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Black Money

Black money 15 both an £conomuc and a soctal problem. In the latter
context, 1t 1s percerved as g problem with adverse sociologieal effects
on society, hke social mnequalities, social deprivations, etc.; in the
former context, 1t 15 percerved as a paralle} ¢conomy, an underground
economy or an unofficia} €conomy that 1s the consequence of the
economic policies of the Bovernment and hag damaging effects on
€ountry’s economy and nation’s socialjst plannmg development, When
problem like poverty affects those people who are Ppoor, unemployment
affects those who are unemployed, alcoholism angd drug abuse affect
those who consume them, black money 15 a problem which does not
affect those who have black money byt o affects the common man n

the society. No wonder, 1t has been described as a problem with a
difference

The Concept

Black money 15 wax-evaded 'eome. It can be earned both throngh legal
and illegal means Its legrmae source 15 that the mcome-eamers do
not reveal therr whola Income for tax purposes. For example,
Eaevernment doctorg carmg money by private practice even when they
BeL  non-practising allowance, teachers carning money  through

controlled prices, taking ‘pugree’ for house, shop, etc., scling house at
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a high price but showing it at a much lower price in the account books,
and so forth.

It is possible to convert black money into white money and vice
versa, For example, when a person manages to get the receipt from the
shopkeeper by paying the sales-tax for a commodity but does not
purchase it actually, his black money is converted into white money. In
such case, the shopkeeper sells the same commodity to other person
without giving him any receipt for it. On the other hand, if a person
purchases something (say a scooter, or VCR, etc.) and pays Rs. 15,000
for it out of white money but gets a receipt of only Rs. 10,000, the
balance of Rs. 5,000 becomes black money for the seller, In this case,
the white money becomes the black money.

Magnitude of Prevalence

It 1s not easy to calculate the magnitude of black money in any society.
The economists in the Unied States, United Kingdom, Norway,
Sweden and Italy adopted different measures but could not estimate the
amount volved m black money. Norway and Sweden used
questionnaire method for elicing answers from persons whether they
had participated 1n illegal activities as buyers or sellers. Itlay attempted
to esumate the underground economy by finding outl the difference
between the size of the labour-force officially reported and actually
employed. This enabled to determine the productivity m  the
underground sector. The United Kingdom tried o assess parallel
economy by companng the official estmates of the Gross National
Product (GNP) made from the consumption side with those made from
the income side. In the Unuted States, Guttman assumed that only cash
18 used in illegal transacuons. He tned to find out the difference
between currency required for economic transactions in a fixed period
and actual currency held outside banks in the same pe-iod.

In spite of the varied methods used, 1t 15 not possible 1o estimate the
magmtude of the black money n a society, even though 1t 15 descnbed
as a world-wide phenomenon. It 15 said to be 1n operaucn not only in
the developing countries but also m the developed countnes hike Umited
States, United Kingdom, USSR, Japan, Canada, France, Germany eic.

A study conducted by the IMF a few years back (Vito Tangam : The
Underground Economy, December 1983: 13) showed that in regard to
the size of the underground money, India holds the first rank followed
by the United States and Canada having the second rank,
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70. Rarprekar placed the figures of black mengy at Rs. 1,150 crore for
1961-62, Rs 2,350 crore for 1964-65, Rs. 2,833 crore for 1968-69, and
Rs. 3,080 crore for 1965-70. Chopra’s estmate (Economic and
Poluical Weekly, YolLXVI, Nos. 17 & 18, April, 24 and May 1, 1982)
showed that the black money 10 1960-61 was Re. 916 crore which
ncreased o Rs 8,098 crore m 1976-77. According to Guptz (Economie
and Politiral Weelly, January 16, 1982: 73), the amount of black
MODZY m our country was Rs, 3.034 crore 1n 1967-68 and Rs. 40,867
Crote 1 1978-79 Accorting to hus eshmate, the black money which
consututed 9 5% of the GNP i 186768 swelled 1o nearly 49% m
1978-79 In 1981, black meney was estmated by one sowrce as Rs,
7.500 crore (6 8% of the nzuonal mcome ar current prices) and by other
source as Rs. 25,000 crore (22.7% of the nanopat mneome at current
prices)

The Nzuonal Insturte of Public Finance and Policy eshmated the
quantum of black money 1n ceonomy 1 1985 at around Rs. 1,00,000

