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{aarter XIV
INCOME FROM HOUSE PROPERTY

In this chapter revisad estimates of income from *house property’ sector are
presented with a brief description of the methods followed, source material used and
the limitations of thess estimates both in respect of the present official series deseribed
in paragraphs 2.198 to 2.202 of the Final Report (1954) of the NICand in respect of the
rovised series presented in this chspter. The contribution from ‘house property’
e nations! product has been reckoned as net rental ineome originsting in the ownership
of residential dwellings!. The remtal income from the non-residential dwellings,
on the other hand, has been allowed to appear in the opersting profits of the enter-
prises owning their own buildings or hiring the same from houscholds. Accordingly
the net rental figures have boeen derived from the corresponding gross rental figures
by deducting from the Istter all current expenses on repairs and msintenance and
depreciation charges. The existing dats on the number of residential dwellings,
average rent per dwelling, cost of repair and maintenance and depreciation can be
hardiy regarded as adequate for preparing satisfactory estimates of net rental income
from the ‘honse property’ sector. _

2, The firet step, thevefore, in to have an annual estimate of the number of
dwellings soparately for the urban and rural areas. The basic source of theee data
is the decennial cemsus, though ita use presents oonsiderable difficulties because of
luck of uniform definition® of a hounse for different parta of the country as well as over
dif‘erent census enumerations upto 1951. Further, any projection of the number of
aouses, purely on the basis of oonsus data®, cannot be expected to give satisfactory
estimates particulariy in a period of planned economic development®. The usefulness
of the approach gets further restrictod due to the fact that the census definition of a
house usually differs from the one adopted for purposes of tax statistics by the muni-
cipal suthorities. The latter treats s house aa an entire building whereas the census
defines & house as a dwelling with a separate main entrance. In any caee there is
ne strict one-to-one correspondence between the two. As the ultimate objeet is to
estimate the number of houses strictly corresponding to the amounta collected as rates
or taxes on house property, not much use can be made of the consus nnmber of houses.
In view of such difficultice, therefore, the procedure involving the azssumption of treat-

1 No distinction has boen made between the owner-occupied and tenant-oceupiod residentia) houses.
Ax 1o data of all- India vaiidity ace at present available on the proportion of owner-ocoupied housen to
tagart-ocrupied hoosss. it is not possibie Lo work out separately the magnitude of impuied rental income,
Ay impuatation is dene on the basis of tensnt-occupied houscs, which are dimensicanadly lioely 10 be smaller,
the poasibility of the overal! sstimates being on the lower side cannot be ruled oul.

3 ‘Owing to the diverse local conditions in India, it was congiderad insdvisabla in the censuees
ourlior to 195] Consns. 1o prescribe » general definition of houge for the whale of India’ ste.—Note on the
definition of “house’ and *hoosshold* adopted in the Indian Censns, brought out by the Registrar General
of Indis.

. 3 For ‘conventional' seties, the mamber of houses in the raral and urban areas were estimated
for any given yeet by logerithmic interpalation using the censes figures of 1841 end 1951, The implicit
anrmal rates of growth for urban and rarsl aroas are roproduced in Appendix 14.1.

& The pace of constrontion of houses in urben aress, for exwmple, during the periods of First and
Bocond Plans, has been vory rapid though apecific statistica indicating the sames arc not availeble &t

presont.
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ing a censua house on par with the maunicipal building calls for revision. Accordingly
the estimates of ‘gross rental’ have been arrived at by using the available data on
(i) average rental per person and (ii) estimated population rather than figures of
average rental per house and the estimated number of houses. These estimates were
separately worked out for rural and urban areas and the details are given in the sub-
sequent paragraphs of this chapter.

2.1. Urban house property : The available published statistics on property
tax do not contain comprehensive information on the number of buildings, the size
of population and the relationship between the house tax and rental value corres-
ponding to the amounta of tax collected by various municipalities. Data colleeted
earlier by the NIC from about 97 municipalities related to the year 1949. Subee-
quently, as a result of increased rates of urbanisation, there has been substantial in-
crease in rents and their relationship with assessed tax rates. A fresh survey was,
therefore, undertaken by the NIU to collect such information from all the municipa-
lities, in all numbering 16795 which existed on 31st March, 1959. Complete returns
were, however, received from only 299 municipalities in various States. Data so
collected related to population, number of buildings, amounts of tax collected, monthly
rent assessed and expenditure on repairs and maintenance for three years, viz. 1955-56,
1957-58 and 1958-59. Figures of population furnished by the municipalities, however,
related to the year 1951. These 1951 figures of population were, however,  ljusted
to the years 1935-56, 1957-58 and 1958-59 by epplying the observed® geoms iric rate
of growth (over the decade 1951-61) of urban population in & State to each reporting
municipality within it.

