The Effects of Black Money
on Indian Economy

FHoAT U9 WRAE

—— S ———————

Editor
Prof. Balaji Ghute




one line I would say that black money impact
has broken our economical and social values
badly. It may be pointed out that many more
measures be taken which might have been
left outin writing this article. There are many
genius and intelligent persons in our country
including economists of eminence who can
suggest measures to the government to do
away with the menace of black money
afflicting our country. Conversion of black
money into white money is only a short term
measure, but it is the preventive measures
which can root out this evil permanently. The
most important aspect of nationality and love
for once nation in all aspects must be taught
to our children from their basic educational
system. It should start from their earlier school
education because whatever the child learns
in his / her formative years is carried forward
towards the later stages in his or her life.
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Indian economy has come g long {a/\
since India’s independence in 1947, By
though a rapid development is being made i,
many important areas, the major problems of
poverty, unemployment, unequal distribution of
wealth, inadequate infrastructure still continue
to persist. Black money is a major problem
among these.

The term ‘parallel” has connotation of
functioning on unsanctioned sector of
economy but having objectives quite contrary
to social objectives. It is based on the
unaccounted money. It is variously known as
‘black money’, ‘unaccounted economy,’
‘illegal economy’, ‘subterranean economy’, or
‘unsanctioned economy’.

In a general way we can define black
money as the money that is generated by
activities that are kept secret in the sense that
these are not reported to the authorities. AS
such this money is also not accounted to the
fiscal authorities i.e. taxes are not paid on this
money. Such money is also often paid as bribes
lo persons to get some advantage such 88
quick or favourable disposal of the file or work
Itis a big threat to Indian economy and causé
of confrontation between the legitimate and
the illegitimate sectors. It creates roadbl(?CkS
in the path of achieving the social objectiV¢®
of establishing a welfare state as enshrined ":
the constitution of India. It is a challenge 0
the goals of planned development which ain
at promoting greater social welfare.
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: The history of the emergepee of the
plack money g0¢s hu%‘k N l'he. SCCOH(I Worlq
o war As the economic ucuv'_“c“ Brew ang
cxpnndcq dl““l'né_l‘ !hc‘[;Os‘l‘-mdepcmlc
2 period, this llllhillliLllﬁil]L( SeClor of CConomy
= Jso grew and cxpan(lcq L0 such an ex ey that
it began to play a dominant role i, Moulding
| e state policies. The OPErators of plyek
| money grew so strong that they establigheg a
parallel economy.

‘ The well-known €Cconomist
~ Arun Kumar estimatesg black
| cenerations in India to be currently 50
2 ;\f the GDP. The growth of blac_k mo
~ shown proportional alarming increase j
| years from 20 percent in the 1980 t
| percent percent at the turn of the
* 2006 report of the Swiss Banking Association
= claims Indians are the biggest depositors of
| black money in banks located i Switzerland.
* Many Indians regard this money as public loot,
Itis argued that once this huge amount of
i black money and property comes back to India,
| the entire foreign debt can be repaid
" immediately, still leaving a huge surplus amount
 of foreign exchange reserves in India. In total,
India has about $50 billion of black money as
 of June 2008. This means 2 trillion rupees.
The growing proliferations of black money in
CVery sector of economy has very serious
Impact on the economy as well as soc.ial
**tem of the country. They are - Misdirectu?n
| of precious national Resources, Increase. in
§ Economic Inequality, Constraint in formulagng
Proper policies for Govt, Threat to price
“ability, T ransfer of funds, Emergeant ‘"fd
"Pread of antj social elements, Corruption in
Political system, Erosion in the value system.
Thus there are many evils associated Wl‘h the
OPerations of plack economy. It culls foi
“Crtain measures 1o get rid of it and make thc
Conomy function in a healthy munn‘cr;
"‘)“()wing concrete measures suggested cal
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he Package of Measures discussed above
arc all steps in the right direcqion within the
SOC_IO-economic framework of the mixed
Capitalist €conomy. Their success depends on
fhe sincerity and vigor with which they are
implemented. The internal and external
contradictions of the System frustrate the
measures taken half-hearted by the Govt. If
asymbolic relationship develops between the
capitalist classes and political structure in the
country, the chances of controlling the threat
of parallel €conomy appear to be bleak. The
crucial issue, therefore, is the nature of state
structure, its attitude towards black money the
degree of tolerance and connivance with black
moncey operators. If this short-term solution is
not allowed to succeed, the fundamentalist
solution will be the ultimate answer.

