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GST: Centre to borrow for States 

GS II: Functions and 

Responsibilities of the Union 

and the States, Issues and 

Challenges Pertaining to the 

Federal Structure, 

Devolution of Powers and 

Finances up to Local Levels 

and Challenges Therein. 
  

News: In a sharp retraction of 

its earlier position, the Finance 

Ministry Thursday said the 

Centre would borrow from the 

market to pay the GST compensation shortfall of Rs 1.1 lakh crore to states, and 

then act as an intermediary to arrange back-to-back loans to state governments. 

This arrangement will not reflect in the fiscal deficit of the Centre and will appear 

as capital receipts for state governments. 
 

What are these back to back loans? 

The back-to-back loan arrangement would be similar to the way funding from 

multilateral institutions such as the World Bank and Asian Development Bank is 

routed to states, where the Centre borrows and then lends to states. So instead of 

states taking small loans, one big loan will be taken by the Centre and distributed 

to states on the exact same terms. Whatever interest rate the Centre borrows on, 

the same rate will be passed on to the states. 
 

What is the estimated magnitude of the GST shortfall for this fiscal? 

The total GST revenue shortfall for the current financial year was estimated to be 

Rs 3 lakh crore, of which compensation cess collection was estimated to be Rs 

65,000 crore, leaving a compensation deficit of Rs 2.35 lakh crore. Of this Rs 

2.35 lakh crore, Rs 1.1 lakh crore shortfall has been estimated on account of GST 

implementation, while the rest of the amount is being estimated as the impact of 

the COVID-19 pandemic. 
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Why is the Centre required to compensate states for GST? 

With GST implementation in 2017, the principle of indirect taxation for many 

goods and services changed from origin-based to destination-based.  This means 

that the ability to tax goods and services and raise revenue shifted from origin 

states (where the good or service is produced) to destination states (where it is 

consumed).  This change posed a risk of revenue uncertainty for some 

states.  This concern of states was addressed through constitutional amendments, 

requiring Parliament to make a law to provide for compensation to states for five 

years to avoid any revenue loss due to GST. 
 

For this purpose, 

the GST 

(Compensation 

to States) Act 

was enacted in 

2017 on the 

recommendation 

of the GST 

Council. The Act 

guarantees all 

states an annual 

growth rate of 14 

per cent in their 

GST revenue 

during the period 

July 2017-June 2022.  If a state’s GST revenue grows slower than 14 per cent, 

such ‘loss of revenue’ will be taken care of by the Centre by providing GST 

compensation grants to the state. To provide these grants, the Centre levies a GST 

compensation cess on certain luxury and sin goods such as cigarettes and tobacco 

products, pan masala, caffeinated beverages, coal, and certain passenger vehicles. 

The Act requires the Centre to credit this cess revenue into a separate 

Compensation Fund and all compensation grants to states are required to be paid 

out of the money available in this Fund. 
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Dealing with a deluge 

GS III: Disaster and Disaster Management. 

News: A deep monsoon depression over 

the west-central Bay of Bengal resulted 

in downpours over several districts in the 

State, severely affecting the city of 

Hyderabad as well.  

Enormity of Downpour 

On October 13, the monthly average 

rainfall of Hyderabad for October (103.6 

mm according to Skymet) was surpassed 

on a single day when 192 mm of rain fell. According to the India Meteorological 

Department, this is the highest rainfall for October recorded in Telangana’s 

capital since 1903. Such a high-intensity downpour in a short span is bound to 

affect a densely populated urban area, and Hyderabad was no exception.  

Disaster followed 

1. At least 24 people were killed and several localities submerged and isolated 

following incessant rains and the overflowing of the city’s lakes. 

2. Roads damaged and irrigation tanks breached.  

3. This is rare and a rain-related disaster event that is difficult to plan for. 

4. Floods and deluges, like any other disaster, disproportionately affect the poor.  

5. The extent of the damage and the turmoil shows a lack of preparation and 

disaster mitigation, a problem that plagues most urban centres in the country. 

Reasons 

1. Much of the damage was due to the overflowing of lakes — in particular, the 

Hussain Sagar Lake in the middle of the city and the breaching of stormwater 

drains.  

