A nudge to business

GST 2.0 is part of Centre’s vision of a streamlined tax framework. It is designed for
long-term revenue growth rather than short-term collection maximisation
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EIGHT YEARSAFTER its launch, India’s Goods
and Services Tax (GST) is underaning its most
sgnificant transformation, GST 2.0 pricdtises
long-term structural reform over immediate
revenue maximisation As the government
prepares to implement these changes, the
realisse En't whetherrevenues will dipini-
tially, bt how these changes will beexeouted
to unleash the full potential of a simplified,
business-friend by tax system that can power
the next phase of India's economic growth,

At its core, GST 2.0 aims to reduce the
complexity that has plagued ndia’s tax sys-
tem since independence, The reform’s cen-
trepiece hes in collapsing the current four-
slabconsumer goods structure[ 5 percent, 12
percent, 18 percent, 28 percent) infoamone
streamnlined rate slab of 5 per cent and 18 per
cent. Special rates of (.25 per cent and 3 per
cent remain witha new special rate of 40 per
cent for a select feww items,

The numbers tell a compelling gory. Out
o506 goods listed inthe GST Council's recom-
mendations, a remarkable 90 per cent of cat-
egories have seen rate reductions. Only 52
items see an increase, while most goods tran-
sition sensi by frmmthe now-diminated 12 per
cent bracket to5 percent. Meamvhile, 52items
have been granted complete tax exemptions,
agnalling the government's commmitment o
making essential goods mareaffordable,

Thenew 40 per cent rate for select huxury
and sin goods, replacing the previous 28 per
cent plus cess structure, brings mathemati-
cal clarity while maintaining the principle
that luxury consumption should bear a
higher tax burden. Removing the compensa-
tioncess oncoal, ignite, and peat, even as tax
rates rise from5 percent to 18 per centwould
boost the bottom line of struggling power dis-
tribution companies, while luxury items
graduating to the 40 per cent bracket rein-
forces progressive taxation principles,

Analysts fixating on the immediate rev-
emue impactare missing the forest for the trees.
Yes, GST collections are projected to drop from
Rs 20.2 lakh crore to Rs 19.7 lakh crore in the
short term, an Rs 48 000core redhuction based
onFY24 datathataligns with government es-
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tmates. We estimate the effective rate tode-
creasemarginally from 11.64 per cent to 11.43
percent i the sho ten. But this temporany
revenue sacrifice follows classic economic
logic, embodied in the “Laffer curve”™; Lower
rates can eventually generate higher collec-
tions through expanded compliance and eco-
namic activity, Higher revenue collection
willd depend ontwocritical Baors: Whether
businesses actually pass the tax changes on o
consumers, and how sensitive consumer de-
muand is o price changes. Research shows that
key products moving to the new 40 per cent
tax bracket, induding soft drinks and tobacm,
forexample, have relatively inelasticdemand.
meani ng consumers don'tdramatically med uce
purchases even when prices rise,

Beyond these demand-side considera-
tions, the reform addresses 3 more funda-
miental issue: India's persistent tax gap. We
estimate that the difference between actual
and potential collections has kept the coun-
try's tax effort hovering around 70 per cent
forover a decade. This represents enormous
untapped potential. GST 2.0 directly ad-
dresses this challenge by reducing the com-
pliance burden and enhancmgvoluntary par-
ticipation in the formal economy.

Markets, however, often focus on the
short term, and expectations of higher fiscal
deficts due to lower revenues [ combined
with higher expenditures to support ex-
porters affected by potential trade disrup-
tions) have triggered negativeimimediate re-
actions, We expect this to stabilise,
particularly given India’s recent sovereign
credit rating upgrade and the government's
steadBrat commitrent tofiscal consolidation.

Despite rate rationalisation capturing
headlines, GST 2.0z institutional reforms de-
serve equal attention The operationalisation
of the Goods and Services Tax Appellate
Tribunal { GSTAT) will finally provide busi-
nesses with a dedicated forum for appeals,
endingyears of procedural uncertainty, While
the streamlined slab structureand higher sin
taxes maytrigeer mare classification disputes
and burden bisineses even more with un-
used input tax credits from inverted duty
structures, the GSTCouncil'scommitment to
faster refunds offers crucial relief by improy-
ing cash flows for affectad companies.

Small exporters, long disadvantaged by
cumbersome refund processes, will benefit
from the removal of theeshold Limits on low-
value export consignments. The amendment
Alowing Indian ntermedianes to claim ex-
port benefits when supplies shift to foreign
client bocations removes asignificant barrier
to international trade competitiveness.

Perhaps most significantly. thevoluntary
simplified registration scheme for low-risk
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The reform bets that
simplification, reduced
compliance costs, and
enhanced voluntary
participation will eventually
generate more revenue than
the current complex system.
Ultimately, the success of GST
20 will equally depend on
taxpayers embracing higher
voluntary compliance.

https://epaper. indianexpress.com/c/TE118257

businesses with monthly output tax Eability
under Bs 2.5 lakh acknowledges that one-
size-fits-all compliance creates dispropor-
tionate burdens for smaller enterprises. This
targeted relief could bring thousandsof mar-
ginal businesses into the formal tax net.

GST 20 camiesseveral other strategic ben-
efits. By rasing tax rates on goods and services
typically mmsumed by younger demnograph-
ics (ultra-processed food, social media, and
online gaming, what the Chief Ecomomic
Advisor referred to as the “deadly troika™),
G5T aims to better harness India’s demo-
graphic dividend. Similarly, deterrent rates
ontobacco and aerated drinks serve public
health ohjectives while generating revenue
from products with inelastic demand.

The September 22 operational date might
seen like a minor administrative detail, but
success ful implementation will require
meticulous coordination across the entire
value chain. Previous G5T transitions worlkd -
wide have shown thatevensmall ghitchescan
cascade into major business disruptions.,
Malaysiasexpenence illustrates thiscleady:
It rolked out GST in 2015 but abolished itin
2018 as busineses struggled to adjust their
systerns and processes.

The government’s challenge is ensuring
that the benefits of simplification aren't un-
dermined by implementation hiccups. This
would require robust training for tax officials
{including at the state-level ), clear comimu-
nication tobusinesses, and quick resolution of
technical issues that inevitably arise during
such systernic changes.

Al inall C5T 20embodies Prime Minister
Marendra Modi's vision of a streambined tax
framework designed for long-term revenue
growth rather than short-term collection
maximisation, The reform bets that simplifi-
cation, reduced compliance costs, and en-
hanced voluntary participation will eventu-
ally generate more revenue than the current
complex systemn, Ukimately, the success of
GST20willequal by depend ont axpayers em-
bracing higher voluntary compliance,

Thizsiseconomic logicbacked by interna-
tional experience. Studies by the OECD and
IMF show that countries that successfully
simplifi their tax systems typically see initial
revenuedrops, followed by sustained growth
ascompliance improves and economic activ-
ity expands. India’s GST 2.0 represents not just
tan reform, but a strategic investment in the
country's economic future,
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