Measures to change the ‘colour’ of money
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THE REDUCTION IN PRESUMPTIVE
TAXCOULD SERVEASAN INCENTIVE
FORTAXPAYERS WHO ARE KEENTO
DECLARE THEIR INCOME, BUT MAY
NOT BEENOUGH TO BRING MORE
TAXPAYERS IN, SINCETHE
ALTERNATIVE IS ZERO TAX
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HE GOVERNMENT has takena

numberof measures towards re-

ducingand controllingthe gener-
ation and accumulation of unaccount-
edincomes or black wealth in India or
by Indians, the demonetisation exer-
cise being the most visible one. In Bud-
got 2017 and Economic Survey 2016-17,
this has been positioned as a measure
tocurbgeneration andholding of black
money/income. Guestions have been
asked on what the government will do
tochangethe incentivesfor generation
of unaccounted incomes in times to
come. Budget 2017 does include some
measures: cleaning up of political
funding measurestoencourage digital
transactions and, to a smaller extent,
the reduction intherateof taxfor small
and medium businesses.

Two measures for cleaning uppolit-
icalfunding arethecapping of cashdo-
nations from one source at 32,000,
down from 20,000, and the potential

introduction of electoral bonds to al-
low donations without the donor's
identity beingdisclosedonthebooksof
the party. While the former can be per-
haps side-stepped by increasing the
number of small donations, it does
raise the compliance costs. The ideaof
electoral bonds is interesting in that it
would allow entities to donate legiti-
mate income without disclosing their
identity, but this requires a change in
culture and expectations associated
withdonations.

Digital transactions are a way todis-
courage generation of unaccounted in-
come. After demonetisation, somemea-
sures to  encourage this  were
announced. The Budget too introduces
a few measures: a reduction in pre-
sumptivetaxfor non-cash paymentsre-
ceived, a capon cashexpenditures anda
banon cash transactions above 33 lakh
in cash. The reduction in presumptive
tax could serve as an incentive for tax-
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pavers who are keen to declare their in-
come, but may not be enough to bring
moretaxpayers in, sincethe alternative
is zero-tax. Similarly, forbidding trans-
actions in cash bevond 35 lakh isan im-
portant instrument, but only if people
seek redressal for grievances from
formal institutions.

However, if people depend more on
inter-personal relations for grievance
redressal, the lack of legal sanctity
mightnot mean much. Choosing torely
more on “carrots” rather than “sticks”
might make digital transactions more
acceptable and bringabout the desired
behaviouralchange.

The third measure, of reducing the
tax rate of small corporates, could aid
improvedcompliance, Sensitivity totax
rates however isafunction of howeffec-
tive the tax administration is in identi-
fyingevasionoravoidance. Thisisa dif
ficult decision where there is a lot of
discussionon “taxterrorism”.



