Use GST Bill breatherto setitright

Itis important not to implement abad tax in the eagerness to introduce GST

he past few days have seen

intense debate on the GST

Bill which has been, to a

largeextent, not somuchon

the merits of the Billbuton
whether or not it should be sent to Par-
liament’s Standing Committee on Fi-
nance. The political gamesmanship on
the Bill was only to be expected. After
all, when the UPA was in power, the B.JP-
ruled states did not allow the finalisa-
tionof the structureand operationalde-
tails of the tax in the Empowered
Committee. Now, the eagerness to get
the Bill passed somehow seems to have
overshadowed concerns over whether
it willeventually resultinasubstantial-
Iy better consumption tax system,
broad-based and with reasonablerates,
providing a seamless credit mecha-
nism to ensure a nationwide market,
with reduced administrative and com-
pliance costs and distortions. Now that
the Billhas been sent tothe Select Com-
mittee of Rajva Sabha, the time is op-
portune to correct its birth-defectsand
ensure the fundamentals of the pro-
posed reform are sound.

A careful analysis of the Bill brings
out five important issues. First, the Bill
provides only a minimalist framework
forthelevyof GST. Thisimplies thatthe
entire gamut of issues relating to the
structure and operation of thelevy has
to be negotiated and decided upon by
the GST Council. These include thetax-
es to be subsumed, thelistof goodsand
servicestobe exempted, thresholds for
CGST and SGST, the structure of rates,
place of supply rules, special arrange-
ment for special category states, model
tax lawand adeadlinefor including the
tax on petroleum products aleohol and
tobaccoproducts, operational details of
tax administration including the GST
Network and the dates for discontinu-
ing the tax on inter-state supply of
eoods and services. Second, consider-
ingthefactthatthe GST Council, which
will negotiate the structure and opera-
tional details of the tax, has 20 states,
two UTs with legislatures and the
Union government, and also the fact

that economic interests of state supply of goods and
the contending parties are services. This wasdone on
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and with the Union government being
givenone-third of the votes, nochange
is possible without the Union govern-
ment's approval. Finally, it is too opti-
mistie toexpect that the entire process
of decision-making inthe GST Council
will be finalised within the next 10
manths. There neither seems to be a
clear action-plan nor a time-table an-
nouneced by the Empowered Committes
toassure us of this.

The important concern, which the
Select Committee will have to contend
withrelates tothe major deviation from
the recommendations of the last Parlia-
mentary Standing Committee and that
relates tothe levy of 1% taxontheinter-

ond, with thel% tax, GST will nolonger
bea destination-based tax and that will
violate both equity and efficiency The
tax exportation by high-income, pro-
ducing states to the consumers in poor,
consuming states will result in the in-
equitableinvisible transfers.

Referring the GST Bill to the Select
Committee provides an opportunity to
remove this pernicious provision and
hopefully, the Committee will apply its
mind in the interest of the nation. The
damages from bad reforms were well
demonstrated in the past and the most
notable of allexperiences wasthe intro-
ductionof MODWVAT in1986. Theoverea-
ger Union finance minister VP Singh,

initiated the reform without any prepa-
ration, although the recommendation
totransformthe Excise Duty into aman-
ufacturing stagevalueadded tax (MAN-
VAT)wasmadeby theJha Committeein
1976. The consequenceof thispoorly im-
plemented reform was that the revenue
from excise duty relative to GDP de-
elinedfrom4 8% in 1985-86t03% in 1998
99 and this happened when customs du-
ty had to be reduced as a part of the
opening upof the economy.

Referring the issue to the Select
Committee provides some time to re-
think on the structure Hopefully, this
willresultin gettingridof the 1% levy
oninter-state supply and including pe-
troleum products, alecohol and ciga-
rettes in the GST base. It is possible to
levy an additional sumptuary excise
on petroleum products, cigarettes and
alcohol if revenue considerationisthe
issue. Itisalsoimportant toundertake
capacity building for tax administra-
tion and education and infor mation to
tax payers. Itisimportant not to imple-
ment a bad tax in our eagerness to in-
troduce GST. While the finalisation of
the structure and operationaldetailsis
unlikely to be complete before April
2016, the Union government can go
ahead and combine its Union excise
duty and service tax to introduce the
GST at the manufacturing stage inthe
next budget itself. This does not re-
quire even the Constitutional amend-
ment. Thiswas therecommendationof
the Expert Group on Taxation of Ser-
vicesin 2001-02andatleast it canbe im-
plemented now as a transitional move
towardsafull-ledged GST if the Union
government is serious about the re-
form. Ensuring a uniform threshold
for excise duty and service taxation
willalsoprovide relief tosmallservice
providers without much loss of rev-
enue. This will demonstrate the seri-
ousness of the Union government in
the GST reform.
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