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THE GOODS AND Services Tax (GST) is
not an exotic animal. It is in force in fed-
eral and unitary nation-states. There are
different models, but the basic principle
isthe same: thatatax paid at one stagein
the chain of supply must be set off
against the tax payable at the next stage.
There should be no tax on tax.
MODVAT, and then CENVAT (central
VAT), was introduced to mitigate the
impact of excise duty and service tax. It
worked well. States were persuaded,
through considerable effort,toadopt VAT
(Value Added Tax) to replace Sales Tax.
CENVAT by the Central government and
VAT by state governments operated inde-
pendentlywithin theirown jurisdictions.
However,there were unresolved issues in
inter-state sales and inter-state services.
Therewere alsoissueswhen,in the chain
of supply, a 'service'was rendered at one
stage and a 'sale' was done at another
stage. The answer was the GST, that
would apply to all sales and all services.

Atask accomplished

Bringing the Central governmentand
state governments on the same pagewas
a Herculean task. Among the matters
thathad tobe honoured were:

atthehallmarkofa sovereign was
the power to levy taxes;

&at the Indian Constitution was
federal in nature and the power to tax
was divided between the Centre

and states;

&at states were required to give up
their exclusive power to tax sale of goods,
which was their principal source of rev-
enue;

hat the distinction between big
states and small states was irrelevant;

&at the states' fear that they will
sufferloss of revenue had to be dispelled
through assurances of compensation
and gn enforceable mechanism therefor;

‘at shared sovereignty can be prac-
tised based only on mutual trust and

respect; and

}a'xat while arule onvotingwas nec-
essary, the more important unwritten
rule would be that all decisions must be
taken on the basis of consensus and not
along partylines.

Mr Yashwant Sinha, the late Pranab
Mukherjee and I made every effort to
adhere to the principles above. So did the
late ArunJaitley,although heslipped upon
the initial tax rates. The meetings of the
finance ministers'group that prepared for
the GST and meetings of the GST Council,
aslongasArunJaitleywasin the chair,were
smooth and non-confrontationaland took
the GST process forward — haltingly, but
nevertheless forward.

The breakdown

Enter Ms Nirmala Sitharaman.Atevery
successive meeting of the Council there
hasbeen onlymore conflict,confrontation
and,now,almostacompletebreakdown of
mutual trust and respect.

The Constitutional provisionsare clear.
Article 246A empowers both Parliament
and, except in the case of inter-state trade
or commerce, the state Legislature to levy
the GST.Oninter-state transactions,Article
269A stipulates that the GST "shall be
levied by the Government of India and
such taxshallbe apportioned between the
Unionandstateson therecommendations
of the Goods and Services Tax Council".
Article 279A completes the circle by creat-
ing a GST Council, appointing the Union
Finance Minister as the Chairperson,
requiring the election of a Vice Chairper-
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Will we write an
elegy tor GST?
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son, mandating the Council to make rec-
ommendations on every matterrelatingto
the GST including the taxes, cesses and
surcharges to be levied, authorising the
establishment of a Dispute Resolution
Mechanism,and providing fora system of
weighted votes under which, it was
believed, the Centre will not be able to ride
roughshod over states.

Every key feature of the GST Council
hasbroken down.NoVice Chairperson has
been chosen since its inception in 2016.
The GST Council did not meet for six
months between October 2020 and April
2021.1thasbeenstealthily (and effectively)
sidelined by constitutinga GSTImplemen-
tation Committee of officers who
make "recommendations” that are made
into Rules by the Central government,
by-passing the GST Council and the state
Legislatures!

Weaponising GST

Ahead of the 43rd meeting of the GST
Council, Mr Manpreet Badal (FM, Punjab)
flagged the above issues and emphasised
twourgent matters: reduction of GSTrates
toaid Covid treatment and management,
and excessive delegation tothe GSTImple-
mentation Committee.Afterthe meeting,
the Union Finance Minister constituted a
committee of eight ministers to review
Covid-related GST rates and, pointedly,
excluded the three Congress-ruled states
and other states that had forcefullyargued
forareduction of rates!

Accordingtoaletterdated June4,2021,
from Dr Amit Mitra (FM, West Bengal) to
Ms Sitharaman, the GST compensation
dues to states up to January 2021 were
63,000 crore. Punjab, Rajasthan and
Chhattisgarh have claimed that theirdues,
uptoJunel,areX7,393 crore,34,635 crore

and ¥3,069 crore respectively. Yet,ina TV
interview on June 15, Ms Sitharaman
angrily refuted the interviewer and said
"What dues,I have cleared the GST dues of
all states"!

Mr Modi's government has
weaponised the GST to browbeat states.
The GST Council has been reduced to a
talking shop. Effective legislative power
has been usurped by the GST Implemen-
tation Committee and the Central govern-
ment. GST dues and compensation are
withheld or delayed, reducing states to
"beg"the Central government for funds.

Heaven forbid, but the Modi govern-
ment may be paving the way to write an
elegyforthe GST.
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