Indian economy has come a long way
since India’s independence in 1947. Even
though a rapid development is being made in
many important areas, the major problems of
poverty, unemployment, unequal dis.m'bungn of
wealth, inadequate infrastructure still continue
to persist. Black money is a major problem
among these. Therefore, in thls.pnpcr an
attempt is made to examine the impact of
black money on Indian economy.

JCTIVES:
i C"Fl;\is paper is mainly focuses on the
' ing objectives: _
‘,‘;"()-\;-T,Tt’m';' the ori sin zlnq vanous estimates
of black money in India.
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2) To study the impact of black money on
Indian economy as well as social system
of the country.

3) To suggest some measures to control
black money in India.

METHODOLOGY: .

The information for the present study 1s

obtained through secondary source. The

secondary data is collected from various
reference books related to Indian economy.

I. THE CONCEPT OF BLACK MONEY:

The term ‘parallel” has connotation of
functioning on unsanctioned sector of

cconomy but having objectives quite contrary
to social objectives. It is based on the
unaccounted money. It is variously known as
‘black money’, ‘unaccounted economy,’
‘illegal economy’, *subterranean economy’, or
‘unsanctioned economy’.
In a general way we can define black
money as the money that is generated by
activities that are kept secret in the sense that
these are not reported to the authorities. As
such this money is also not accounted to the
fiscal authorities i.e. taxes are not paid on this
~money. Such money is also often paid as bribes
o persons to get some advantage such as
quick or favourable disposal of the file or work.
[tis a big threat to Indian economy and cause
of confrontation between the legitimate
the illegitimate sectors. It creates roadblocks
in the path of achieving the socijal objectives
of establishing a welfare state as enshrined ip
the constitution of India, Itis a challenge for
the goals of planned development which
at promoting greater social welfare,
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However, with the attainment of l“depcnde
and the advent of planning, more Avenyeg of
investment in a large number of indusm
were opened. In the concept of Mixeg
economy there were the provisiong of ¢q.
existence of public sector and privage sectop
The public sector was mainly concerngg With
the social cause, therefore it concentrateq on
the development of infrastructure, Sy a
roads, railways, ports, irrigation facilitieg
education, health facilities ect. The temaining
sector of economy was left to be devclopmem
by the private sector. This provided space to
those having black money to carry on thej;
business.

As the economic activities grew ang
expanded during the post-independence
period, this unsanctioned sector of economy
also grew and expanded to such an extent that
it began to play a dominant role in moulding
the state policies. The operators of black
money grew so strong that they established a
parallel economy.

This development contributed towards
widening the economic inequalities in society.
It also led to the breeding of a new class of
rich having abundance of unaccounted wealth.
III. VARIOUS ESTIMAKS OF BLACK
MONEY:

The money involved in black secret
transactions is very large indeed. According
{0 one estimate, over a trillion dollars (roughly
the size of our Gpp may be lying in
undisclosed, offshore bank accounts held by
Indians, According to IMF survey on the
Unaccounted sector of the economy (1982
83) the estimated black money in India stands
At 50 percent of Gross National produc!
(GNP).

