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The GST puzle
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The sharp rise in GST collection in March could be a false
indicator if further rate reforms are delayed

collected in March 2021 has triggered a wave

of celebrations within the government and
even among the analyst community. This is not
entirely unexpected. At %1.24 trillion in the last
month of 2020-21, it is the highest monthly collec-
tion since the launch of GST in July 2017. What’s
more, the collection in March meant that for the
sixth month running, in a pandemic year, the gov-
ernment has managed to get more than 31 trillion
in its GST Kkitty.

Does it then mean that the GST numbers reflect
the economic recovery that was keenly awaited?
Does it also mean that the many glitches in the
GST collection system have been
removed, giving rise to a general
revenue buoyancy? And finally,
should this embolden the govern-
ment, in the Centre and states, to go
for further rationalisation of tax rates
and inclusion of petrol and diesel
under GST? Any attempt to answer
these questions will require a deeper
understanding and analysis of the
GST collection numbers.

First, it is important to recognise
that the March collection numbers
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have ideally awaited the numbers that will be out
in May. But, with the resurgence of Covid-19 infec-
tions and the consequent restrictions being
imposed on economic activities, even such a judge-
ment has to wait for a few more months.

GST collection in March 2021 also needs to be
placed in the context of a slightly longer timeframe.
GST revenue of ¥1.24 trillion in March 2021 repre-
sents a 27 per cent increase over the collection in
March 2020. And if you compare the March 2021
collection with that in March 2019, the growth in
revenue comes to a lower figure of 16 per cent.

The puzzle begins here. Remember that the
pace of economic activity had begun to be
adversely affected only from the
third week of March 2020 in view of
the Covid-19 outbreak. Since the
March 2020 collection was based on
transactions in the previous month,
which was relatively free from any
adverse impact of the pandemic, it
would be reasonable to assume that
they reflected a general slowdown,
yet to be impacted by Covid-19.

So, the March 2021 growth in GST
collection looks quite impressive. In
any case, a growth rate of 16 to 27 per
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took place in March. In the GST sys-
tem, taxes are usually paid about a month after the
transactions, based on the filing of returns and
adjustment of refunds. It is, therefore, reasonable
to assume that the buoyancy in tax revenue in
March 2021 is based on the transactions that took
place in February. This is not the usual bump in
revenue collection that is witnessed in the last
month of a financial year.

Any judgement on whether the March numbers
reflect sustainable growth in GST collection should

cent should cheer anybody under

any circumstances. And yet, there is
no certainty that this growth momen-
tum can be maintained in April 2021 or in the suc-
ceeding months, thanks to the resurgence of the
Covid-19 cases.

A close look at the monthly GST collection in
2020-21,2019-20 and 2018-19 is also instructive. Even
though GST collection in 2019-20 should not have
been adversely affected by Covid-19, the overall reve-
nue showed signs of an economic slowdown. For
the entire year of 2019-20, the total GST collection
grew by less than 4 per cent over 2018-19. On a

TURNING A CORNER?

% Change in monthly GST collection in 2020-21

Over2018-19 Over2019-20

April -68.90 =175
May -33.89 -38.03
June -4.91 -9.03
July -9.39 -14.36
August -7.99 -1.97
September 1.10 3.88
October 4.1 10.25
November 7.50 1.42
December 21.59 1.62
January 16.95 8.17
February 16.35 7.39
March 16.26 26.95
Total -3.45 -6.98

Source: Govt. All figures in per cent

month-on-month basis also, the growth rate in
2019-20 over the previous year reached double dig-
its only once during the whole year and saw a con-
traction in as many as three months.

Itis reasonable to conclude that GST collection
growth in 2019-20 was tepid not because of Covid-
19, but because of the economic slowdown and the
disastrous decision taken in December 2018 to
introduce rate cuts on a large number of items with-
out any corresponding increase to protect the reve-
nue neutral rate. It was more than a double
whammy. GST collection suffered in 2019-20 on
account of reduced rates and an economic slow-
down. In addition, there were many glitches in the
collection procedures.

The pressure on revenue collection increased
with the Covid-19 outbreak and the first five
months of 2020-21 bore the brunt of not just the
pandemic-induced lockdown, but also of the
reduced rates and the glitches in the revenue col-
lection procedures. Indeed, GST revenue
contracted in each of the months from April to
August (See table).

Growth returned from September onwards.
Initially, it was patchy, but it got better from
December. This growth was an outcome of two fac-
tors: A gradual increase in the pace of economic
activity and a distinct improvement in tax admin-
istration. There was closer monitoring of fake bil-
ling. The tax authorities began using data from
multiple sources, including GST, income-tax and
Customs to track transactions to prevent evasion.
The technology backbone for collecting GST was
also strengthened.

So, what does the future trend of GST collections
look like? The improvements in tax administration
will continue to yield benefits for the GST collec-
tion system in the coming months. But the resur-
gence of Covid-19 cases can be a spoiler. The key
question is whether the Union and state govern-
ments agree to undoing the wrong that was perpe-
trated in December 2018. If they can examine the
question of rationalising the rates to neutralise the
ill-effects of the decisions taken at the 31st meeting
of the GST Council, achieving sustainable growth
in GST revenue in 2021-22 could be a possibility,
provided the adverse impact of Covid-19 on eco-
nomic activity can be contained.



