he speed and urgency with

which the Union finance

minister has placed the

122nd Constitution Amend-

ment Bill in Pardiament
mustbecommended. Thisclearly shows
theimportance andurgency heattaches
to reform the domestictradetaxesinIn-
diaby introducing the GST at Union and
state levels. At the sametime, itis impor-
tant to be realistic in our assessment of
both the speed and content of this re-
for m and what it canachieve. Undoubt-
edly, this is an essential step which will
createthe enabling frameworkforthere-
form. Thearchitecture engineering and
management aspects of the GSTand the
speed at which thiscan be implemented
willunfold as the decizions in regard to
theseaspectsarefinalised. Thiswill hap-
pen only after protracted negotiations
between the Union and the states and
among the states inter-se.

There is no doubt that the introdue-
tion of GST, replacing a plethora of
Union and state indirect taxes, is anim-
portant reform. This is expected to re-
duce thethree costs associated with tax-
es—collection cost, compliancecost and
cost in terms of alloeative distortions.
Thiswillimprove the ease of doingbusi-
nesses, enhance efficiency inthesupply
chain by obviating the need to have
branch offices (created to avoid the inter-
states sales tax), reduce transactions
costs by ensuringseamless trade in com-
modities and services across the coun-
tryand improve exportcompetitiveness
by providingeomprehensiverelief from
domestic taxes. Indeed, the extent to
which these can be accomplished will
depend upon theultimate structure and
operationaldetails that willemerge. AsI
had argued inmy previous column(“Fi-
nal GST no game changer”, January 6,
goo.gl/oXtYzN), given the nature of In-
dianpolity andthefactthat the interests
of the Union and states on the one hand
and those of producing and consuming
states ontheotherdonot coincide, itwill
not be a flawless GST Therefore, it
should only be seen as the nextstage of
consumption tax reform and not as a
“game changer” or the “reform of the
century”. Unrealistic expectations will

: THE FINANCIAL EXPRESS

GST Bill

First step, but with birth defects

Aclose examination of the Constitution amendment Bill shows that the structure envisaged is fraught with flaws

only bring despair later:
The Constitution
Amendment Bill proposes
to add a new Article 2464
which will enable both the
Union and the states si-
multaneously levy the tax
on goods and services.
However, the tax on inter-

man of the Council will be
chosen from among states”
ministers by them in the
Couneil. The Counecil will
determine the taxes to be
subsumed, list of exemp-
tions, thresholds, the rate
structure including the
floor rates or the band,

statetransactionsingoods M GOVINDARAQ  principles governing the
and services can be levied placeof supplyrules mod-
only by the Union govern- — el law, special position of
ment. In the case of the the states in the North
TUniongovernment excise It would be too East, Himachal Pradesh,
. aMemb R
spirit, high-spe iesel, ttar: .TheCounc!

natural gas, aviation tur- pres-umethat a“ will also determine the
bine fueland tobaccoprod-  the issues dates from which the GST
ucts have been kept out of relating to the will beextendedtopetrole-
the purview of the GST. . = um products and natural
These commodities will determmatlon gas. The decisions in the
%orglinue to bg subj;cl u:o ofthe structure Cf}"“ﬂﬂ_l will be ‘égk;i

nion excise duty. e - when it is appro

case of the states, besides tal:!d operatl:n °f three-fourths of the
crude, petrolenm products e tax canbe weighted votes of the
e 5 T e Oocosmplished |
sumption is kept out and within the next will have one-third of the
these willbesubjecttospe- 11 months for weight in the votes and
cial rates of sales tax. En- = = each state hasequalvotein
try52intheStateList en. IMTOAUCINGGST . o nio o thirds

abling the levy of the tax
ontheentryof goods intoa
local area for consump-
tion, use orsale isomitted,
and hence, people can get relief from
Octrol. Entertainment taxlevied by the
states will be subsumed in the GST but
those levied by the local governments
will continue. Most importanty, the
Billproposes tolevy anadditional taxof
notexceeding 1% on thesupply of goods
in the course of inter-state trade, to be
levied and collected by the Union gov-
ernment and distributed to the state of
origin. This levy will continue for 2
yvears or such other period as the GST
Councilmayrecommend.

The Bill also provides for the estab-
lishment of the GST Council with the
Union finanee minister as the chair-
man,andcomprising of the Unionmin-
ister of state and the minister of fi-
nance orany other ministernominated
by each of the states. The vicechair-

by April 2016

A close examination of
the Constitution amend-
ment Bill shows that the
structure envisaged is far
from being flawless. First, the Bill pro-
vides only a minimalist framework for
the levy. The details of the structure
and operation of the tax including the
exemptions, rate structure and thresh-
olds will be determined through ne go-
tiations in the GST Council. Second,
keeping out petroleum products, and
natural gas out of the VAT chain will
not only cause relative price distor-
tions due to cascading but also create
administrative complexities. Both the
Unionand the state governments want
to continue with high tax rates on pe-
troleum products prevailing at pre-
sent. Third, the most undesirable com-
promise is the decision to continue
with inter-state sales tax of 1% . While
the present inter-state sales tax is only
ongoods, newlevy will tax thesupply of
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both goods and services. This will
negate a major gain from the levy of
GST by making the tax partly origin-
based,viclating thefederal principleof
providing seamless tax credit and con-
tinuing with cascading element in the
tax by denying input tax credit on this
element.

Inthiscontext, three issues mustbe
noted. First,given thenatureof Indian
polity there isnoincentivetothe states
to correct the birth defects implicit in
the proposed GST. The inter-statesales
tax is proposed to be withdrawn only
when the GST Council decides so, and
given thatevery state gets some money
from inter-state trade, there is no con-
stituency for abolishing it. Similarly
there willbe no incentive torationalise
the taxes on petroleumprod ucts. Many
more anomalies are likely to come up
and the structure and operational de-
tails are worked out by the GST Coun-
cil. Second, it would betooambitious to
presume that all the issues relating to
the determination of thestructureand
operation of the tax including the ad-
ministration, capacity building and
applicationof technology for GST net-
working can be accomplished within
the next 11 months for introducing
GST by April2016.If indeed they must
be accomplished, the Empowered
Committee will have tocomeup witha
detailed action plan with month-wise
targets and monitor the implementa-
tion mechanism. There is, as yet, no
such action plan in the offing. Finally
while GST isanimportantreform, itis
unlikely to be flawless and therefore,
willnot be a game-changer. We should
see this as a process, the next stage of
reformand continue to improve itup-
onover time.

Asanaside, let me also hope that the
Parliamentarians willhavethewisdom
toreplace theword “Centre” inthedraft
Bill with “Union” before the amend-
ment is passed. Otherwise “Centre”
will creepinto even the Constitution!
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