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This ‘epoch-making’ transformation in indirect taxes has been anything but rapid.
Modi & Jaitley are standing on shoulders of several PM-FM pairs of reformers

Midsummer Night's Dream:

No GST Nightmare Please!

CHAITANYA KALBAG

idnight has an eerie and slight-
ly occult hold on our imagina-
] tions. It is the hour when mag-

ic is supposed to take place,
when the old falls away and a new day
arrives with one twitch of a clock’s min-
ute-hand. Midnight also has a sinister
ring to it — it is the ‘witching hour’ when
bad things happen, or when the knock on
the door heralds the assassin or the se-
cret police or the gang of abductors. Or;
as Eliot wrote, midnight’s lunar in-
cantations “Dissolve the floors of
memory/And all its clear relations,/
Itsdivisions and precisions”.
Midnight figures all too often in‘a report-
er’slife, whetheritisthe People’s Liberation
Army (PLA) tanks rolling into Beijing’s
Tiananmen Square on June 4, 1989, or the
cataclysmic earthquake that struck just af-
ter midnight GMT off Sumatra on
December 26, 2004.
I remember sitting in my Hong Kong
apartmentexactly 20 yearsago,atmidnight
on June 30, 1997, peering at dim images on

my television screen of PLA trucksrolling

across the border into the about-to-be-for-
mer British colony. Hong Kong had been
handed over to the People’s Republic of
China, and would thenceforth be called a
Special Administrative Region.

Justover 24 hourslater; on July 2, Thailand
devalued its baht by about 20% and became
thefirsteconomy tokeel overin thefinancial
crisis that quickly engulfed South-east and
East Asia.

Six weeks afterwards, at midnight on
August 14/15, I sat in the visitors’ gallery of
the Central Hall of India’s Parliament,
watching and listening to celebrations of a
half-century of independence. It wasrather
chaotic, and security was lax (this was four

yearsbeforeterroristsstruck at Parliament

itself). Jawaharlal Nehru’s Tryst with
Destiny speech was played, Lata
Mangeshkar and Bhimsen Joshi sang. The
mood was subdued: the economy wasn’t
booming, politics was in ferment, and PM
IK Gujral wouldn’tlast even a year in office.

Itwill be quite differentat midnighton June
30 this year when PM Narendra Modi has
called aspecial Central Hall session tolaunch
the Goods and Services Tax (GST). On
February 1, when he unveiled the budget for
the 2017-18 fiscal year, finance minister Arun
Jaitley extolled the GST and last November’s
shock demonetisation as “tectonic policy ini-
tiatives” and said GST would “(spur) growth,
competitiveness, indirect tax simplification
andgreater transparency”. GST would alsofit
intoModi’svision of ataxadministrationthat
could, in our acronym-laden governance, be
described asRAPID (revenue,accountability;
probity, information and digitisation).

But this “epoch-making” transformation
in our indirect taxes has been anything but

rapid. Tobeclear, Modiand Jaitley arestand-
ingon theshouldersof several PM-FM pairs
of reformers: Rajiv Gandhiand VP Singh in
1985 (when MODVAT was introduced); Atal
Behari Vajpayeeand Yashwant Singh in 2000
(when CENVAT was introduced); and
Manmohan Singh and P Chidambaram in
2005 (when we finally moved to a national
Value Added Tax, or VAT).

But we continued to be bedeviled by a kh-
ichdi of state and central taxes - excise,
customs, service, entertainment, lottery,
and octroi, which HM Patel condemned as
an “obnoxious levy” back in 1978. Many
enlightened civil servantsand economists
(LK Jha, Raja Chelliah, Vijay Kelkar and
Parthasarathi Shome, toname afew) have
mapped a path out of this jungle. It prob-
ably needed aman of Modi’s confidence to
grasp the nettle (although

ZAHID

NEEDS TO BE FIXED

There are flaws to be consid-
ered, starting with the multiplic-
ity of rates and the granularity
of goods and services :

he himself, and other obstreperous state
governments, had blocked GST duringthe
UPA years).

