
GST, or Goods and Services
Tax, an institutional tax in-
novation intensively mar-

keted in many countries by the In-
ternational Monetary Fund and
the World Bank, was wrapped in a
“one nation one tax” package, and
was accepted by India on the mid-
night of July 1, 2017. Despite the al-
leged haste in its launching by the
central government, there were
adaptations to make it to suit the
Indian context. 

Hailed as a landmark reform in
India’s tax history, it was expected
to improve tax-GDP ratio, end tax
cascading, enhance effi�ciency,
competitiveness, growth, and en-
sure lower prices. It was also pro-
jected as a watershed in India’s fi�s-
cal federalism. While the States
have forgone a substantial part of
their own tax revenue, they were
in turn guaranteed a GST compen-
sation assuring 14% growth in their
GST revenue during the initial fi�ve
years. Many exemptions, along
with diff�erent tax rates, as against
the single rate in many countries,
have been accommodated to pro-
tect the interests of diff�erent stake-
holders. 

Unresolved issues
Even after 50 months in existence,
a number of relevant issues, both
for policy and action, remain un-
resolved. A recently held interna-
tional seminar on GST, organised
by the Gulati Institute of Finance
and Taxation that brought togeth-
er experts from India and select
countries (Malaysia, New Zealand,
Australia, South Africa, Brazil,

Mexico and Canada), was the ve-
nue for a sui generis policy debate
focusing on India’s GST expe-
rience. We, as participant obser-
vers, cherry-pick some of the ob-
servations that were made for
refl�ection by policymakers and the
wider public.

The base and pillars
India’s GST architecture is built on
the fi�rm foundations of a GST
Council and the GST Network
(GSTN). The fi�rst is the key deci-
sion-making body, chaired by the
Union Finance Minister with a Mi-
nister of State in charge of Finance
and the Finance Ministers of States
as members. This is envisaged as a
due federal process to protect the
interests of the States. GSTN gen-
erates high frequency data and
subjects them to analytics for in-
formed policy making. Built on
this foundation, India’s GST para-
digm stands on two key pillars: re-
venue neutrality and GST com-
pensation for the States. Designed
on the principle of destination-
based consumption taxation, with
seamless provision for input tax
credit with CGST levied by the
Centre, SGST by the States, UTGST
by the Union Territories, and IGST
levied on inter-State supply includ-
ing imports, GST is applicable to
all goods and services except alco-
hol for human consumption and
fi�ve specifi�ed petroleum products
with a common threshold exemp-
tion applicable to both CGST and
SGST. 

The assured revenue neutrality
remains a mirage and many States
have experienced a declining tax-
GDP ratio. Studies show that in the
case of major 18 States, the ratio of
own tax revenue to GDP has de-
clined. While the share of the
Centre in total GST increased by
6%, that of States put together
lagged behind with only a 4.5% in-
crease. Stark diff�erences between

the Revenue Neutral Rates (RNR)
for the producing States and con-
sumption State have been ob-
served. States producing exempt-
ed food grains also lost out.

Since the rates were lower un-
der GST vis-à-vis the VAT regime,
revenue neutrality was not ad-
hered ab initio. The problems
were compounded with massive
evasion following the dismantling
of check posts, and later on fake
invoices, that grew by leaps and
bounds. Exemptions and subven-
tions complicated and worsened
the situation. The South African
experience illustrates how zero
rating and large exemptions have
defeated revenue goals. In Mexico,
although the country relied more
on income tax, with a standard
rate of 16% they could raise over
4% of GDP from GST. 

Reviewing 30 years of the Cana-
dian experience with GST, it is
shown that GST could be im-
proved by limiting zero rating, tax-
exemptions and harmonising tax
rates. The Brazilian experience in-
dicates that transfers through so-
cial security or subsides tend to be
more progressive than subven-
tions or exemptions because re-
duced rates or zero rating do not
usually get passed on to target
groups or industries as happening
in India. The resilience of the eco-
nomy at the time of rolling out of

GST is critical for its wider recep-
tion as the Australian experience
shows. However, India was in the
reverse gear given the downturn
following demonetisation. 

GST in India was possible only
because the States surrendered
much of their constitutionally in-
herited indirect taxes. While the
States collectively forewent 51.8%
of their total tax revenue, the
Centre surrendered only 28.8%.
Yet, GST is shared equally bet-
ween the Centre and States des-
pite two expert committees re-
commended for a higher share for
the States. Given the revenue neu-
trality failure and the host of other
issues, many of the States are left
with no option except to depend
on GST compensation. While com-
pensation legitimately has to coex-
ist with GST, even the constitution-
ally guaranteed compensation for
fi�ve years has not been implement-
ed in letter and spirit, forcing the
States to beg for their entitlement.
This is not conducive to sustaina-
ble co-operative federalism. 

IGST woes, other points
Although IGST is a key source of
revenue for many of the States, the
clearing house mechanism and
the process therein remains terra
incognita. It was pointed out that
GST is discriminatory to manufac-
turing States, indicating the need
for a revenue sharing formula that
duly incentivises exporting States
by sharing IGST revenue among
three parties instead of two. The
Malaysian experience demon-
strates the need for swift and tran-
sparent functioning of the input
tax credit system through a fl�aw-
less IT infrastructure. Malaysia
ended up abandoning GST owing
to these woes. We operate in an al-
most information vacuum espe-
cially with respect to IGST along
with several glitches in the digital
architecture. GSTN is now in the

doldrums. It neither makes eff�ec-
tive use of the massive and inva-
luable data being generated nor
shares them to enable others to
make use of them. Such practice in
“data monopoly” was a fact of his-
tory in India’s statistical system
and has to go sooner rather than
later.

Australia, having several simi-
larities with India, in terms of
Centre and the subnational units,
and destination-based, multi-stage
tax with input credit provisions,
has not been revenue-buoyant.
The GST revenue of Australia has
fallen relative to GDP from 3.85%
in 2003-04 to 3.28% in 2018-19. It is
a matter for consideration wheth-
er such adventures such as widen-
ing exemptions and the replacing
of income-tax by GST in the case of
small and medium enterprises are
advisable measures in the Indian
context. 

GST should be seen purely from
a revenue point of view and as a
fi�scal policy tool for effi�ciency,
competitiveness and growth. Even
by this standard, India’s GST is still
on a rocky road, with several of
the assumptions falling fl�at while
expectations stand belied. Neither
the States nor the consumers seem
to have benefi�ted since the rate re-
ductions are not translated into
prices due to profi�teering and cas-
cading. Despite many years of ef-
forts in evolving an Indianised GST
system and over 50 months of ad-
justments with over a thousand
notifi�cations, with accompanying
uncertainties in the fi�rst year and
the novel coronavirus pandemic
and the lockdown still in the sad-
dle, GST continues to be an unfi�n-
ished agenda. But how far and
how long?
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