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GST AND THE COMPLEXITY OF POLITICAL NEGOTIATIONS 
With the Centre’s actions in the COVID-19 phase affecting the federal architecture, 

the danger lies in States following suit 
 Over the last couple of months, the Centre and States have not been on the same page over issues 

connected with the Goods and Services Tax (GST). As a result, Centre-State relations have plumbed the depths. 

This tussle, between the Centre and the States is, however, not uncommon and all federations witness 

bargaining in some form or other. A diversity of interests is the badge of federalism, and there will be constant 

negotiation and renegotiation. It is this tension that keeps a federation ticking. 

 Called one of the most significant fiscal reforms since Independence, the GST replaced numerous 

central and State taxes with a one single destination-based tax. The Constitutional Amendment overhauled 

Centre-State relations, with States giving up almost all their powers to tax. In exchange for this bargain, the 

Centre assured them full compensation, for five years, for all losses arising due to the transition to the GST. A 

GST Council, made up of the Central and State Finance Ministers, was established and empowered to make 

recommendations about various issues related to the GST. 

 

Under strain 

 This grand federal bargain was severely tested this year following the general economic slowdown and 

the COVID-19 pandemic induced disruption. Tax collections plummeted which in turn have led to a massive 

revenue shortfall. In turn, this has also reduced the available resources in the compensation fund. With the 

GST in place, the Centre held the whip hand and with limited abilities to raise revenues. The States in turn 

were left staring at a bad deal. The crisis and the unequal relationship created an incentive for the Centre to 

blur the lines. The Centre it appeared was no longer committed to the agreement and wanted to overturn 

parts of the deal that were “unfavourable” to it, creating an immense strain on the fragile consensus. 

 

The GST Council strategy 

 The Centre was averse to providing succour, and when it did, it came with strings attached. For 

instance, in May 2020, it linked the increase in the fiscal deficit of States from 2% to 3% to reforms in four 

areas including universalisation of a ‘One Nation-One Ration Card’, electricity distribution, ease of doing 

business, and urban local body revenues. Similarly, on compensation, the initial noises were that it was not 

obligated to make good the compensation losses. Most States preferred that the Centre should borrow the 

entire shortfall and then lend it to States, while the Centre wanted the States to borrow the money directly. 

The GST Council meetings during this period did not help reduce the trust deficit and break the deadlock but 

only added fuel to the fire. States had no clue of what the Centre was thinking as there were no statements of 

intent at the Council meetings. For example, the Finance Minister of Kerala complained that decisions were 

not being made in the Council but announced subsequently in press meetings. 

 The disinclination to use the Council was deliberate and intended to prevent “unionised bargaining” by 

the States. At the same time, by working outside the Council, the Centre was able to exploit asymmetries and 

divisions between States. In August 2020, States were offered two options to borrow money to meet the 

shortfall. When a sufficient number of States accepted one of them, the Centre argued that this was the 

favoured solution. The States, especially those ruled by the Opposition parties, were reluctant to accept this 

offer and stuck to their preferred position until the Centre finally relented in October. The friction not only 

shook the foundations of the GST, with at least one State threatening to go to court over the issue, but also 

exposed the hollowness of the Centre’s hype around cooperative federalism. 

 The puzzle is why the States agreed to move authority in determining Budget spending (Fiscal 

Responsibility and Budget Management Act earlier) and setting tax rates (value-added tax, or VAT, first and 

GST now) and in the process shrink their discretionary space to manage their financial affairs. The shift is 

counter-intuitive, especially since we expect States to protect their autonomy vigorously, and in fact attempt 

to enlarge their scope. Economic and fiscal federalism scholarship offers us reasonably sound economic and 

normative reasons for this shift, which include efficiency, equity, stabilisation, economic growth, and balanced 
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development, among others. However, this logic does not make political sense and does not help understand 

the current new low in the relations between the Centre and States. 

 

Political linkages matter 

 I argue that the nature of the party system and party linkages matters in Centre-State relations. In the 

period of Congress dominance, States had few issues when economic management was centralised in the 

name of development. Their concerns and grievances, if any, were taken up through intra-party channels. The 

Congress-ruled States went along with the central government given that the locus of power in the party was 

not at the State level but the Centre. Dissent against centralisation appeared only when non-Congress parties 

consolidated their position. 