2. Construction over lake beds and encroachments of drainage channels have 

been identified as problems that have exacerbated flooding and inundation in 

the city in the past (the deluge in August 2000, for example).  
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3. Little has been done to unblock existing storm drains over the last decade and 

it has not been enough to handle the requirements of the city, which still 

depends upon an antiquated sewerage and drainage system.  

4. Hyderabad (or any other city like Mumbai/Chennai) urgently needs to expand 

and remodel its drainage system. Besides lakes and canals, wetlands and 

watersheds play a vital role in absorbing excess rainfall, but regrettably, rapid 

urbanisation in the twin cities has resulted in the loss of a large portion of the 

wetlands.  

5. An analysis by the Centre for Science and Environment in 2016 revealed that 

3,245 hectares of water bodies were lost in Hyderabad between 1989 and 

2001.  

Role of Climate Change 

1. Climate change is leading to extreme rainfall events.  

2. In 2015, Chennai received 1,049 mm (41.3 in) of rainfall in November, the 

highest recorded since November 1918 when 1,088 mm (42.8 in) in of rainfall 

was recorded. 

3. On October 13, the monthly average rainfall of Hyderabad for October (103.6 

mm according to Skymet) was surpassed on a single day when 192 mm of rain 

fell. 

4. Instead of distributed rainfall throughout the season, we are seeing rainfall 

concentrated in a single month and sometimes even within a single day huge 

rainfall is witnessed submerging mega metropolis like Mumbai, Chennai or 

more recently Hyderabad. 

Way Forward 

1. In the long term, the effects of flooding due to deluges can only be mitigated 

if urban planners take into account the hydro-geology of cities and ensure that 

construction, development and land occupation do not take place in a way that 

reduces the area of wetlands. 
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U.S. warship in Taiwan Strait 

Prelims: World geography 

location of Strait, Nine-Dash 

line, Disputed territories in 

South China sea  

GSII: Effect of Policies and Politics 

of Developed and Developing 

Countries on India’s interests (The 

issue’s link up with QUAD which 

aims at free and open the Pacific 

Ocean) 

News: A U.S. warship sailed through the Taiwan Strait in what the American 

military described as a “routine” passage on Wednesday but enraging China, 

which claims sovereignty over the island and surrounding seas. The guided-

missile destroyer USS Barry passed through the Strait on October 14, according 

to a statement by the U.S. Pacific Fleet. 

Tension in ties 

1. Issues including trade and Hong Kong  

2. The self-ruled island of Taiwan a long-running source of tension 

US stand 

The ship’s transit through the Taiwan Strait demonstrates the U.S. commitment 

to a free and open Indo-Pacific. 

Beijing’s take 

It views the passage of foreign vessels through the Strait as a violation of its 

sovereignty. 

Key terms to Know 

1. One Country Two Systems 

2. One China Policy 

3. The Taiwan Defense Act and The Taiwan Relations Act of USA 
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Exports grow 6%, snap six-month-long slide 

GSIII: Indian Economy and 

issues relating to Planning, 

Mobilization of Resources, 

Growth, Development and 

Employment. 

News: After contracting for six straight 

months, India’s exports rose 5.99% to 

$27.58 billion in September on account of 

growth in shipments of drugs and 

pharmaceuticals and ready-made garments, as per the government data. 

Drivers of export revival 

The outbound shipments stood at $27.58 billion in September against $26.02 

billion in the year-ago month. Major export commodities that grew in September 

2020 include iron ore, ready-made garments, rice, and drugs and pharmaceuticals. 

Since March, outbound shipments had been contracting due to the pandemic and 

the resultant fall in global demand. 

Implications 

Twenty-two of the 30 major products saw growth in exports. The reasonably 

broad-based pick-up in merchandise exports in September has come as a relief, 

and signals on its sustainability are anxiously awaited in the light of the second 

wave of Covid-19 infections being experienced in many trading partners. 

The recovery in the export sector in September could only be considered 

sustainable if there is also pick up in imports of non-oil, non-gold items. These 

items reflect domestic demand. 

Import situation and trade deficit 

On the other hand, imports declined 19.6 per cent at $30.31 billion in the month, 

against $37.69 billion in the year-ago period. Falling prices of crude and products 

(35.88 per cent fall) played an important role in this. As such, the trade deficit 

declined 76.66 per cent to $2.72 billion from $11.67 billion in the year-ago 

period. 


