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N
ine years after its launch, India’s 
goods and services tax (GST) has 
been rewired. GST 2.0, which took 
effect on 22 September 2025, col-
lapsed the four-slab structure for 
consumer goods (5%, 12%, 18% and 

28%) into two main rates of 5% and 18%. Special 
rates of 0.25% and 3% remain, and a new 40% rate 
applies to a few items. Of the 506 goods covered by 
the GST Council’s recommendations, about 90% 
saw their rates cut.

Our estimates suggest the effective GST rate has 
fallen only from 11.64% to 11.30%, a modest sacrifice 
that follows a familiar logic: lower rates can over 
time increase collections by widening compliance 
and stimulating activity. While most of the debate 
has centred on revenue implications, the more 
important question is how the transition is man-
aged and by whom. The answer, we argue, is 
India’s states.

How quickly the reform pays for itself depends 
on two things: whether businesses pass rate cuts on 
to consumers and how responsive demand is to 
lower prices. Early evidence is mixed, but the 
longer view is more encouraging. As effective rates 
have come down since 2017-18, gross GST revenue 
as a share of gross domestic product (GDP) has 
held up. The same is true of its state and inter-state 
components, apart from the pandemic dip in 
2020-21.

The more telling story lies beneath the national 
totals. State GST collections have two parts: state 
GST (SGST), retained by the state where a transac-
tion takes place, and integrated GST (IGST), levied 
on inter-state sales and collected by the Centre, 
which then passes on the destination state’s share. 
If a Maharashtra manufacturer sells furniture to a 
Karnataka retailer, it charges IGST, and Karnataka 
receives its share because that is where the furni-
ture is retailed for consumer use.

Before this settlement, the gaps between states 
are stark. Haryana collects SGST and IGST equiva-
lent to about 7.7% of its state GDP; Bihar collects 
about 1.3%, a sixfold difference under the same tax 
code. Much of it reflects the size of the industrial 
and services base. After settlement, the gap nar-
rows sharply: Haryana falls to around 3.4% and 
Bihar rises to about 2.9%. This is not a negotiated 
transfer. It is built into the destination-based 
design, a structural form of cooperative federalism 
that moves resources from where goods are made 
to where they are consumed.

The stakes for state budgets are high. Roughly 
half of Indian states’ own tax revenue comes from 
GST. Collection performance largely determines 

how much room a state has for capital spending, 
which tends to have the largest growth multiplier. 
States that pair strong collection with well-tar-
geted spending are best placed to grow faster and 
contribute to the Viksit Bharat goal of a high-in-
come, developed economy.

So, how can states raise more? Three steps can 
be taken, all of which are within their own control.

The first is to know the tax base better. Measure-
ment is the starting point, and it is good news that 
states already hold rich data. Also, the digitization 
of GST makes it easier to map the informal and 
under-registered economy against potential col-
lections. Maharashtra built a data warehouse on 
GST Network data that risk-profiles its entire tax-
payer base, with parameters refined every year. 
Karnataka worked with IIT Hyderabad to bring 

registrations, returns and e-way bills into a single 
analytics portal. Earlier analytics work there pro-
duced a 15-fold rise in the detection of bogus enti-
ties, blocked about ₹278 crore of fraudulent input 
tax credit claims and flagged fake turnover of 
around ₹4,250 crore. Neither state needed new 
legislation or a rate change, and both drew on part-
ners, from Capgemini and PwC to IIT Hyderabad. 
States need not build this capability alone.

The second is to make compliance easier. Com-
pliance rises when the benefits of registering and 
reporting honestly outweigh the costs, and those 
costs are mostly administrative: the time spent fil-
ing, reconciling invoices and resolving disputes. 
Simpler processes, faster refunds and clearer rules 
help. So does smarter enforcement. Andhra Pra-
desh uses artificial intelligence (AI) and machine 
learning, with a 35-parameter risk matrix, to score 
taxpayers and select cases for scrutiny. Directing 
attention to higher-risk cases spares compliant 
businesses needless checks and makes enforce-
ment more credible. The aim is to make honest 
compliance the simplest and most predictable 
choice.

