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PRESS

4 YEARS OF cotms AND SERVICES TAX

Dancingthe GST in Step

pensation to states for possible losses.

The guarantee of compensationat the

rate of 14% on the base year 2015-16

may have been —as Manish Gupta

and Indira Rajaraman show in their

study, ‘Is the 14% Revenue Guarantee
/

Make aclean siice

to StatesJusﬂﬁed?(Econom‘ic& Thereporthas the states' own tax
Political Weekly, November 28, 2020) revenue datafrom 2004-06 to 2019-20,
— unwarranted. Exceptforeight states that have
Thegua.ranteqresultedin imposi- shown a fall in revenue in 2018-19 when
tion of a compensation cesstoraise  “comparedto2017:18, all major states
_ the funding to finance fulfilmentof -haveanincreasemrevenuecollec-
: the guarantee. So, the design was tions—for instance, Tamil Nadu's
Naj]b 5hah compromised at the very outset,since = increase wasfrom 96,472 crore in
GSTwasestablished tosubsumethe  2017-18 10 %1,10,178 crore in 2018-19,
multiplicity of taxesand cesses,but  Punjab’s from 31,496 crore to 333,078
Withthegoadsandsewmestak(GST) readily agreed toby the statessinceit  crore, ete, The loss, if any, inrespect of
enteringitsfifth year; therehavebeen  addressed their concerns.  thestatesisonly when14% assumed
strident voicesfrom somestatesabout  All indirect taxes are regressive, growth iscalculated, So, all the states
~ itsverystructure and design, about The consumer bears the cost of the d compensation, although late.
thetax beingregressive,andof reve-  tax: What GSTensures is thatthe Buttoblamethe losson GST perse
nue of states gettingimpacted. Inthis  burden isreduced by facilitating would be incorrect.
context, the tumultuous journey of ‘crediton the earlierstagesof the Goingforward, it isessential thatthe
introducing GST ina federal set-up chain, Thisisnottruefor VAT impo-  tax base be expanded. The seductive
like India bearsrepeating. sed by the states, Tamil Nadu, for appealof excluﬂingpetmleumpro
Ithas been along, bumpyride:from  instance, collected VAT revenuefrom  ductsbecause theyyield high revenue
~ the LK Jha Committeerecommenda-  petrol, dieselandaviation turbine isnoargument. Thisreasoning can
tions, through the Raja Chelliah fuel (ATF) of 217,578 crore in2019:20,  then justify the exclusion of allhigh-
Committeereport, then the Vijay which went up to 18,429 crorein yielding commodities. Taxes, both of
Kelkar Committeereport, to the 2020-21. The Centre malseguﬂtyof the Centre and states, constitute
introduction of value-added tax (VAT) imposing centralexcise on petrole- nearly 60% of the cost of petrol. Being
instates in 2005, to the budget an- um products, on which there isno outof GST'sambitadds tocosts.
nouncement of zoo&msetﬁngan credit, but which at least forms part The Centre has imposed multiple
April 2010 deadline, the first dis- of the devolution. cesses, This hurts the states, since
cussion paper of the empowered Thebogey of staterevenueshaving  thesecesses donot getshaved. As the
commifttee of finance ministersin 'beennegatively impacted is incorrect. 15th Finance Commission has pointed
2009ﬁ1atsetﬂ1etem;>1ateofmany Inthisregard, RBI'sannualreporton  out, total cessand surchargeasa
design elements and structureof GST  state finances (bit.1y/3hDPzRK)based percentageof the grossrevenue had
as it standstoday, to the standing on thestudy of state budgets for grown from12.2% in 2016-17t020.2 %
committee onfinancethatexamined  2020-2lmakes interestingreading, in 201920
the constifutional amendment, and, Ashas been suggested, the guaran-
finally, the launch of GST in July 2017. - teeof compensation has lulled states
There were animated discussions into revenue complacency, The combi-
and debates, and near-universal ned tax-to-GDPratio of the Centreand
agreementateverystagethatGST stateshastoincrease from the present
was the way to go forward. The pro- of about17%, Tax administration has
cess involved close cooperation and  tobestrengthened. States will have to
coordination with the statesand, ‘bealiveto the very strong possibility
ne@essarily compromises by all that the Centre may not extend the
concerned. ‘guarantee of compensation beyond
‘Thestates, thereby, gave up their June2022. They must gear up accor-
powers of taxation, as did the Centre, dingly to meet the new reality.
which also gave an unprecedented Having said that GST is too impor-
mmmtmept—guarantaﬂngmm tant a tax reform to be allowed tofail,

itis incumbenton the Centre and the
statesto work closely, ironout diffe-
rences, and make GST work.

The writer isformer chairman, Central
Boardof Indirect Taxes & Customs