. In 2006, the most recent Globaf
Inancial Integrity study showed that ‘t?b
dverage amount stashed away from Indid
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tly during 2002-06 i 3 27.3 billion (aboug

mm] 16,466 crores).
RS- The well-known economist professor
, Kumar e‘stimates black money
Lenerations in India to be currently 50 percent
;f he GDP. The growth .of plack money has
chown propomonal almlng Increase in recent

ears from 20 percent in the 1980s to 45-50
ercent percent at the turn of the century. A
2006 report of the Swiss Banking Association
;laimS Indians are the biggest depositors of
plack money in banks located in Switzerland.
Many Indians regard this money as public loot,
It is argued that once this huge amount of
black money and property comes back to India,
the entire foreign debt can be repaid
immediately, still leaving a huge surplus amount
of foreign exchange reserves in India. In total,
India has about $50 billion of black money as
of June 2008. This means 2 trillion rupees.
Iv. IMPACT OF BLACK MONEY
ON INDIAN ECONOMY:
The growing proliferations of black money in
every sector of economy has very serious
impact on the economy as well as social
system of the country.
1) Misdirection of precious national
Resources:
Black money causes great loss to the state
exchequer. It adversely affects the direction
and momentum of valuable national resources.
Amajor portion of black money is keptin such
for ms which contribute little to the productive
“Clivities. It is used for tax evasion-directly or
::d”.cc'”)’- Thus the dishonest taxpayer is able
mﬁ” dWay and then use the evaded lI.lC0me

Xurious and ostentatious consumption.

‘l"cr ¢ase in Economic Inequality:
:nc(,k money has widened the gap ‘S’:
ing 1 "’“ the fabric of the society. Capita llof
o & businessmen have larger amoun't :

Y U their disposal. Easy money 4s 1115
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f)btaincd, finds ready outlets in nonessential
Items of conspicuous consumption. This has
an ud\{crsc impact on the consumption pattern
of Society which is tilled in favour of the rich.
Thls also affects the production pattern. The
1te'ms of luxuries and those which are used-by /
this class of society are produced in lubgc/
amount at the cost of the production of articles
of mass consumption.

2) Constraint in formulating proper
policies for Govt.:

The huge unaccounted fnoney is a big problem
for the policymakers as they fail to make a
correct analysis of the situation. It is also a
big hurdle in monitoring the developments of
economy with precision and accuracy. Hence,
it is a big constraint in formulating proper
policies in the absence of correct data.

3) Threat to price stabifity:

Black money leads to the accumulation of
abundance of liquidity as a major portion of it
is kept as cash, gold, silver, property, assets
etc. These are unproductive assets which are
not used for the welfare of society. Thus, all
attempts of Govt. to control excess demand
with the help of measures of credit control or
rationing meet with no success as huge liquidity
is provided by black money. This liquidity
results in heavy inventory build-up, it becomes
a challenge to establish price stability.

4) Transfer of funds:

A big portion of black money is transferred to
foreign countries through clandestine
channels. For this, foreign exchange
regulations are violated through.u.nder-
invoicing of exports and over-invoicing of
imports. This leads tp the emergence pf a
paradoxical si.tuatlon where capital,
particularl)’ foreign exchange reserves are

scare but the country becomes infact a lender

of aid.
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S) Emergence and spread of anti
social elements:
Black money contributes to the emergence
and spread of anti-social elements like
musclemen, touts and brokers who are
required to protect the black money. They are
used to fight against the forces of law and
order. This has provided a favorable
atmosphere for the flourishing of a black
money culture in the country.
6) Corruption in political system:
Black money has corrupted our political
System in a most vicious manner. At various
levels, MLAS, MPs, Ministers, Party,
functionaries openly -and shamelessly go on
collecting funds. Those who raised black
money for the party were able to raise other
funds to strengthen their power.
7) Erosion in the value system:
Black money has caused erosion in the value
system of the country. Black money is mostly
acquired from illegal means. Hence it s spent
in undesirable and very often an illegitimate
manner. Such money gives rise to a tendency
of ostentation among the people. Black money
promotes malpractices in society. It is used to
get the work done through bribing it etc. which
are not good for society.
Thus there are many evils associated with the
operations of black economy. It is argued that
to get over the delays and difficulties implied
in the controls, the black money has been used
an instrument to get things done expeditiously,
In part this may be trye. But this does not
explain the entire range of activities of the
parallel economy. Nor does it explain how and
why these sorts of dealings have become al-
pervasive,
-~ V. MEASURES TQ
BLACK MONEY: ;
Black money is big evil. It ¢y
measures to get rid of it and my
function in a healthy mann