The third is to re-use the data. States investing in 
granular GST taxpayer and transaction databases 
need not limit them to GST. Excise on alcohol, 
stamp duty and registration fees, vehicle taxes, 
electricity duties and land revenue together 
account for roughly 25-35% of states’ own tax 
revenue. Yet, weak taxpayer identification has 
left much of this revenue uncollected. Cross-refer-
encing these against an existing GST information 
system is a high-return, low-cost way to unlock 
more from an asset already built.

The end of GST compensation also removes a 
distortion in incentives. When states were com-
pensated for revenue shortfalls, the marginal 
return to improving tax collection was weaker. 
Every additional rupee collected could reduce the 
compensation received. With compensation now 
ended, every rupee gained through better tax 
administration directly strengthens state finances.

The short-term cost of GST 2.0 is small, and it is 
the price of a system designed to expand over time 
rather than extract more today. The path to 
stronger state finances may run not through 
higher rates, but through a wider base and deeper 
voluntary compliance, both squarely within states’ 
own capacity to deliver on.

Ashutosh Dikshit, Vijay Singh Chauhan and the 
ICPP team contributed to this article.

Why states hold the key to make 
the GST 2.0 reform a big success
They have the capacity to increase their tax revenues. A small investment today could lead to a wider tax base tomorrow
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A
ndy Burnham’s speech at the 
Labour Party’s annual conference 
was memorable. Unlike his prede-

cessor, the new British prime minister 
sounded heartfelt and hopeful. He took a 
few big swings at hard policies as well. 
Reform is promised for elderly care and 
Britain’s bloated welfare regime, as is a 
“national conversation” on the relationship 
with the European Union and the UK’s out-
dated winner-takes-all electoral system.

He also offered up “a theory of growth,” 
sharing it with the same passion that ran 
through the rest of his pitch. But—unlike 
with the EU, social care and voting reform—
he didn’t seem open to a conversation about 
this. The PM’s mind is made up on growth. 
And that’s a problem because his theory of 
how to reboot the economy is, at best, thin. 
At worst it’s a recipe for decline.

Burnham sees two essential steps to 
growth, and an Edenic end-point once 
they’re taken. First, the state should con-
trol “the basics.” Second, power must be 
devolved to regions to unleash their animal 
spirits. The result of doing both, according 
to him? “We optimize the conditions for 
businesses to grow.”

There’s quite a bit missing there, and a 
couple of very dubious assumptions.

On state control, it’s not hard to see why 
Burnham thinks this might be a vote win-
ner. A recent survey found that more than 
80% of Britons want publicly run water 
companies and 70% want the same for 
energy firms. My heart’s with them. No two 
words are more feared in my household 
than ‘Thames Water.’

But it wouldn’t be the first time that I, or 
a large majority of people, have been mis-
taken about what we want. Publicly run 
companies aren’t necessarily more 
accountable to those who use them. They 
tend to be frustratingly unresponsive. More 
to the point, state control can’t be the basis 
of a theory of growth. There is no reason to 
suppose publicly run companies would be 
better at allocating scarce resources or 
slashing costs in the way Burnham hopes.

In fact, Britain’s public sector is becom-
ing more unproductive. Research from 
E&Y found that a shortfall in public-sector 
productivity costs the UK about £80 bil-
lion a year, which might reach £170 billion 
of lost output annually by 2030. So what 
you gain by cutting out profiteering you 
can just as easily lose through inefficiency.

Then there’s devolution. It might boost 
growth if you let regions set their own tax 
and policy regimes, and to compete for 
investment and people. But that is not what 
the government plans at all. 

If anything, Britain’s economic growth 
problem is born of local authorities having 
too much power. They usually use it to 
block investment.

