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NOTE AND RECOMMENDATIONS OF 
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TO THE PARLIAMENTARY STANDING COMMITTEE 

ON THE PROBLEM OF

“Shifting of industries from one state to another state due to aberrations in the Tax System”

FOR DISCUSSION IN ITS’ MEETING WITH CHIEF SECRETARIES ON 9th JUNE, 2005 AT NEW DELHI

The business and industry in various parts of the country are finding it difficult to survive in an environment where their counterparts in other states are being favoured by way of tax exemptions and other benefits. A live example is of severe threat being faced by producers of several goods in U.P. from their counterparts in Uttaranchal especially located in the Terai and plain areas who are enjoying concessions from payment of Excise Duty, Income Tax and Sales Tax. The tax differential in some cases is as high as 30%. In an era of globalisation when principle of free and fair trade is being accepted world over, we have created disparities within our own country by doing so. In the increasingly fierce competitive environment, the produces in the adversely affected states are already finding it difficult to survive on the strength of their merit alone.
 

As on date the tenets of WTO have been accepted by most countries. The member countries have agreed to abide by the framework of rules laid down by WTO. The long-term vision of WTO is to create a borderless world of trade of goods and services. This objective can be achieved only by neutralizing any gain that accrue to the suppliers in a country, by virtue of the laws and policies which may be against the principles of free and fair trade. Concept of anti-dumping duties has been evolved with the above premise in the background. In case exporters enjoy undue favours due to any grant, exemption, subsidy etc. meant to provide additional benefits to them for the purpose of effecting/encouraging exports, the countries in which such good are imported, have the right to impose the burden of anti-dumping duty so that the advantage received by the exporter in the country of origin is appropriable annulled making competition even for the domestic producers of the subject goods in the country of import. This is an extremely potent remedy against predatory practices of one against the other when the competition grows from keen to keener. In a federal structure of states like in India the same principle needs to be applied rigorously in the course of inter-state trade so that the distortions created by such policies of the state and the central government are effectively dismissed.
 

We therefore recommend the following:
 

1. 
The disadvantageous states like U.P. should be allowed to impose a levy on goods entering the state from an advantageous state like Uttaranchal in all cases where it is proved beyond doubt that the manufacturers’ interest/competitiveness is severely affected due to special advantage of exemptions etc. The quantum of levy should be bare minimum but adequate enough to blunt the disadvantage that a manufacturer in a disadvantageous state faces in competing with the suppliers of an advantageous state.
 

2. 
Tax exemptions and other benefits are granted by Government of India with the objective to promote industrialisation in difficult areas. The areas however are required to be specified/defined properly rather the exemptions and benefits are granted to the entire state e.g. Uttaranchal. We propose that the tax exemptions should be linked to well defined difficult areas in all the states of the country uniformly. For example, hill areas may be defined as places above a certain height say 400 meters MSL.
 

3. 
Efforts should be made to create National Common Market through suitable legislation at the federal and State levels.

