12,7 “56,9  ~63.7 ~77.5  =Bl.4  -100.0 22500
25053 11,8 13,6 b4, -44.1 61,9 -69.5  -91.5 25000
30000 15,9 15,7 “30.8  =30.8.  =42,1 “52.8 68,6 30000
40600 24,7 “1B.6  =25,5  =25.5 = =304 ~41.3  =53.1 40000
50000 30.8 19,2 23,7 223.7 263 =36.7  =51.6 50000
60000 36,0 18,9 —22,5 1225  =24.4 “34,7 49,7 60000
70000 40,3 18,4 21,3 =208, -21.8 =32.0  -~47.4 70000
30000 4ded 18,7 21,2 -20.5 ~20,9 ~31.1 ~46 48 aeaao
85000 46,3 <16, 8 ~2142  =20.5 =207 30,7 =47.1 85000
180060 50,9 ~19,4 ~21.2 20,2 20,0 -29.9 47,3 100000
200000 6440 1646 1743 =167 ~15.6 ~24.1 ~40.5 200000

»

Gross Income in 1975-78 F,Y. Aupess T e - -

** Gross Income in 1986-~87 A,Y, Aupees



TABLE

AVERAGE TAX RATES GN CONSTANT REAL INCOME

e e e e e e e e TSR 1+ 30 213 v -1 1.1-7-1=1:1-) A
Gross®* ALY AY. .Y, ReVe B.Y, A.Y. AuY. Grogg **
Income  1975-76 197778  1982-83  1983-B4  1984-85 19851986  1986-87 Income
8000 B.6 0.0 0.0 0.0 0.0 0.0 0.0 17600
10000 2.6 U4 U0 0.0 0.0 0.0 0.0 22000
12500 4.5 3.3 0.5 1.0 2.6 3.2 3.2 27500
15000 6.3 5.2 448 6u4 .8 7.1 7.1 33000
17500 7.5 66 6.3 10.2 10,8 10.7 1044 38500
20000 9,0 8.0 $1.5 13.4 14.4 14.0 12,8 44000
22500 1042 Il 14,4 16,5 $7.8 16.8 14,7 49500
25000 1.8 1047 17.2 19,2 20,5 19.1 16,3 55000
30000 15.9 13.9 21.7 23,4 24,6 23,0 20.1 66000
40§00 24.7 20,7, 28,4 30,4 32,6 30,1 25.1 880GG
50000 30,8 25.3 33,8 36,1 . 38,4 35,3 28.4 110000
60000 36.0 29.9 38,3 40,4 42.8 39.4 32.0 132000
70000 40,3 33.5 41.5 44,0 . 464 42,6 34,6 154000
80000 44,4 3647 44,6 46,7 49,0 45.0 3645 176000
85000 45,3 3841 45,9 47,8 . 501 46.40 37.3 187000
400000 58,9 41.5 48.9 50,6 52,7 48,4 39.2 220000
200000 6440 53.7 57 o4 583 6041 55,1 44,6 447000

T N N bt

* Grass Income is in 1975-76 A.Y, rupees

s B il eyl . AL e A 1. cim s—— . . —

+% Gross Income is in 19bu~-B7 ALY, rupses



TABLE 7

PERCENTAGE CHANGE IN AVERAGE TAX RATE
ON CONSTANT REAL INCOME

g e e A L . R Sl S . A G R S N B AR A e Wb o TRk o St - [ e — ———

Grcas® A.Y. e PERCENFAGE CHANGE OVER 197576 . Grogs**
Incme  1975=76 197778 1982-83  A9B3-84  1984u85  1985.86  19B86-87 Income
00 0.6 «100,0 -100.0 -100,0 -100.9 -100.0 -100,0 17565 )
~1(o00 2.6 ~Bb,6 -100,0 -100.0 ~100,0 ~100.0 ~100.0 22000
12500 4,5 -26.7 ~88,9 =77.8 42,2 ~28,9 -28,9 27500
11000 643 “17¢5 -23.8 1.6 7.9 12.7 1247 33000
1"500 7.5 -12,0 10.7 36,0 44,0 42.7 38,7 38500
270G0 9.0 11 at 27.5 48.9 0,0 5.6 42,2 44000
2:500 10,2 ~10.8 4142 61.8 74,5 64,7 44,1 49500
22000 11.8 “9.3 45,8 6247 73.7 61,9 38,1 55000
6000 15,9 -12.6 3645 4742 54,47 4447 2644 66000
43000 24,7 16,2 15.0 23,1 32,0 21,9 146 88000
53000 30.8 “17.9 9.7 17.2 24.7 14.6 ~7.8 110000
£0000 36.0 16,9 6.4 12,2 18.9 9.4 ~11 o1 132060
%0000 40,3 1649 3.0 9,2 15,1 5.7 <1441 154000
£0000 444 “1743 0.5 5.2. 0.4 1,4 -17.8 176000
§5000 46,3 ~17.7 =09 3.2 8.2 -0,6 -19.4 187000
100000 50,9 -1845 ~3.9 ~0.6 3.5 -6.,9 «23,0 220000
200000 64,0 16,7 ~10.3 «8.9 b ~13.9 -30,3 440000