COUNTROL

s for certain
¢the €conomy
er, Following

concrete measures suggested cap be
help in controlling the paralle] economgfeaf
black money in India. 7
1. Rationalization of tax sty
The economists have a unanimoyg
regarding the rationalization of 1z D
since tax evasion is basic to the phenOmenm
of black money generation. Effort Neeg té)
be made to devise such taxes thyt Preven,
taxable income, goods and Services from
escaping the tax net.
2. Tax reforms-:
Another major step includes reformg in tay
structure. Reduction in tax rates wi]| dampep
the urge for concealing income to evade taxes,
Large tax revenue following tax reductjong in
direct taxes means that larger amounts of
incomes have been declared. Simplification of
tax laws and tax procedures will also help in
this regard.
The structure of indirect taxes need to be
rationalized so as to cover goods and services
which are escaping tax.
3. Removal of
controls:
Controls and licensing procedures are 4l
unnecessary, they hinder productivity, obstruct
the free Play of market forces and should,
therefore be withdrawn.
4. Voluntary discloser scheme :
This scheme was adopted in 1951 and
then twice in 1965 angd again in 1975. The
scheme envisaged a voluntary discloser of
concealed income by the persons. Under thos¢
schemes those declaring their income wert
Notto be punished some success was achieved
The amount disclosed came to be about RS
1000 crores. Byt this obviously was a very
Small amount of the black money.
S. Issue of special bearer bounds:
Special bearer bounds on a nominal rale‘;(
interest were issued, the people with blac

Op in i()n
Clure

unnecessary

money will buy them and thus intensity of !'*
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coblem will bCCf)mc low. .

Expansion and improving the
ch‘icic“cy_' .of the .pu‘hlic sector ag g
countervailing power : ,

The efficiency ol l.hc public sector units should
be improved anq it shquld enter into areas of
mass consumptions. !l the public sector cap
hecome coumervzul!ng p(?wcr, the extent of
black income generation will get reduced,

1. Curbing generation of black
money:

The basic remedy, of course, lies in
uprooting the base of black transactions, In
(his connection three sets of steps are essential
in the first place, the penalty for unreported
transactions, which fall within the tax net, be
made more severe. Secondly and more
importantly the opportanities for corruption
should be eliminated. This necessitates an
overhaul of the control/ licensing/ permit
system. The current efferts at dismantling this
system will help a lot in curbing the generation
of black money. At the same time proper
remuneration be paid to the administrative
functionaries dealing with these matters so as
to eliminate any temptation for the same.
Thirdly and most importantly, there is the need
for a radical change, rather reversal of the
attitudes of the people. The present situation
has degenerated to such a low level that
businesses see much advantages in dealing in
¢ash, and no stigma attaches to tax-evasion
and black transactions. The need is to educate
the people and 1o change their very work-
tthos,

The package of measures discussgd
4bove are 4] steps in the right direction within
"¢ socio-economic framework of the mixed
f“pi‘f‘“Sl cconomy, Their success depends on
i': ’;lﬂccrily and vigor with which lheyr;lzr:;
cml"trt:m-cn.te:d. The internal and Cfl‘i "

adictions of the system frustrate the
Measureg taken half-hearted by the Govt. If
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a Sy‘mholic relationship develops between the
Capitalist classes and political structure in the
country, the chances of controlling the threat
of paralle cconomy appear to be bleak. The
crucial issue, therefore, is the nature of state
structure, its attitude towards black money the
degree of tolerance and connivance with black
money operators. If this short-term solution is
not allowed to succeed, the fundamentalist
solution will be the ultimate answer.
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