GST ACT-Its Origin and Suitability to the Indian economy

A mature market economy is one with sound institutions on fiscal, financial and monetary economics. In India's case, the glass appears to be half full on fiscal policy. Progress on an institutional transformation of finance lags, and a reinvention of monetary policy has not yet begun. 

The processes of consensus and multi-party decision making have achieved three big wins, in the form of the State VAT, the FRBM and the 88th amendment to the Constitution. It adds up to a far-reaching transformation, one that inspires confidence in the Indian State and its political processes. Indeed, these improvements have a lot to do with the superior economic performance of 1992-2007. 

The last big piece of the puzzle in tax policy is the Goods and Services Tax (GST). Ten years ago, wise fiscal experts felt that a GST was impossible. But things changed: the 88th amendment clarified the picture on taxation of services; the automation of income tax showed that India can build IT systems; the State VAT effort showed that coordination between states could happen. With this track record, the GST is feasible. The finance minister has promised a 2010 date for going live with the GST. 

Internationally, GST is based on supplies of goods/ services, rather than on manufacture and sales, and there are fairly elaborate rules governing the time and place of supply. It is very likely that the dual GST in India would also incorporate detailed rules in relation to determination of the taxable event and also the taxing jurisdiction.

On the rates again, the excise duty as well as the State VAT have multiple rates, with a typical 8 per cent/16 per cent two-rate structure for excise and a typical 4 per cent/12.5 per cent two-rate structure for the State VAT. On the services front, it is not clear as to whether the Federal and the State GST will apply on the same set of services or they will operate on a mutually exclusive basis. Also, the present rate of service tax is 12 per cent and it is a moot point as to what the single rate of the Federal and the State GST will be on services.

The cumulative incidence of the excise duty and the State VAT at present works out to around 22 per cent to 24 per cent of the retail sales price. There is an expectation that under the GST, the aggregate incidence of the tax should be significantly lower.

FICCI in this regard says, “It is crucial to ensure that over the next two-three years we progressively converge the Service Tax Rate and the CENVAT Rate at around 12%, ensuring inter alia that the combined tax incidence of GST including VAT is around 20%.   The same should cover all segments, with a threshold exemption limit and dispute settle mechanism inbuilt in the model.  There must not be any other local levy after the emergence of GST. “  

There is much debate on the likely aggregate rate of the GST and there appears to be a consensus that it may approximate 20 per cent. However, recent debate suggests that a further reduction in the aggregate rate of GST is being contemplated. It is also possible that several other design elements of the GST can undergo changes. The additional benefit, apart from the reduction in rate, of the model is that the base on which Federal and the State GST will be charged will be uniform and this will ensure that there is no cascading of taxes.

While preparing the roadmap for GST, CII strongly feels that GST must be simple to administer with efficiency tax collection and credit disbursement mechanisms
The present taxation system is fraught with various anomalies, disparities and variations in terms of rate of taxes and even the definitions of a product or services varies from state to state, the charging sections are not uniform and even no uniformity is maintained in procedure and documentation. Tax compliance has become expensive and difficult for an honest tax payer because of multiple levels of taxes and services. Too many tax levies create distortions, difficulties in administering too many rates and leads to discretion and contribute to complexities. Absence of accountability on the part of tax administration is another factor which is lacking too much in present taxation system.

The introduction of FDI in retail trade is a major threat to small traders. Hoards of tax and other trade laws out of which most of them become outdated in the present business scenario is another area which is creating lot many problems to the traders. Rampant corruption in tax departments and red- tapism has become the order of the day. Discretionary and blanket powers to officials often lead to harassment and victimization of traders. On the other hand, higher rate of taxes and its multiplicity tends to generate a feeling of tax evasion amongst traders. Several barriers like Road permits, Entry Forms and Toll tax posts are major hindrances to smooth inter-state trade in India. Unfortunately, the domestic trade which contributes more than 50% of the total revenue of Union Government and 70% to the revenue of State Governments, has never given any priority by any Government post independence which has lead to a sense of ‘distrust’ among trade and Government which is indeed a sorry state of affairs in a developing economy. A major overhaul of the trade and tax system is the need of the hour.