-y mam ez e _— - o Y

* Grpss Income in 1975-76 ALY, Rupses
#* Gposs Income in 1986-87 A.Y. Rupees
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Groas® ALY
Incone 1975-16 1977=78 ,  1982-82 _1983-B4
8000 .6 D.9 4.3
10000 7.6 2.9 .4
12500 4,5 4.8 8.5
100D 6.3 Ged 0.3
17500 72 Ta7 13.2
20000 2.0 9.2 16.4
22503 10.2 104 19.8
25000 11.8 12.3 23.3
o000 15.9 16.56 23.6
400006 24,7 25.5 36.6
50000 30,8 3.4 42,9
60000 36,0 36.7 4B.6
70000 40,5 40,9 5Z2.6
BQO00 44 . 4 45,2 55,7
35000 46,3 47471 56.9
10000C 54,9 5t.6 59.9
200000 64,0 64,3 68,5

i — e P rSS _ p— < pa——

# Grogs Incoms is in 1975.76 A,Y. rupees

** Cross Incodme is in 1986-87 R.Y. rupees

R.Y

LR

T ]

AVERARGE TAX RATES ON CONSTANT REAL INCOME
If NO STATUTORY TaX CHANGES WERE MADE

A.Y

24
TABLE §

SUBSEQUENT TD 197575 A.Y.

5,1
7.0
9,3

1.4

14,8

18.5

22,4

25.6

30.5

38,7

45.4

5047

54,4

57,3

58.4

1.2

69,4

. i i v TS

A ma e e e A A CRETN E WE— = ke e A e

ALY,

A meEie = .

(in Parcentage)

R.Y.

7.5

9.9
13,7
18.4
23.5
27,4
30.5
33,3
38,7
$7.3
53,3
57.2
60,1
62.2
63,0
65.1
711

AaY. ALY,
..1584-85 | 198586 | 1986-87

6.0 6.6
7.9 8.8
10,3 1144
13,6 15,3
17.5 197
21,7 24,1
25.4 27.6
28,4 30,3
33,1 35,4
41,3 43,8
48,4 50,4
53.4 54,8
56.5 58.0
59.1 60.4
60,2 61.4
62.7 63,7
69.8 70.4

Grogs®®

...neome _

17600
22000
27500
33000
38500
44000
49500
55000
66000
88000

110000

132000

154000

176000

167000

220000

440000

-

-

S A S - .



LRBLE 9

PERCENTAGE CHANGE IN AVERAGE TAX RATE
IF NO STATUTORY TAX CHANGES WERE MADE
SUBSEQUENT TO 1975 w 1376

- . o ek W B A A L U e A b . W 4 g LA, e s o M L s o

T N -

e amm

Gross *  AiY. ... PERCENTAGE CHANGE OVER 157576 Gross
Income  1975<76 19777 1982-83  1963-84 1964-85  1985-86  1986-87 Income
8000 0.6 50,0 61647 750.0 990.5 1000,0  1150.0 17600
10000 2.6 11.5 14642 169.2 203,8 238.5 280,8 22000
12500 445 6.7 88,9 10647 128.9 153,3 204.4 27500
15000 6.3 3,2 63,5 84.1 15,9 142,9 192.1 33000
17500 7.5 2,7 76,0 97,3 133.3 162.7 213,3 38500
20000 9.0 2.2 82,2 - 105.6 1411 167.8 2044 44000
295 ° 18,2 2.0 94,1 119,6 149.0 170.6 199.0 49500
25000 11.8 4.2 97.5 11649 16407 1568 1822 55000
30008 15,9 4.4 79,9 91,8 108,2 1226 1434 66000
40000 247 3.2 48,2 5647 67.2 773 91,5 88000
50000  30.8 1.9 39,3 47.4 57,1 63.6 73,1 110000
60000 3640 1.9 35,0 40.8 47,5 52,2 58.9 132000
0000 40,3 1.5 30,5 35,0 40,2 4349 49.9 154000
80000 4444 1.8 25.5 29.1 33,1 36.0 40.1 176000
85000 4643 1.7 22,9 2641 '30.0 32,6 36,1 187000
100000 5049 1,4 17.7 20,2 23,2 25.1 27.9 220000
200000 €4.0 .5 7.0 8.0 5.1 10,0 1.1 440000

ar — e ey e P e b e e — e e o el APl P A e R i ra W W A T e e B A ML T ——— mamnr
— v e .