A handy example of that came this week 
from the prime minister himself. When 
asked about plans for a third runway at 
Heathrow, Burnham brushed past the pos-
sibility that it would enhance growth, and 
instead implied it was something that Lon-
don’s mayor and members of Parliament 
should decide on. Britain needs a leader 
willing to say that, when a regional prefer-
ence conflicts with a national need, he will 
choose whichever boosts gross domestic 
product for everyone. Burnham has 
flunked his first test on that.

Provincial politicians will always object 
to stuff like new airport runways, nuclear-
power plants or reservoirs. Local panjan-
drums are today the biggest obstructors of 
UK infrastructure spending. How can they 
also be the connecting link in any coherent 
theory of growth?

It’s telling that Burnham reckons his ulti-
mate goal of “optimizing the conditions for 
businesses to grow” can be achieved by 
embarking on his two steps of statism and 
localism (and by “supporting workers”). In 
other words, companies and entrepreneurs 
will start investing once the central state is 
wisely setting the overall direction of the 
economy and town-hall officials are 
empowered to do the same locally.

This is just not true. The private sector is 
wrestling with larger concerns: It’s con-
strained by depressing amounts of red tape; 
borrowing costs are too high; the planning 
system is a disaster; poor transport links 
limit where firms can expand and recruit. 
All of these are fixable, some even before the 
next election. They should be the essential 
building blocks of any workable theory of 
growth for the UK. Burnham needs to make 
sure he includes them, quickly.

The prime minister has made a reasona-
ble diagnosis of what’s gone wrong for Brit-
ain. He has proven willing to pose difficult 
questions about the UK’s welfare state, its 
democracy and its place in Europe. 

He should be willing to ask them of his 
own—and his party’s—economic instincts 
as well. The optimism running through his 
speech was refreshing. But a more hopeful 
leader does not mean we have more reason 
to hope.                                                     ©BLOOMBERG

Why Andy Burnham’s ‘theory 
of growth’ seems flaky at best

Combining statism with localism is unlikely to boost GDP growth

Burnham needs to question his and his 

party’s economic instincts. AFP
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electricity for households consuming under 
500 units, and an Annan Seer Scheme offer-
ing eight grams of gold paired with a silk 
saree for eligible brides. This heavily wel-
fare-centric approach is cut from the same 
political cloth as the legacy populism of 
former chief ministers M.G. Ramachandran 
and J. Jayalalithaa. The ‘how’ of Vijay’s 
administration does differ, deploying key 
performance indicators and vision docu-
ments to hold his cabinet ministers account-
able, and using technocratic delegation and 
institutional channels to claw back funds 
from the Centre. To protect the administra-
tion’s image, he has instituted strict rules on 
internal optics, going as far as banning min-
isters from posting informal content online 
like Instagram reels. 

And so, open experiments have begun. In 
Odisha and West Bengal, after decades, 
greater centripetal alignment has begun. In 
Tamil Nadu, centrifugal forces have seen lit-
tle change, but the rhetoric of governance 
has become technocratic, institutional and 
a tad unemotional. Early results of these 
experiments should be available well before 
the end of the new governments’ first terms.

P.S: “All life is an experiment. The more 
experiments you make the better,” said Ameri-
can essayist Ralph Waldo Emerson.

Party (BJP). In West Bengal, Mamata Baner-
jee, who leads the All India Trinamool Con-
gress (AITC), ruled as chief minister for 15 
years before being deposed by the BJP. And 
in Tamil Nadu, the Dravidian parties, both 
the Dravida Munnetra Kazhagam (DMK) and 
All India Anna Dravida Munnetra Kazhagam 
(AIADMK), had ruled for a combined six dec-
ades before being replaced by Chief Minister 
C. Joseph Vijay and his Tamilaga Vettri 
Kazhagam (TVK). 

This is not exactly a natural experiment, 
which requires both a ‘control’ situation (a 
part of the population that sees no change) 
and a ‘treatment’ one (a part that is subject to 
an exogenous shock). What has transpired in 
these states is actually ‘regime change’ for 
endogenous reasons, manifest through leg-
islative election cycles. For narrative argu-
ment, however, I will go with the natural 
experiment idea, since one can always create 
a ‘synthetic control group’ of similar states or 
perform tests in the border areas of a state so 
that control groups lie just outside the state’s 
boundaries. 

