
                              Insights Mindmaps 
 

www.insightsonindia.com  Page 1                                                      www.insightsias.com  

General Studies-3; Topic: Resource mobilization 

Declining State's Tax Revenue 

1) Introduction 

• Revenue from Goods and Services Tax (GST) hit a 19-month low of ₹91,916 crore in September, 
down 2.7% from a year ago. 

• This is the first time that the tax collection has contracted on a year-on-year basis since the 
implementation of GST from July, 2017. 

• GST, which from July 1, 2017, amalgamated 17 different central and state levies, including excise 
duty, service tax and VAT. 

2) Present Status 

• The much-expected stabilisation of the GST revenue continues to be difficult to achieve. 

• For the last couple of months, a drop in State GST collections has been sharper than for central GST 
(CGST). 

• SGST and central tax devolution, are likely to fall well short of their budget estimates for 2019-20. 

• This may result in large fiscal slippages or cutbacks in expenditure at the state level towards the end 
of this financial year. 

• The lower collection, reflect a widening slowdown in economy triggered by shrinking consumer 
demand. 

• There is negative growth on import IGST. 

• The GST compensation cess collected in FY20 (April to September) has fallen short of the 
compensation released to the states this year. 

• Output of India’s eight infrastructure sectors contracted for the first time in more than four years 
and declined 0.5% in August. 

3) Reasons 

• The lower collections seem to be on account of the lower GDP growth numbers. 

• GST is a transaction tax that is immediately impacted by any decline in any economic activity. 

• Inability of the system to check tax evasion. 

4) Concerns / Challenges 

• With the announcement of income tax reforms, any further dip in GST collections would be a cause 
of concern for the government 

• The sharp decline in GST collections could not only add to the Centre’s fiscal woes, but also deprive 
state governments of their assured compensation for revenue shortfall. 

• Cess receipts this year might be enough for bridging the states’ GST revenue shortfall only till 
December. 

• What could be worrisome for the states is that the Centre is under no legal obligation to make up 
for the shortfall by dipping into the Consolidated Fund of India if the proceeds from various cesses 
meant for bridging the states’ GST revenue deficit turn out to be insufficient. 

• India’s tax-GDP ratio is still abysmally low. 

• The Kelkar Committee report mentions the ‘missing middle’, which includes professionals (like CAs, 
lawyers, and doctors), which manages a leeway to report actual income. 

• A key factor that will influence state tax revenues is the percentage of central taxes that the 
Fifteenth Finance Commission recommends as devolution to the states for the period FY21-25. 
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5) Way Forward 

• Focus on non tax revenues will need to be more. 

• With virtually no room for increase in GST rates, further strengthening of administrative measures 
may be needed to improve the level of compliances 

• Stricter controls on tax evasion and audits by the revenue authorities may also help in improving 
the collections. 

• Reasons for sharp drop in state GST collections than for Central GST in the last couple of months 
need to be analysed in detail. 

• The GST Council will have to discuss and formulate a solution in the coming months to compensate 
states for the shortfall in GST revenue. 

• The government will need to find ways to spur the demand. 

• Also tax exemptions to agricultural income need to be plugged smartly. 

• The limits on government saving instruments like PPF, NSC, etc. under section 80 (c) could be 
increased. 

• Additional deposits into these schemes could help the government garner more resources for long-
term projects. 
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