2.2. The available data were then classified into four broad pcpulation size
groups and all-India weighted averages worked out in respect of rentsl per person
for each group separately, weights being in proportion to the estimated State-wise
populations of 196] within each size-group’. The estimates of average remtal per
person are reproduced in Table 14.1.

TABLE 14.1. AVERAGE URBAN RENTAL PER FERSON BY POPULATION

BIZE-GROUFPS .
(in Bs. per year)
towna heviog
pepulation 1955-38 185758 195859
(1) (2) (3 4)
below 20,000 20.53 20.43 2i.16
20,000 to 49.990 24.85 26.80 2589
30,000 to 99,990 25.22 28.74 26.45
100,004 and above 45.684 48.31 50.42

average all® size-groups  33.63 34.83 36.00

* Waeighta assigned in proportion to 1961 population {urban} in each gite-group.

5 Number of municipalitica addressad and number of municipalitiea reporting are given in Appendix
14.2

5 ‘1981 Consus Provisional Totals' published by the Registrar General, Indie {Table IV, pp. 8-9)

7 For Gujarat, Kerala, Maharashtra and Rajasthan the break-up of urban State populstion by
size-groups was not available completely and sa such the same were obtained by spplying the all-Indis

proportions,
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As the ad Aoc survey referred to above did not cover the years 1956-57 and
19539-80, the per capita gross rental figures for these two years were estimated in the
following manner. For the year 1856-567 the average rental per person was inter-
polated between the figures of 1955-56 and 1957-58. For 1859-60, however, the same
was estimated by projecting the 1958-59 figures of rental per person on the basis of
obeerved average rate of increase in rentals over the period 1955-56 to 1958-59.
Estimates of groes rental per person thus worked out are Re. 34.24 and Ra. 38.79 for
the yoars 1956-57 and 1959-80 respectively.

2.3. The gross rental income for the urban sector as & whole has been arrived
at by applying the per capita rental figuree to the total eatimated population in urban
areas. The all-India total population figures for each of the inter-censal years (viz.
1855-56 to 1959-60) were arrived at by making use of 1941, 1951 and 1961 {provigionsl)
consus population figures. The corresponding estimates of urban populstion were

_warked out by spplying the respective eetimated proportions® of all-India rural/urban
population ratios to the total population figares. In this context, however, it may be
added that there is some Isck of oomparsbility in respect of the definition of urban
area used during the three censuses and as such the rural urban proportions for the
inter-censal years used in the revised esfimates may undergo some revision when
fullor data are available with consequential change in the gross rental figures. The
estimates of rural population have been derived as residue from the total all-India
population and the urban populstion figures.

24. As the rental value asseased by the municipalities for purposes of levying
property tax is likely to be underestimated considerably, the gross rental income
derived on tbe basis of tax statistics and the estimated population would call for
an upward adjustment. On the baais of a recent case study conducted in Kersla® the
under-assessment in house tax works cut at 23.4 per cent in municipal areas and 35.7
per cent in rural areas, the latter being subject to tax by the village panchayat. How-
ever, we have not made any adjustment on this account as in a jarge number of cases
in urbag areas, & part of a house might be used as a shop or premises of an enterprise
for which portion the rent accruing is included in the operating surplus of such an
enterprisc. Besides, there may be & number of buildings in urban areas which are
exclusively used for non-residential purposes'®. As the total rent assessed by the
municipalities include such buildings also, the per capita rental figure as worked out
here might have been somewhat lower than estimatod on the basis of the available
municipal reporta. Weo have, therefore, assumed that this underestimation of rental
value of residential portion might be offset by inclusion of the rental values of non-
recidential portions of urban *house property'.

¥ These rursljurban ratios were calculated by estimating tho population of theeo inter-censal years
wopazatsly for rural and arban areas by sesuming the geamstric rates of growth over the decade 1951-61
and spplying the same to 1951 population figures.

