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GST: A structural reform towards a unified market 

• GST was never just an economic reform, but also a constitutional, political and 

technological one.  

• The GST Council, comprising the states and the Union government, was created and 

dozens of laws, taxes and cesses were merged to create GST. There is now an input tax 

credit mechanism for inter-state trade to finally create a unified, nationwide market.  

The revenue-raising autonomy of individual states 

• The states never had the power to charge service tax and GST gave them that 

• Nonetheless, the revenue-raising autonomy of individual states has been reduced, and 

this may be an emerging political-economic issue given that the five-year compensation 

window is ending, though a decision on its extension has not been made yet. 

GST at Glance: 

• Today there are around 14 million GST-paying entities, about four million of which use 

e-way bills. Almost half of such bills have been for inter-state commerce.  

• Monthly collections have increased from less than ₹1 lakh crore to around ₹1.5 lakh 

crore, with April 2022 recording ₹1.68 lakh crore.  

• Between FY18 and FY22, the compounded annual growth rate in average monthly 

collections has been north of 8% on a net basis despite significant tax cuts and a global 

pandemic.  

• Many state border check posts are now redundant, helping cut notoriously high 

logistical costs as well as reducing corruption.  

• Small and medium businesses have had appropriate threshold limits to balance 

compliance with ease of doing business, though this remains a tricky trade-off given 

that many micro, small, and medium enterprises (MSMEs) were earlier not in the formal 

economy. 

Further reforms needed: 

• While small thoughtful steps such as the refund of accumulated input tax credit to 

exporters are welcome, more cross-netting of input tax credits across states for 

companies is also needed.  

• Further steps, such as automating form completion and reducing filing frequency, 

especially for smaller businesses, are needed to ensure that the erstwhile cash-economy 
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enterprises which are joining the formal economy and paying taxes do not face heavy 

compliance burdens.  

• The formalisation of businesses is being catalysed by a cohesive bouquet of government 

policies, with GST among the principal drivers. Despite its flaws, the new indirect tax 

regime is a huge improvement over the status quo ante.  

• Overall, around nine in 10 Indian chief experience officers, across key sectors, have 

backed GST fully or partially, as per a recent Deloitte survey. 

Credit extension to MSMEs on cash flow-based lending 

• Looking forward, the linking of GST data with the account aggregator ecosystem will 

enable cash flow-based lending for MSMEs in addition to traditional asset-backed 

lending options.  

• Credit extension to India’s 60 million MSMEs has been a longstanding pain point, with 

the gap estimated to be about ₹20 lakh crore. This deprivation of credit has downstream 

second-order effects of reducing job creation and growth potential.  

• The GST data set will bridge a critical information asymmetry for lenders evaluating 

the creditworthiness of MSMEs -- armed with GST data, they will have less need for 

collateral and will be able to offer bespoke lending rates and solutions as per the data 

trail. 

Vision for next 5 years: 

For the next five years, GST will provide the foundation to achieve deeper formalisation 

(helping the government grow the tax net and creating space for structural reforms in direct 

taxes), erase information asymmetries in credit extension (aiding in job creation and 

economic growth) and finally, serve as a model for constructive cooperation between the 

Union government and the states. 

 


