
GST Compensation to States: Ensuring Fiscal
Stability during the Pandemic
In the wake of the COVID-19 pandemic, governments around the world have
been grappling with the economic fallout, trying to find ways to stabilize their
economies and support their citizens. India, like many other countries,
implemented the Goods and Services Tax (GST) as a comprehensive indirect tax
system aimed at streamlining the taxation process.

However, the pandemic has disrupted revenue collection, leading to financial
challenges for the state governments. To ensure fiscal stability and support the
affected states, the Indian government has introduced the GST Compensation
Scheme.

Understanding the GST Compensation Scheme

The GST Compensation Scheme was introduced to compensate states for any
revenue losses they might incur due to the implementation of the GST. Under this
scheme, the GST Council guaranteed states a 14% annual revenue growth for a
period of five years starting from the implementation of GST in July 2017.

GST Compensation to States: The Corona Effect
(E Book Book 1) by Derecka Purnell(Kindle Edition)

4.7 out of 5
Language : English
File size : 4452 KB
Text-to-Speech : Enabled
Screen Reader : Supported
Enhanced typesetting : Enabled
X-Ray : Enabled
Word Wise : Enabled
Print length : 44 pages

https://bookworm-downloads.web.app/free-book.html?pdf-file=eyJjdCI6IldKWDNsaE8xTDEyQUp3Q2Q3ZmtQN05Qa2NwM3lZamlqRnpJdklQbWhWU1wvN1U4emVBUFByMHNXemtidDYzZzNVTWhsOGFjTXp0OUNUcmlLdlVrTHlpdEcyeksweEJtVjRscXVmZGhcLzJFRWtSTmJ0T3Vnc1d0eG9CZXdWUmxJUUk5MUZzRkdHNFdSNjZic1pOVHZQV0s0ak9MQ2ZVMTF1MFg3V3dDbVg1UkFEYkUyb2tVbDNqOFl4TXhhZVVESEgzIiwiaXYiOiJkNmJjMzk4YWQ4NmUyZjc5YmRjMTFkYzhiOTQxZmRhYiIsInMiOiJjOGVhNmFkNDNjZDczZGY1In0%3D
https://bookworm-downloads.web.app/free-book.html?pdf-file=eyJjdCI6InZERUdXNTZ0V3Q0OE1ERE1OMUxaOEJMcHdCNzdqS3lGcFdQbkQzXC9ycGtQK3FXUDZGSWdLUWRYcUdDb1FVMEVzbitNMk4yMlB0NExSY0RBNnFpR2VjV0VoZUU0MFRWam01alRwbks3RHZUM2JlVElaWFIwSU5CK1RobHlIUWtHYkpFanVqcmdcL3dndWttd0VrYkVlNjZwZnNMZ1dwN09CZ0hiMks3OUpNdHlJWTViSHNTU3htMnlhS09nelJpXC9oMSIsIml2IjoiYzNhODA2YTk0MjA5YjEwMTliY2FiOWU2MWM1YjMzY2EiLCJzIjoiYjIyNzZhZDlhZGUzZjJiZCJ9


Lending : Enabled

The compensation mechanism involves calculating the difference between a
state's actual revenue and the projected revenue growth rate of 14%. If a state's
GST revenue falls short of the projected growth rate, the shortfall is compensated
by the Indian government using funds from the GST Compensation Cess.

Significance of the GST Compensation Scheme

The of the GST Compensation Scheme was a crucial step in ensuring the
success of the GST implementation. It provided state governments with a
financial safety net, especially during the initial stages when the transition from
the previous tax regime was challenging.

By guaranteeing a revenue growth rate of 14%, the scheme gave states the
confidence to adopt the GST system without the fear of facing severe financial
distress. It ensured that any revenue loss during the transition period would be
effectively mitigated, allowing states to focus on implementing and adapting to the
new tax structure.

Implications of the COVID-19 Pandemic

While the GST Compensation Scheme initially aimed to provide stability during
the implementation phase, the COVID-19 pandemic posed unforeseen
challenges. The nationwide lockdowns and economic slowdown resulted in a
significant drop in economic activity, leading to a sharp decline in GST collections.

The pandemic-induced revenue loss has strained state finances, making the
timely disbursement of compensation crucial. Recognizing the need to support
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the states, the Indian government announced that the compensation would be
extended beyond the original five-year period, ensuring stability during these
challenging times.

Ensuring Smooth Compensation Disbursement

In order to ensure the smooth disbursement of GST compensation, several
measures have been taken. The GST Compensation Cess, a separate fund
created to finance the compensation, has been established. The cess is levied on
certain luxury and sin goods, ensuring a dedicated pool of funds for the
compensation purpose.