 The period towards the end of the one-party dominance was especially fractious, and government-

Opposition relations increasingly coloured Centre-State relations. To check its competitors, the Congress used 

(and misused) every available means, including, the use of Article 356, the institution of the Governor and 

discretionary central grants among others to continue its dominance. 

 In sharp contrast to the one-party dominant phase, the coalition era inaugurated a seemingly more 

cordial period of Centre-State relations based on a recognition of mutual interests. In federal coalitions, States 

and their interests were made to feel that they were being represented. Ironically, it was during this period, 

when State-based parties called the shots that much of the authority migration began. 

 Former Finance Minister Yashwant Sinha in his memoirs underlines how the Centre chose to remain 

out of the limelight, and an empowered group of State Finance Ministers helped bring about VAT, the 

precursor to GST. The GST reforms also followed the same pattern. 

 This decision-making process gave States both the confidence and ownership of reforms and the new 

institutions being put in place. State-based parties probably assumed that they would continue to influence 

national-level decision-making through the new institutions or through coalitions. It follows that authority 

migration towards the Centre might not make a difference to States/parties if their interests appear to be 

taken care of by the Centre/party. Party linkages between levels give State-level politicians greater space. In a 

polity-wide disciplined party, acceding to the central government’s demands may secure the career prospects 

of State-level leaders. Similarly, for State-based parties, there is access to resources and the possibility of 

influencing national-level decisions through federal coalitions. 

 The greater the degree of party centralisation, the higher the possibility of federal centralisation. This 

explains why the Congress-ruled States did not make a noise during the one-party dominant phase, and the 

Bharatiya Janata Party-ruled States do not do so today. Party linkages between different levels of government 

are crucial to both the making and the maintenance of federal compacts. 

 

Uphold the player rules 

 The GST agreement also illustrates the complexity of political negotiations. The bargain quite naturally 

could not have foreseen 2020. More importantly, the nature of the relationship between the actors involved 

has changed. From a period in which State-based parties had heft, we now have a one-party formation calling 

the shots. All institutional arrangements we know have winners and losers; while the winners attempt to 

maintain status quo, the losers will attempt to overhaul the existing state of affairs. While the States are 

negotiating within the agreed framework, the Centre’s actions undermine the federal architecture. If this 

happens consistently over time, there is nothing to stop the States also from doing so. 

 

Meanings of Difficult Words: 

 complexity (noun) – complication, problem, 

difficulty. 

 negotiation (noun) – bargaining. 

 lie in (phrasal verb) – be present, be contained, 

exist. 

 federalism/ federal framework/ system/ 

architecture  (noun) – a system of government in 

which establishments such as states or provinces 

share power with a national government. 

http://www.vanik.org/
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 follow suit (phrase) – emulate, follow, take as an 

example/model. 

 on the same page (phrase) – in agreement. 

 plumb the depths (phrase) – reach the lowest 

possible level/point, experience the worst 

extremes, reach rock bottom. 

 tussle (noun) – argument, disagreement, quarrel, 

contention. 

 federation (noun) – coalition between state and 

central governments. 

 diversity (noun) – variety, range, mixture. 

 interest (noun) – concern, matter. 

 badge (noun) – sign, symbol, indication. 

 keep on ticking (phrase) – to continue to  function  

despite suffering setbacks. 

 fiscal (adjective) – financial. 

 destination-based tax (noun) – basically a tax can 

either be origin based or destination based. Origin 

based tax or production tax is levied where goods 

or services are produced. Destination based tax or 

consumption tax are levied where goods and 

services are consumed. The Goods and Services 

Tax (GST) is a destination-based tax. 

 overhaul (verb) – rebuild, remodel, rework, 

restructure, revamp. 

 give up (phrasal verb) – abandon, forgo, renounce, 

relinquish, discontinue. 

 bargain (noun) – agreement, arrangement, deal. 

 compensation (noun) – payment, repayment, 

settlement (for loss/damage).  

 transition (noun) – change. 

 make up for (phrase) – atone for, make amends 

for; offset, balance, neutralize, even up. 

 empower (verb) – authorize, allow, entitle. 

 strain (noun) – pressure, stress, demand/burden. 