The GST will enable the next phase of customs reform. The sound architecture is one where imported goods are charged GST at entry, and exports are refunded the full GST. By this arrangement, local firms face fair competition in both the domestic market and the global market. Once this is in place, the end-game of customs reforms involves eliminating customs altogether. 

The GST would unleash India as a common market. Even though India is a giant economy with a GDP of nearly a trillion dollars, firms often operate within one state. Nationwide optimization of production, storage and logistics is not taking place. The GST would make possible productivity gain, GDP growth and lower prices. 

In a Federal Country like India it takes time to unify the taxation system which has to be streamlining to a great extent to make it compatible to the tax regime. Under GST system voluntary compliance is the essence of success and for this purpose in-depth study of the present position of business and its style of functioning is all the more important whereas nature of future system to be adopted is also needs to be studied at length. The relative sections of the system i.e. the officials, traders and industry needs to be prepared by way of imparting required education through workshops, seminars and conferences. Even the consumers are also to be targeted to understand that obtaining Cash Memos and Service vouchers is very important. The intricacies of laws will have to be removed to make it a ‘trade and revenue friendly’ system.

The integration of services with goods under GST system will lead to lowering cost of manufacture in India, which should also be one prime focus area to concentrate upon. The Government must clear its intent and should keen to embark upon in levying GST to improve the tax to GDP ratio, expand the taxpayer base, increase compliance and make tax administration more efficient and more transparent which is badly effected due to multiplicity of tax and multiple level of administration. It will be good for the Government to undertake measures to reinvigorate efforts to improve tax administration and disposal of contentious issues rather than making tall claims of hike in GDP. The success of any tax reform is always evaluated by its penetration and its acceptance by the trade and industry and public at large. On both these counts, the imposition of GST in place of present taxes on goods and services is likely to achieve the objective.

Under the present scenario, it has become all the more necessary to have a Single tax on all goods and services. It would encourage voluntary tax compliance, discourage tax evasion, reduce compliance and transaction cost and improves the tax to GDP ratio. It will encourage expansion of tax base, rationalize tax structure and will improve efficiency of tax administration. Truly unified domestic common market is the ultimate object of tax reform process which can be achieved by simplifying the tax system and for this abolition of too many levels of tax slabs and integration of services under one umbrella of ‘GST’ is the only way.

Therefore, a Goods and Services Tax (GST) on all commodities and services is most suitable taxation system for a growth oriented and developing economy of India. The Kelkar Committee has elaborately discussed the GST after going into the depth of all pros and cons of GST. The Kelkar report can be termed as a ‘guiding bible’ to enforce GST in India. It is suggested that since the ultimate goal of indirect tax reform is to have a single goods and services tax(GST), an immediate need is arises to draw a final roadmap of GST and for this purpose the Empowered committee of State Finance Minister, which has been delegated task of preparing GST roadmap should constitute a ‘Work Task Force’ comprising of officials and representatives of trade and industry. A goods and services tax (GST) regime, which operates in a parallel manner at the Centre and the states, will be best suited for the Indian economy and can be implemented in a short span of time. 
The fiscal law committee of the Institute of Chartered Accountants of India (ICAI) too, recommends this system of taxation. It has said in this regard, “The dual model of GST builds on the current structure of taxation of goods and services and does not envisage drastic changes in the broad mechanism for levy and collections of taxes,” 

To sum up, I would like to bring forth the benefits of GST:

· Only three taxes would prevail in the nation: The Income Tax, The GST and The Property Tax.

· Reduction in the number of tax collectors, associated compliance costs, economic distortions and harassment of taxpayers.
· A more fair treatment of goods versus services in a symmetric fashion.
· It would unleash India as a common market. 

· The GST would make it possible for firms to harness the economies of scale that befit a country of the sheer size of India, and to obtain remarkable efficiencies in logistics. This would translate to lower prices for customers.

· The GST will remove the longstanding anti-manufacturing bias of the Indian tax   system.
