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RAJESH MAHAPATRA

T0 SUCCEED, GST MUST
BE A WIN-WIN FOR ALL

he Goods and Services Tax
(GST) regimeisfinally here,
with amixed bag of optimism
and apprehensions. The rollout
has rekindled hope that India’s
reform programme is regaining
momentum and the broader economy
can only get better from here. On the
other hand, there remain fears of dis-
ruption, rooted in what’s seenas a
hurried transition that might not
serve the interests of a majority of
India’s 1.3 billion consumers.
Whether hope will triumph over
scepticism will be determined by how
well Prime Minister Narendra
Modi’s government fares in making
the GST a “good and simple tax”. The
rationale behind replacing the com-
plex maze of local tax systems across
29 states and seven Union Territories
with a unified tax regime has been
that it will be a win-win for all. Pro-
ducers and sellers will benefit from
transparentrules, fewer tax filings

and less-cumbersome book keeping;
consumers will pay less for goods and
services; and the government will
earnmore inrevenues as leakages
are plugged and the economy grows
faster on the back of better-off pro-
ducers and consumers.

A bold beginning has been made
with the GST rollout at amidnight
mega show in Parliament’s central
hall, but its current form and shape
remains far from makingita “win-
win for all”.

Let’s start with the consumer, who
will now pay tax at a higher rate for
most of the services she consumes. A
majority of daily consumption goods
now attracts a higher or the same tax
rate. A higher tax rate doesn’t neces-
sarily mean the consumer spends
more on the goods and services
bought, as finance minister Arun
Jaitley rightly argued. She could
even spend less, provided the produc-
er is willing to pass on the benefits

THE NEW SYSTEM OF TAXATION
CAN AND WILL EVOLVE AS WE
GO ALONG. ITIS FOR THE
GOVERNMENT TO SEEHOW TO
MAKE AMENDS, AND MAKE
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from lower input costs and improved
productivity. But our past experience
suggests, fewer producers actually
do that. And when they do, they rare-
ly pass on the benefits in cost reduc-
tion fully to the consumer.

Moreover, the GST implementa-
tion comes with a cost of compliance.
Intoday’s context, it appears to be
high and prohibitive for most small
scale producers and traders, which is
why they are protesting. They will be
forced to price their goods even high-
er, let alone extract any benefit from
the new system or pass it on to con-
sumers. Thatis alsothe reason why
large-scale manufacturers and retail-
ers arenot complaining. They stand
to benefit - because, given their scale
the cost compliance is more than off-
set by productivity gains. Also, they
get an edge in all such segments of the
market where they are competing
with small and medium-sized enter-
prises.

There were expectations that the
GST would not only mean lower tax
rates, but also fewer tax slabs. All

such countries where the GST has
helped reform the economy, there are
either two or three rates —one mean
rate, alower rate for essential (merit)
goods and a higher rate for luxury
(demerit) goods. We still have five
slabs, within which there could be as
many as threerates—acentral rate, a
staterate and anintegrated rate.
Over and above these, thereis a cess
levied. The fear of revenue loss has
kept the government from making on
lower or fewer rates. Had the econo-
my been doing well, the story would
have been different.

That said, the new system can and
will evolve as we go along. It is for the
government to see how to make
amends, and make them fast.

On priority, the government needs
to address capability building among
the lesser-endowed stakeholders,
such as small scale producers and
retailers. The finance minister must
find ways tolower the cost of compli-
ance. He must keep in mind lessons
learnt from demonetisation and not
let his ministry officials resort to
ad-hocism while makingrules. The
GST council will have to meet more
frequently toreview rules and rates
sothat India’s taxation system comes
on par with those in the developed
world.

And mostimportantly, carry the
Opposition and the states along.
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