 slowdown (noun) – economic decline, recession, 

slump/depression. 

 pandemic (noun) – the worldwide spread of a new 

disease; The illness spreads around the world and 

typically affects a large number of people across a 

wide area. 

 induce (verb) – cause, produce, effect, bring 

about. 

 plummet (verb) – fall sharply/steeply, go down, 

drop. 

 lead to (verb) – cause, result in, bring on, bring 

about. 

 shortfall (noun) – deficit, inadequacy, deficiency, 

shortage. 

 in turn (phrase) – in succession, successively. 

 in place (phrase) – established, set up, arranged. 

 have/hold the whip hand (phrase) – have 

power/control over someone else in a particular 

situation. 

 stare at (verb) – look fixedly. 

 incentive (noun) – motive, reason. 

 blur (verb) – make indistinct/unclear, make vague, 

unfocus. 

 blur the lines (phrase) – when you ‘blur the lines’ 
between something, you make it difficult for 

people to see or be aware of where the 

boundaries are. In this case, ‘the lines’ are the 

differences that separate two things, like ideas, 

situations, or beliefs. You can ‘blur the lines’ 
between right and wrong; or between ‘true and 

false’. 
 overturn (verb) – cancel, reverse, 

repeal, withdraw, override, overrule. 

 fragile (adjective) – easily broken/destroyed, 

weak, risky, unreliable, insecure. 

 consensus (noun) – an idea or opinion that is 

shared by all the people in a group, 

agreement, concurrence. 

 averse to (adjective) – opposed to, against, hostile 

to. 

 succour (noun) – aid/help/support, assistance, 

relief (during difficulty). 

 with (no) strings attached (phrase) – without any 

special conditions or restrictions or provisions. 

 for instance (phrase) – as an example. 

 fiscal deficit (noun) – the difference between total 

expenditure and total income of the government. 

 universalisation (noun) – the process of making 

something available for all. 

 obligate (verb) – require, compel/force, 

pressurize, put under an obligation. 
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 Ease of Doing Business (Ranking) (noun) – Ease of 

doing business is an index annually published by 

the World Bank. Economies are ranked on their 

ease of doing business, from 1–190. A high ease of 

doing business ranking means the regulatory 

environment is more conducive to the starting and 

operation of a local firm. The rankings are 

determined by sorting the aggregate scores on 10 

topics. Doing business ranking is based on 

quantitative indicators on regulation for starting a 

business, dealing with construction permits, 

getting electricity, registering property, getting 

credit, protecting minority investors, paying taxes, 

trading across borders, enforcing contracts and 

resolving insolvency. 

 trust deficit (noun) – lack of trust (on authorities-

from societal point of view). Situations with low 

levels of trust are not supportive and often 

counterproductive. People feel vulnerable and 

look at each other with suspicion. As a result, they 

are less open, since they fear that they will not be 

fairly treated by the other side. 

 deadlock (noun) – stalemate, impasse, 

checkmate/stand-off. 

 add fuel to the fire (phrase) – to make a bad 

situation worse; increase, magnify, amplify, 

augment, intensify, heighten (a difficult situation). 

 statement of intent (noun) – a formal statement 

 that the author has a serious intention of doing 

something under specified conditions, and at a 

specified time. It is also called a letter of intent or 

a memo of agreement. 

 subsequently (adverb) – afterwards, later on, 

eventually. 

 disinclination (noun) – reluctance, unwillingness, 

 slowness. 

 deliberate (adjective) – intentional, planned, 

conscious, purposeful. 

 unionised (adjective) – belonging to an union (of 

state governments).  

 exploit (verb) – take advantage of, make use of, 

utilize. 

 stick to (verb) – abide by, hold to, comply with. 

 asymmetry (noun) – lack of equality, non-

uniformity, unevenness, lack of symmetry. 

 division (noun) – disunity, disunion, conflict, 

discord, disagreement. 

 reluctant (adjective) – unwilling, disinclined, 

unenthusiastic. 

 relent (verb) – change one’s mind, abandon, 

mitigate, abate, decrease. 

 friction (noun) – conflict, dispute,  

 fighting/clashing. 

 hollowness (noun) – emptiness, worthlessness, 

uselessness. 

 hype (noun) – propaganda, exposure, publicity. 

 puzzle (noun) – mystery, contradiction, 

irregularity/anomaly. 

 budget spending (noun) – the estimated  

expenditure/spending of the government during a 

given fiscal year. 

 fiscal responsibility (noun) – the act of creating, 

optimizing and maintaining a balanced budget. 