Commussion smdy, however, has now esnmated 1t to be in the range of
Rs 70,000 erore Further, 1t 1s genermted a4 the rate of Rs. 50,000 crore
P year (The Hirdusion Times, 2 August, 1991 11). The flight of
capital bas resulted tn 2n overseas Stash which government officials
conservarn ely place a1 $50 million (about Rs, 130,000 crore)

The scholars have alsp pownted out that of the toal hlack meney in

Causes of Generating Black Money

1 Unreahisne Tax Laws

The ncrease 1 laxes and dnties compel some people to evads them.
The present ryles {I991) presenbe the Lmit of Rs, 22,000 as free
Income for levymg income tax, Can z person exist within this limit in
thzs agz of mflangn 7 A Mason or a carpentsr eams about Rs. 60 10 Rs.
80 per day 1n a city 2ad Rs. 80 1o Rs. 100 per day m metopolitian
areas Even a pood "gol-gappa® seller or a “pan’ shopkeeper eams more
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than Rs, 100 a day. Assuming that these people work for 300 days in a
year, their income will exceed the prescribed income tax limit. And
how many of these workers pay income tax 7 A film actor getung Rs.
20 lakh per picture has to pay about three-fourth of lus income as
income tax. Instead of paying such a huge tax, he maintams ‘double’
accounts and evades paying tax and possesses more black money. A
doctor with a private practice of more than Rs. 500 per day, a surgeon
charging a fee of Rs. 5,000 per operation and dong at least ten
operations a month, an advocate charging Rs. 2,000 per heanng, a
shopkeeper doing a business of more than Rs. 5,000 per day, a
contractor with a turmover business of Rs. 1 crore per year, an
industrialist with a profit of millions of rupees per year—all are bound
1o Tude their real incomie 1o escape paying income tax between 50% to
70% of the total inconte. Indirect taxes, hke excise duty, custom doty,
sales tax and octron, elc. also encourage evasion of taxes and increase mn
black money.

If income tax rate 1s reduced, there 15 more Iikelthood of hding less
and increasing revenne. This was demonstrated 1985-86 when the
maximum rate of income tax was lowered from 61.9% to 50.0%. As a
result, incomes declared by the self-employed increased almost three
umes to Rs. 9,654 crore by 1988-89.

2. Different Rates of Excise Duty

Within similar produclts, there are different rates of excise duty For
mstance, in textiles and cigarettes, this leads to tax evasion through
mus-classification of output. In textlles, scparate rates of excise are
charged for cloth of different varieties, Manufacturers regularly
downgrade a product to pay lower rates of excise. This alone generates
Rs. 1,000 crore a year in black money. For the entire manufacturing
sector, wncluding steel, evasion n excise, custom and sales taxes
accounts for over Rs. 50,000 crore in black money every year.

3. Control Policy

Another cause of black money 15 the pnce-control policy of the
government. In selecting commodites for control and n determining
their prices, the government fails o take wto account the elasticiuies
involved in demand and supply. For example, according to the report of
the National Council of Apphed Economic Research (NCAER) for the
year ]981, black money worth Rs. 840 crore was created in the Indian
economy over the period of nine years from 1965-66 1o 1974-75 as a
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result of the operabon of price controls in six commodites, viz.,
cement, stcel, paper, vanaspat:, automobile tyres and fertilizers.
Similarly, as & result of conirol on sugar, about Rs. 400 crore of black
money were ‘gcnerated in the year 1979-80. Regulauon of foreign
exchange also*leads to ovcr-mvou:mg of imports and under-mnvoicing
of exports and kl:llm:k-marketmg of currency. Thus, more stringent the
measures of contrt;}\a@‘more rcgualtcd an economy, more will be the
effort to violate it, which will increase hoarding, fraud, arnficial
scarcity and the resultant black money.

4. Quota System

Yet another source of black money is the quota system. The import
quota, the export quota and the foreign exchange quota are generally
ntisused by selling them at a premizm

5. Scarcity

Black money is also caused by scarcity and defective public
distibutron system. When essential goods become scarce, people have
to pay higher than the controlled prices, which generates black money.
The scarcity of kerosene oil, sugar, refined ou etc. have always resulted
10 illeptimate transactions and black money.

6. Inflanon

The mcrease in prices of commodities like petrol, efc. in intemational
market, 1n¢rease in pnces of commeodities due to high increase in dutzes
and taxes imposed by the government, the conspicucus consemMPLOn
created by the people with unaccountable money, divernng resources
from produciion to speculation——all these cause mflation which 1 turn
creates black money.