The Compensation Cess is collected from taxpayers, and any unutilized funds
from this pool are transferred to a Consolidated Fund, which will be used for
disbursing compensation. This mechanism provides transparency and
accountability in the allocation and utilization of funds, ensuring that the states
receive their due compensation.

Future of the GST Compensation Scheme

The GST Compensation Scheme has been instrumental in supporting state
governments during the initial phase of GST implementation and now during the
pandemic. However, discussions are ongoing to explore alternative mechanisms
to compensate for revenue losses, considering the changing economic
landscape.

One approach being considered is the option of borrowing by states themselves
to compensate for any revenue shortfalls. Introducing this flexibility could ensure
more autonomy for states, giving them the ability to address their specific fiscal
challenges effectively.



The GST Compensation Scheme has played a significant role in ensuring fiscal
stability for states during the challenging transition to the GST system and the
subsequent impact of the COVID-19 pandemic. By guaranteeing revenue growth
and compensating for any shortfalls, the scheme has provided the necessary
support to state governments, allowing them to focus on economic recovery and
citizen welfare.

As the country navigates through these unprecedented times, it is crucial to
continue finding innovative ways to ensure the smooth functioning of the GST
Compensation Scheme, providing states with the necessary financial resources
to overcome the current challenges and build a robust economy.
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It has been almost two months of lockdown and no signs of any recovery. The
Corona Patient figures are constantly growing and on the other side, the Financial
crisis is also deepening. The economy has been hit hard. It is an unprecedented
socio-economic crisis the world has ever witnessed in recent history. The New
generation and Startup entrepreneurs have the dreams shattered. The

FREE

https://bookworm-downloads.web.app/free-book.html?pdf-file=eyJjdCI6IldKWDNsaE8xTDEyQUp3Q2Q3ZmtQN05Qa2NwM3lZamlqRnpJdklQbWhWU1wvN1U4emVBUFByMHNXemtidDYzZzNVTWhsOGFjTXp0OUNUcmlLdlVrTHlpdEcyeksweEJtVjRscXVmZGhcLzJFRWtSTmJ0T3Vnc1d0eG9CZXdWUmxJUUk5MUZzRkdHNFdSNjZic1pOVHZQV0s0ak9MQ2ZVMTF1MFg3V3dDbVg1UkFEYkUyb2tVbDNqOFl4TXhhZVVESEgzIiwiaXYiOiJkNmJjMzk4YWQ4NmUyZjc5YmRjMTFkYzhiOTQxZmRhYiIsInMiOiJjOGVhNmFkNDNjZDczZGY1In0%3D
https://bookworm-downloads.web.app/free-book.html?pdf-file=eyJjdCI6InZERUdXNTZ0V3Q0OE1ERE1OMUxaOEJMcHdCNzdqS3lGcFdQbkQzXC9ycGtQK3FXUDZGSWdLUWRYcUdDb1FVMEVzbitNMk4yMlB0NExSY0RBNnFpR2VjV0VoZUU0MFRWam01alRwbks3RHZUM2JlVElaWFIwSU5CK1RobHlIUWtHYkpFanVqcmdcL3dndWttd0VrYkVlNjZwZnNMZ1dwN09CZ0hiMks3OUpNdHlJWTViSHNTU3htMnlhS09nelJpXC9oMSIsIml2IjoiYzNhODA2YTk0MjA5YjEwMTliY2FiOWU2MWM1YjMzY2EiLCJzIjoiYjIyNzZhZDlhZGUzZjJiZCJ9
https://bookworm-downloads.web.app/free-book.html?pdf-file=eyJjdCI6Ijk5dGFyT2RQOVUzNlM0MWZ3V3hhSXBkdXJWYnN2N2NsT0FmeUMzVnpYZGhQXC90cCt3cmZwTEpyUmEzVEpQXC9HZmdtWVBcL0tmaUhrZ2xyTFZiT1RNbzgrTlJQcHdsN1dYdEV6QmdWa0NoUDExbUU4RFdhbjhIWU5wb2VLR1g0K3pQWHlGRkloeVpcL1NjWXpQZ1owTGd6R2Y1cDA4WXhZblpQUjhyZFgyWEF3T2pVXC9XTUJsUTZVZGRNUXhBY2MxbWpcLyIsIml2IjoiYWFhZmVlYTc5NmQ1NGUyNGRjNDU0ZDE3YzllM2ExZWEiLCJzIjoiMDY3MzQ4NWMzODA4OTFkNCJ9


Government is doing the best they can with their limited resources. The States
are short of funds to tackle the situations. The States need their share of GST
compensation all the more now.
This book is about the Financial Crisis and Drop in collection of GST due to
Corona Pandemic and The Centre Stae relationship which may sore due to non-
compensation of GST funds in time. This book also gives a practical solution to
this crisis.
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