On the positive side, Modi and Jaitley have
been tireless evangelists for GST, and this
time not post-facto as in demonetisation
whenthepainanddisruptionhadalready set
in. This is not to say GST will trigger wide-
spread suffering. On the contrary, it means
that thousands of businesses that slipped
through thetax cracks(the pukkaandkutcha
tradition of splitting receipts into taxed and
unaccounted portions, for instance) will fi-
nally be disinfected by the sunlight of trans-
parentregistration and digitisation.

Despitethe positive propaganda,alotof mis-
informationabout GSTisswirlinginmarkets
and homes. Shops are trying to cash in with
pre-GST clearance sales, although they can
claim ‘transition credits’ ontax they have al-
ready paid on their inventories when GST
Kkicks in. Registered businesses are living in
fear of having to file three GST returns a

month, but Jaitley says after the first lot are
loaded on the GST Network, the technolegy
platform, twoof the threereturns will be ‘self-
populating’ and require little work. Most of
all, there is fear that GST will raise prices
across the board. Plane tickets and luxury
cars will certainly cost more, but the govern-
mentswears themajority of goodswill costas
much or less than they do now. Chief
EconomicAdviser Arvind Subramaniansaid
onJune 1: “Itislike a tax cut which will both
reduce prices and increase consumption.”

Will GST boost gross domestic product .
(GDP)ashasbeentouted? TaxexpertsIspoke
to estimate that in the first year; the govern-
ment could actually suffer total revenue
losses of about 22 trillion, half of it in lower
tax collections and the other half in transi-
tion credits. This could jeopardise Jaitley’s
pledgetokeepthe2017-18fiscal deficitat3.2%
of GDP It will come on top of the still-un-
knownfinal cost of demonetisation.

Both Jaitley and Subramanian admitthat
there will be teething problems, and July is
likely to be a roller-coaster ride. Already,
the GST Council of finance ministers has
relaxed deadlines for the filing of returns
as well as for the deduction and collection
of taxatsource.

Of course, the government loses no oppor-
tunity to paint things in political colours,
rather than with the broad brush of public
good. Atalong Q&A on Tuesday, Jaitley com-
plained thatcritics willnot ceasecavilling. “T
think some people like to create controver-
sies,” he said. “In 2014 they complained that
our reforms are incremental, not big-bang.
That argument has been demolished by big-
bang reforms like GST, demonetisation and
theinsolvency and bankruptcylaw: Nowthey
say therearereforms, butnojobcreation.” He
saidalotof jobsarebeingcreated outsidethe
formal sector; as in self-employment.

Itisprecisely theseself-employed, informal-
sector contributors to our economy who
were hit by demonetisation. They willnotbe
able to absorb a second body-blow if GST is
notflawless.

Thereare flaws to be considered, starting
with themultiplicity of ratesand the gran-
ularity of goods and services. Exporters
havebeen promised tax refunds on import-
ed raw materials used in their products.
“Why impose a tax if you are going to re-
fund it?” asks tax lawyer Arvind Datar.
Real estate and alcohol, two of the biggest
sources of states’ revenuesas wellasblack
money, are excluded from GST.

Satya Poddar, tax advisor at accounting
firm EY, told me the manner in which GST
was being implemented was paternalistic.
“Thegovernmentistellingme whattodrink
and whatnot to drink, what to buy and what
nottobuy Itisimpositngitsown valuejudge-
mentsontheordinary citizens. Ifounditvery
offensive.Ishould have thefreedomof choice
as a consumer. The government is free to
punish me if Idrink too much alcohol or
smoke too much tobacco. But for all other
commodities, government should not be in
myKitchen, itshould notbeinmybedroom.”

Strong words, but no reform is painless or

trulyaltruistic.
. Asked if reforms were carried out with
an eye on elections, Jaitley said: “We will
reform and we will fight elections. Ibelieve
good governance blends with good politics.
India is the only country in the world
where structural reforms are taking place
today.” Welive in hope.
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