9 “Potentialitios of Locsl Taxation with special reference to Property Taxes'—a case study of
Kerala by Prof. V. K. Pillsi, o paper submitted to the Panel of Economists, Flanning Commission.

10 Tnformation on this aspoct was furnished by some of the muanicipalities replying to our ques-
tionnaire; the porcentage of wholly non-residentisl baildings to tatel buildings on the hasis of this informe.
tion worked out at 16.
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25. To arrive at the net rental fignres, deductions are made from the total
groas rental income on account of {a) current expenditure on repair and maintenance
and (b} depreciation. The data on proportion of repair and maintenance to total
rental for the revised series is based on the information received from the municipsl
boards in this connection. Accordingly the cost of repair and maintenanece works
out at 8.33 per cont of the rental income aasessed (one month’s rent). The estimste of
depreciation has been worked out on the broad assumptions, viz. (i) that the average!
life span of an urban house is 75 years and (ii) that the averagerental value of an urban
house forma 10 per cent of its total valve. Overall rate of depreciation thus works
out at 13.33 per cent of the annval remtal value of 8 house. No deductions are consi-
dered necessary for the amount of honse tax paid by the household to the government
as the same has now been treated as a direct tax: thia, however, marks a conceptual
departure from the procedure adopted by the NIC.

3. Rural house property : There is dearth of statistical data required for
estimation of the rental income from rural house property. Limited data on average
current value of a house are available in the (i) Bench-mark Survey Report of the PEO
{(Planning Commission), (ii) The Rural Credit Burvey Report of the RBI and (iii)
certain unpublished records of the N8S. These results, however, differ conzsiderably
from source to source partly due to the difference ir the definition of a house adopted
and partly due to the varying reference periods. It has not, therefore, been possible
to make use of these data directly for estimating the value of rural houses for an~
of the recent vears. There are a large number of panchayats in the rural areas which
levy homse tex. A specisl gquestionnaire was prepared by the NIU and sent round
to all the pancharst depart ments of the State governmeénts with s view to obtaining
the information from sfrem in respect of population, number of houses, amov.t of
house tax colfested andl the basis of taxation of houses within aress under the juris-
diction of th: panchajats. The response to this enquiry was, however, very poor.
Oniy three Biates, viz. Mahavashtra. Gujarat and Mysore furnished information on
~cure of the above aspects. From this enquiry, however, it was possible to frame
some oslimates of ‘average rental per person’ in rural areas. Comparing these with
the corresponding figures for urban aveas of the three States, the rural/urban ratio
in respect of average rental per persas worked out ronghly as 1:4. In the absence

- of any other reliable information on average rental per person for rural areas, nse has
been made of the above ratio to estimate the average rental per person in rural arcas.
The rest of the methodology adupted remnains the same!? as in the case of urban house

- property sub-sector except that the average life of a rural house was assumed to be
40 years'™ which gives depreciation rate as 25 per ecent of the annual rental value.

1t Adopted frem 'Estimates of Capital Formation in construction ectivitiea—note prepared in
eonnpetion with eapital formation in the private eector for consideration of the Advisory Committee on
National Income,

12 Keeping in view the practice provalent in rural sreas, where the labour nesded for sedzing up
any constrociion is generally self-contributed, the dedaction for repair and maintenance has been made
ar 66 p.c. of tho urbsn rate which works out st 5.56 p.c. {rounded off to 5.0 p.c.) of the rental value.

3 of, Final Report of the NIC (para 2.202, sub.pams 4.).
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3.1, Just as grass rental per person is likely to be underestimated in the urban
arens, the same may bold true of the rural rental as well. As stated earlier (para
2.4) the case study in Kerala on the subject suggeste & percentage of 35.7 as the extent
of under-azsessment of rural rental income.  On the other hand, there would be portions
of rural buildings which might be msed for non-residential purposee!® such as grain
storages, cattle sheds etc. Instead of making eny adjustment onr each of the two
counts we have assumed that the errors would mutually canes] out.