During the tenure of Patnaik, Odisha rep-
resented a model of centralized, charismatic 
populism under a single leader, focusing 
heavily on direct welfare delivery, women’s 
self-help groups and disaster resilience. 

O
ne of the most famous and widely 
studied natural experiments in 
modern history is the division of 

North Korea and South Korea at the end of 
World War II. A natural experiment occurs 
when a naturally occurring event creates a 
situation where similar groups are exposed 
to different conditions, letting policymakers 
study the outcomes. In economic prosperity, 
life expectancy and much else, South Korea 
has had vastly different outcomes than the 
North, even though they were once a single 
nation with a shared language, culture, 
geography and ethnic background.

A broadly similar thing is underway in 
three Indian states that held legislative elec-
tions over the last couple of years—Odisha, 
West Bengal and Tamil Nadu. In all three 
cases, long-standing incumbents and 
attendant political ideologies were dis-
placed. In Odisha, the Biju Janata Dal, with 
Naveen Patnaik as chief minister, had been 
in power for nearly a quarter of a century 
before being ousted by the Bharatiya Janata 
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conductors) versus the old idea of redistrib-
uting profits from mining. One project that 
is likely to create some societal angst in both 
states is a potential shift from regional pride 
(Odia Asmita in Odisha and Bangaliyana in 
West Bengal) to a more Hindi-based nation-
alist identity. 

The case in Tamil Nadu 
appears quite different. 
Vijay has cleverly avoided 
the term ‘Dravida’ in his 
party name and substituted 
it with ‘Tamilaga,’ meaning 
people who speak Tamil. 
On his very first day in 
office, he visited the 
memorial of Periyar E. V. 
Ramasamy, the founder of 
the Dravidian movement in 
Tamil Nadu. Both in that 
action and his policy pro-
nouncements, the TVK has 
signalled continuity with 

the rationalist and social justice philosophy 
of Dravidian parties. 

Vijay has rolled out a sweep of high-pro-
file welfare schemes: a ₹2,500 monthly 
grant for women heads of households, six 
free cooking gas cylinders annually (subse-
quently scaled back to three), free bimonthly 

Under both the DMK and AIADMK, Tamil 
Nadu represented a model of ideological, 
institutionalized populism deeply rooted in 
social justice, anti-caste mobilization and 
aggressive industrialization. Banerjee’s 
West Bengal represented a case of aggres-
sive cash redistribution to manage a de-in-
dustrialized economy, 
offering a stark structural 
contrast with Tamil Nadu’s 
asset-building model.

Unsurprisingly, one 
thing that the new govern-
ments in Odisha and West 
Bengal have done is tack 
sharply towards accepting 
central government ideas 
and programmes in areas 
such as health insurance, 
law enforcement and 
immigration. Cash givea-
ways continue with new 
monikers. In West Bengal, 
time will tell whether the agrarian and small-
business protectionism favoured by the 
AITC will be replaced by a Tamil Nadu-style 
preference for large industry. 

Similarly in Odisha, it is not yet clear how 
far the new government would go towards 
large-scale modern manufacturing (semi-

There will be 

much to learn 

from policy 

revisions in 

Odisha, West 

Bengal and 

Tamil Nadu 

Prachi Mishra & 
Shohan Mukherjee
are, respectively, dean of Ashoka School of 

Economics, director and head of Ashoka Isaac 

Centre for Public Policy (ICPP), and professor of 

economics at Ashoka University; and research 

associate, Observer Research Foundation.

PTI

GST revenue: Rebalancing act
Gaps between various states/UTs are wide before settlement transfers to those where 
goods and services are �nally sold.

NSDL: Net domestic state product
Source: RBI Handbook of Statistics on Indian States, GST Statistics
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