* Gross Income in 1975-76 A.Y. Rupees

## Grass Income in 1986-87 A.Y, Rupsees
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TABLE 10

-

PERCENTAGE CHANGE IN REAL DISPOSABLE INCOMZ

— AT W T FTRe SE e O Lemmem e W e MR S 1 dE e e B oA R E me R TR o e m

Dispmsable - -

Gross®  Incoms '__ g PERCENTAGE CHANGE DVER 197 Gross®#
Income 197576 77 1982-85 1983 aa“‘““?ﬁﬁﬂ'ﬁg‘“‘““955“%3“ "TﬁBE“?? Income
BOOD 7949 0.6 0.6 0.6 0.6 0.6 0.6 17600
10030 3738 2.3 2.7 2.7 2.7 2.7 2.7 22000
12500 11932 133 4,2 3.7 2.1 1.4 1.4 27500
15000 14081 1.1 145 -041- «0.6 ~0,9 -0.9 33000
1750¢ 167189 1.0 ~0.9 -2.9 ~3.6 ~3e4 -3 38500
2000C 18209 1.0 =2.8 -4, =640 <5.6 ~443 44000
22502 20214 162 -4,7 -7.0 -8,5 -7.4 =5.1 49500
25C00 22054 143 -5.2 -8,4 ~9.9 -8.3 «541 55000
30000 25239 244 -649 ~8,9 ~10.4 -B.5 -5.0 66000
40300 30124 5.3 4.9 7.6 ~10.5 7.2 3.5 88000
50000 34624 7.8 wdi o4 -7.8 -11,0 646 3.4 110000
© 6000C 38409 9,5 3,6 27,0 «10.7 -5.3 6.2 132000
7000C 41809 IR -2.1 6,2 =10,2 -3.5 9.5 454000
830CO 44494 13,7 “0.4 -2 -8,3 1.1 1442 176000
85000 45644 1542 0.8 -2.9 7.0 0.6 16,8 187000
100000 45094 19.2 4.9, 0.7 ~3.6 51 23.8 220000
200090 72094 28,4 1841 15,7 10,7 24,5 53,7 440000

—cn i - e A Rl T e A — e - -~

* [Bross Incoms is in 1975-76 A4.Y, Rupses

##% Gross Income is in 1986-87 A,Y, Rupses



IABLE 11

PERCENTAGE CHANGE IN REAL DISPOSABLE INCOME
IF NO STATUTORY TAX CHANGES WERE MADE
SUBSEQUENT TO 1975=76

e o o e b e A A X 8 W LA AV 1T W AR SR e S 4T % ST SRSk R A S 2 e LSS o

Disposable
?iig;a* 1322222 Hi;?fTﬂ;TJ_J.“-.BQEEEEIEEEZQﬁﬁ%ﬁﬁJlUéﬂ_lgzieZﬁ AaLe S Gross**
- 98783 198384 1984-85  1985-86  1986-87 Incame
8000 7949 ~0,3 =3,7 -4,5 -5.4 w601 648 17600
10000 9738 ~0.2 ~3.9 -4,5 -5.4 ~6.3 “7.5 22000
12508 11932 0.3 —4,1 -5.0 6.0 ~7.2 -9.6 27500
15000 1406 -0, 2 -4,4 ~5.7 ~7.8 ~9.7 ~13.0 33000
17500 16189 ~043 6.2 ~7.9 -10.9 -13,2 «17.3 38500
20000 18209 ~C.3 8.2 10,4 ~14,0 -16,7 ~20.3 44000
22500 20214 D3 -10,7 “13,6 «17.0 ~19.4 —22.6 49500
25000 22054 ~0.6 -13.0 —15.7 ~18.8 -21.0 ~24,3 55000
35000 25239 0.9 =151 w17.4 =204 =232 ~27.2 66000
40000 30124 -1.0 ~15,8 ~18.7 -22,0 -25,3 ~30.1 88000
50000 34624 049 “17.5 “21.2 22544 2844 ~32.5 110000
60000 38409 ~142 “19.7 22,9 =268 ~29,5 -33.2 132000
70000 41809 “141 w2047 23,7 =27.2 ~29,7 -33.1 154000
80000 46494 -1,5 ~20,3 -23.1 =26.5 -28.8 ~32.0 176000
85000 45644 ol -19,8 22,6 ~25.8 -28,0 =31.3 187000
100000 49094 w143 -18,4 ~21,0 =26,0 -26.1 -29,0 220000
200000 72094 -0.9 . =12.5 =143 ~1643 . =17.8 ~19,7 445000

* Gross Income is in 197576 A.Y. rupees

#* Gross Income is in 1986-37