 Fiscal Responsibility and Budget Management 

(FRBM) Act (noun) – Fiscal Responsibility and 

Budget Management (FRBM) Act enacted in 2003 

by the parliament, establishes financial discipline 

to reduce fiscal deficit. The FRBM Act aims to 

introduce transparency in India’s fiscal 

management systems. The Act’s long-term 

objective is for India to achieve fiscal stability and 

to give the Reserve Bank of India (RBI) flexibility to 

deal with inflation in India. The FRBM Act was 

enacted to introduce more equitable distribution 

of India’s debt over the years. 

 value-added tax (VAT) (noun) – a consumption tax 

that is levied on a product repeatedly at every 

point of sale at which value has been added. 

 shrink (verb) – lessen, reduce, decrease. 

 discretionary (adjective) – optional, voluntary, 

 non-mandatory, non-compulsory. 

 affairs (noun) – concerns, matters, activities. 

 counter-intuitive (adjective) – the opposite of 

someone’s intuition/common-sense; relating to 

something  which does not happen in the way you 

would expect it to. 
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 autonomy (noun) – independence, freedom; self 

rule, self-determination. 

 normative (adjective) – relating to a 

standard/norm, particularly of behaviour. 

 centralise (verb) – concentrate, bring under one 

roof, consolidate, control (under one authority). 

 grievance (noun) – complaint, problem, 

objection/protest. 

 take up (phrasal verb) – become involved in, 

engage in, take part in; accept, say yes to, agree 

to. 

 intra- (prefix) – within. 

 channel (noun) – method, medium, instrument, 

agency. 

 locus (noun) – location, place, position. 

 dissent (noun) – disagreement, difference of 

opinion, opposition. 

 centralisation (noun) – the process of having 

functions, powers, people or things only in a 

central location or authority. 

 consolidate (verb) – strengthen, make stronger, 

reinforce, fortify. 

 fractious (adjective) – argumentative,  

quarrelsome, contentious, controversial, difficult 

(to control), disagreeable. 

 colour (verb) – influence, affect, distort (in a 

negative way). 

 means (noun) – method, way, mode. 

 in contrast to (phrase) – in opposition to, be very 

different from. 

 inaugurate (verb) – initiate, begin, start, originate. 

 seemingly (adverb) – apparently, evidently,  

outwardly. 

 cordial (adjective) – friendly, affable/amiable, 

pleasant. 

 call the shots (phrase) – to be the person who 

commands/controls a situation or course of 

action; be in charge, be the boss, be in the driving 

seat. 

 migration (noun) – relocation. 

 ironically (adverb) – paradoxically, unexpectedly, 

strangely. 

 memoir (noun) – autobiography, life story, 

recollections/experiences. 

 underline (verb) – underscore, emphasize, 

highlight. 

 limelight (noun) – the focus of attention, public 

attention, public notice. 

 bring about (phrasal verb) – cause to 

happen, make happen, result in, give rise to. 

 precursor (noun) – a similar thing that existed 

before; antecedent, predecessor. 

 put in place (phrase) – establish, set up, 

create/form. 

 influence (verb) – affect, have an effect on, 

persuade. 

 make a difference (phrase) – be important, have a 

significant effect on, to cause a change. 

 accede to (verb) – agree to, consent to, accept. 

 prospects (noun) – possibilities, chances, 

opportunities, potential. 

 compact (noun) – treaty, pact, accord, agreement, 

deal. 

 foresee (verb) – anticipate, predict, envisage, 

envision. 

 heft (noun) – influence, ability; weight/strength. 

 status quo (noun) – the present situation, the 

current state, the existing state of affairs. 

 state of affairs (phrase) – condition, 

 circumstances, situation. 

 framework (noun) – structure, system, 

composition, organization. 

 undermine (verb) – reduce, diminish, impede, 

hinder. 

 over time (phrase) – it describes something which 

happens gradually. 
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