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‘Fouryears later, our worst fears have been confirmed with GST’

After four years of GST implementation neither is there tax buoyancy, nor has the taxation
system been made easier, says Tamil Nadu Finance Minister PT R PALANIVEL THIAGARAJAN in
an interview to Business Standard. The compliance burden is seen to have increased for
smaller companies, whereas on the cost side states have suffered a loss of independence. He
tells Dilasha Seth Tamil Nadu is losing crores in revenue and the weighting of votes in the
Council should be in proportion to the tax collected from a state. Edited excerpts:

You are a new entrant to the four-year-
old GST Council and have attended two
crucial meetings. What are your views
onthe GSTregime and what according
to you needs animmediate change?
There were two types of risks. One was,
can you operationalise such an inher-
ently complex system
because so many states are
giving up their taxation
rights. The second and far
more worrisome at that time
was that India was the most
centralised large nation in the
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gains we expected to achieve. There is
no buoyancy. There is neither a big
boost to revenues nor a move to an easi-
er system of taxation. I think from the
tiniest to mid-level organisations and
even some at the lower end of the large-
scale ones would say that computerisa-
tion and the extensive doc-
umentation and regulatory
requirements for the GST
have made the compliance
process worse in many cases.
On the cost side, we have suf-
fered the loss of independ-

world. It is the least federal
with concentration of powers
in one place. So, four years
later, the question we really
have to ask ourselves is, did we achieve
the gains we were supposed to achieve
and have we suffered the cost that we
were afraid of ? We did not achieve the
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ence we were afraid of. And
on top of that we have seen
worse. We have seen prob-
lems and execution we never
expected to see.

Four years down the line, why do you
think we have not been able to achieve

the kind of tax buoyancy initially
estimated? Do you attribute it to
frequent GST rate reductions or was
the rate structure flawed right in the
beginning? We started with 227 items
inthe 28 per cent slab, and that has
now come down to 28.

That is just one part of the problem.

Like the former Kerala finance minis-
ter has said, the rates are not revenue-
neutral. Now, there are a couple of
ways of looking at this. You can always
make an argument for supply-demand
optimisation. It is possible that a sce-
nario existed where there could have
been an increase in volume because of
ease of doing business by way of
standardisation or digitisation. It is
possible that all those could have led
to higher collection despite you reduc-
ing the rates in a neutral way. But in
this case, I think you’ve got both prob-
lems. The system is certainly not reve-
nue-neutral in its design, and the
execution has been extremely bad.

GST, being a destination tax, has
impacted revenues of large producing
states, which is reflected in the
compensation requirements. How
impacted is Tamil Nadu, which is one
of the industrial states?

Tamil Nadu is a high-production state.
It punches above its weight in produc-
tion. So when the whole notion of GST
came up, it was said GST was going to
change the nature of taxation away

from production to consumption.
Many of the higher-production states
should see a downfall. And many of
the higher-consumption states should
see an increment. Now, at some level
that’s true. But, if you take a state like
Tamil Nadu, that should not be as true
for it is a high per capita high-produc-
tion state. We have 80 million people.
There is lower income inequality in
Tamil Nadu than it is in most places.
Therefore, we are also a very high-con-
sumption state. It is not just high pro-
duction but high per capita incomes
which lead to high per capita con-
sumption. So, multiply that by 80 mil-
lion people and we should be a high-
consumption state also on a relative
basis of course. So when you look at it
from that perspective, you should find
that integrated GST should be flat or at
best marginally lower. That means we
must get back a little less than we pay
out because we produce and send it to
other states, in theory. But if you look
at the gap, the gap is huge -- thousands
of crores of rupees a year. How is it
possible that I am missing thousands
of crores of rupees a year? Yes. So,

these are all the reasons why I think
there’s leakage in the system, and why
buoyancy has not been achieved.

While GST was aimed at strengthening
cooperative federalism, the contrary
seem to have happened. States are
talking about a trust deficit with the
Centre. How do you look at it?

1think the design was bad. There’s a
fundamental problem in the construct
of this ... And it’s the whole “one state
one vote” thing where the system is
basically riddled with conflicts of
interest, particularly in the northeast-
ern states and all that. So, the system
is broken anyway but at the end of it,
there's a whole question of the differ-
ence between a consensus and
unanimity. I raised this in the meeting
the last time. I don’t want to be seen as
confrontational but I just want to
make a few points that the design
itself is utopian. The taxation system
is like shares in a company. When you
go to the annual general meeting, not
everybody gets an equal vote. The vote
in the GST Council should be in pro-
portion to the GST collected.