1. Electigns in a Denacratic System

Each election in the country involves thousands of crores of rupees. For
contesting Lok Sabha election, a candidate normally spends more than
one million rupees and for contesting Vidhan Sabha elecnon, one
spends more than Rs. 5 lakh m the present times. Since the expenditure
allowed by law for a candidate is hmited and the companies are not
allowed to gave donations to pohmcal parties for elections, the electrons
are generally financed by the black money holders. These people
expect pohitical patronage and economic concessions which are
obtamed wuh the consent and the canmvance of political ehtes i
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power in the form of artificial controls on commeodities, laxity in the
means of distribution, etc. All these methods create black money.

8. Real Estate Transactions

Estate transaction is an important source of generating black money. In
these days, purchasing a house and/or land is considered to be not only
very profitable but too. There is a growing tendency of transforming
the rural agncultural land to urban residential land due to the paucity of
building sites in the urban areas. Establishing unapproved colonies on
agricultural land is illegal. The transaction value shown by the
celonisers in registration deeds 1s much less than the actual amount or
the market value, This enables the seller of the land to evade capital
gain tax. According to an esumate, the illegal transaction of property
alone generates about Rs. 2,000 crore of black money in a year,
assuming that there are about 50 lakh transactions in urban property
every year.

The high rates of stamp duty—ranging between 14.5% and 28.0% in
different states—are a major cause for under-valuation of property and
unreported deals, or both. The suggeston 1s that 1f duties are reduced to
2% to 3%, it will prevent gvasion. Arather hurdle 1s the Urban Land
Cetling Act, which reduces the supply of tand and creates a black
market. Roughly aver Rs. 13,000 crore a year are generated through the
real estate route

Social Effects

Besides the economic effects, there are many social consequences of
black money also. In economic terms, black money robs the exchequer
of its due share, increases economic inequaliny and hampers
programmes of economic development. Socially, 1t mcreases social
inequality, creates frustrattons among honest people, increases crimes
Ike smuggling, bnbery, erc. and adversely affects social services
programmes for the uplift of the poor and the weaker secuons of
socicty. It also distorts the measurement of true rates like growth rate,
inflationary rate, unemployment rate, poverty, eic. which in tn affects
the government policies for contzimng these problems.

Measures of Control

Qver the past 40 years, the government has at vanous trmes announced
seven schemes offering opportuniuies to bring black money averboard,
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Some of these schemes are : introducing the scheme of special Bearer
Bonds, demonentsing high denomination currency notes, stringent rauds
and scheme of voluntary disclosures. In July, 1991, the Union Finance
Minister proposed a new scheme—National Housing Bank Scheme—to
woo black money back into the legitimate operations of the national
economy. The scheme offers possessors of unaccounted money an
opportunity o deposit any amount of money (with a minimum hmut of
Rs 10,000) wath NHB without disclosing the source of funds. The offer
remained open for seven months and closed on January 31, 1992, It
permuls the account holders facihity to withdraw 60% of thewr deposits
from the account while the remaiming 40% are impounded to be used
for projects such as stum clearance and housing for the poor. The
withdrawals are 1o be made after staung the purpose for which the
money 1s proposed (0 be used These people are taxed at the rate of
40% while the balance amount 1s channeled back into the open
economy

The demonetisation of 1,000 rupee notes m 1978 brought out
currency worth Rs. 29 crore. Voluntary Disclosure Scheme of 1951,
1955 and 1975 yielded Rs. 249 crore of disclosed account. The
Disclosure Scheme launched in 1986 brought m yust Rs. 67 crore. The
1991 scheme 1s open till March 31, 1992. About 375 rards 1n 1978
yielded assets worth Rs. 217 lakh,

Some scholars have mamtained that all these measures have touched
only the up of the iceberg. All the schemes have hardly fetched Rs.
5,000 crore over a penod of fourty years. The mamn drawback i these
schemes 18 that they touch the problem of black money already created
but they do not go into the root cause of generation of black money and
that why a person 1s prepared to take the risk of keeping black money
despite so many problems, Unless this problem is tackled, the menace
of black money will continue to increase.

It has been suggested that the problem of black money and paralle]
economy can be contained by reducing taxes m some areas, gIVINg
mncentives for voluntary disclosure of income, overhanling the
cconomic mtethgence unit, curbing administrative corruption at various
levels, exempting tax on money spent un house construction, doing
away with control policies, and so forth Isolated attempts may not
yield much but a package of mutually remnforcing measures along with
a strong politreal will and the commtment of political elites may prove
to be successful (o a large extent.
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