4. Dats on household groes rental expenditure on $ensnt-occupied dwellings
have been collected in various family living smrveys!®. But thees vesults cannot be
used directly for framing estimates of gross rental value of all residential dwellings.
The NSS results on per capits conaumer expenditure on house rent were also studied
in this connectivn, Due to wide varistions in these figuree from round to round
(vide Appendix 14.3 to this chapter) and the fact that the total expenditare figures
derived on this basis would relate only to the tenant-ocoupied houses, which form an
insigmificant part of the rural residential houses, thess have not been found useful
for preparing the global estimates. The pocket-schedule on housing conditions can-
vassed as part of the NSS schednls on ‘consumer expenditure’ doee, however, provide
information on & number of essential items such ag (i) proportion of households residing
in owner-occupied houses, (ii) average monthly rent paid by s household occupying
& rented house, {iii) average expenditure per household on repair and maintenevve of
vwner-occnpiod house ete. It is, therefore, likely that the present estimates may
undergo farther revimions as soon aa these dats become available.

5 Theestimatesof net rental income from the rural and urbsn *house property’
sector, derived as described above, are presented in Tahle 14.2,

§&. Comparison with wnv&ntmnal estimates : Ta‘ble 14.3 presents the two
sets of figures of net income from ‘house property’ sector according to the revised and
the conventional methods of estimation. Unlike estimates for urban house property,
the estimates are fairly elose in the case of rural ‘house property’. In the former case,
however, the revised setimates work out moch lower than the conventional estimates,
This ia mostly due to two reasons, viz. (i) in the conventional series no allowance was
made for depreciation of urban houses and (ii) the estimated figure of urban per capita
rental, according t0 current available data, works out much lower than the figure
implicit in the conventional series where the total gross rental figure in a given year
was estimated by projecting 1950-51 figure by relating it to the movement in the
number of houses in urban aress during the decads 1941-51,

14 In their paper entitled “Eatimates of Tangihde Wealth of India, M. Mukhsrjer and N.5.R.
Shostri have assumed two-thirds of the rural bouss property to be purely residential wherers the non.
rosideptial (iLe. one-third) is supposed to gover sheds, &nd s parl of bouse used for protective purposes.
This paper was submittad by the anthors to the International Association for Resoarch in Income and

Woalth {3th Conference, August, 19357y,

15 Instances are the N5S Socio-Egonomic Surveys, tbe Middle 'Ulm Family Living Surveys and
the Working Class Family Lliving Burveys.
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Table 14.2. [NCOME FROM HOUSE PROPERTY
(st current prices)

1959-60
1bemas 186556 195667 1857-58 1958-39 {prelmi.

nAry)

1) (2} (3 {4) (3) (6}

rural

1. populsticm {in lakh persosm) 3230 3292 3347 3423 3486
3. average rental per parson {(Ha.) B .41 8.566 8.71 9.00 .20
3. total rental {Re. lakha) 27184 28180 20239 30825 32163
4. depmcistion {25°, of item 3} 8791 045 7310 T 8041

5. repairs and meaintenance
15,009, of item 3) 1268 1409 1462 1541 1808

§. net renta] income (s, lnkhs) 1015 18726 20467 21578 22814

“;bmpopnbmn (in Inkh persoms) 883 690 718 py - 761
2. average rental per person (Ra) 33.63 .24 34.85 36.00 36.79
3. total rental {Rs. [akhe} 22969 22934 24953 26388 27629
4. depreciation (13.339%0f item 3) 3082 3199 3326 3518 3683

5. repairs and maintenance
(8.339% of item 3} 1913 1884 2079 N 2301

8. net rental income (Re. alkchs) 17984 18750 19548 &2 21645
tots! net rental income (Ba. laktha) 37009 38476 40015 43230 441569

TABLE 143. COMPARISON OF REVISED ESTIMATES WIT 4 CONVENTIONAL®

EESTINMATES
[at currant prices) {in Ra. lakz)
I ear rural urban total
) IREN ¢ (3 (4)
1955-56 s
revised . 19015 17904 37000
conveantional 19866 25768 45634
1856-57 -
revised ] 19726 IB750 38476
convensronal 20580 27073 47853
1957-58
reviged 20487 19648 400135
conventioos] 20685 27963 48645
1058-59
revised 21578 20872 42250
conventional . 21080 28788 19888
193960 ;preliminary)
reviszed X 22514 21845 3150
conventional 21423 3013% 51561

* In ronventional estimaies house tax wasg regarded as an indirect tax snd was deducted from
the net rental income. In the revised serics no such deduction is made as house tax. It is regarded as
& direct tax on income from ‘house properiy’.
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