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The new tax policy for indirect taxes in 2017 was a game-changer in
the history of taxation in India. The amalgamation of indirect taxes led
to the erosion of the state’s power on taxation. The paper attempts to
analyse the taxation policy of India concerning Centre-state financial
relations. It further explains the political and economic issues that led
to the Centre-state disputes on IGST. The paper analyses the change in
the distribution of revenue between the Centre and states after the
introduction of GST by taking Kerala as a case study. The secondary
data on the revenue distribution available with state and central
government and the parliamentary discussions on the same are utilized
for the analysis. Kerala is a consumer state. IGST Act enables the state
to apportion IGST. Moreover, it is the first state that revamped its
department for a destination-based uniform tax. The state has
experienced a significant decline in revenue after the introduction of
GST. As per the GST Act 2016, the state is eligible to claim compensation
as well. The paper discusses the conflicts between the state of Kerala and
the central government regarding the distribution of IGST from 2017.
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As an indirect tax, GST reconstructs the indirect taxation system to date1 and
brings about significant changes in the center-state financial relations. The arguments
for and against goods and services tax emerged as soon as it was implemented. Some
argue for GST as it is a unified taxation system that simplifies taxation by creating a
‘one nation, one tax ‘system, and others argue that it reduces the state’s autonomy to
collect its tax revenue. The 101st Amendment Act of 2016 initiated a new Indirect tax
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1The central taxes subsumed under GST are Central Excise Duty, Duties of Excise(medicinal
and toilet preparations), Additional Duties of Excise (goods of special importance),
Additional Duties of Excise(textiles and textile products), Additional Duty of
Customs(commonly known as countervailing duty), Special Additional Duty of
Customs, Service Tax, Central Surcharges and cesses related to supply of goods and
services and the state taxes subsumed under GST  are State Sales Tax/VAT, Central
Sales Tax, Purchase Tax, Luxury Tax, Entry Tax, Entertainment Tax, Taxes on lotteries,
betting and gambling and State Surcharges and Cesses related to the supply of goods
and services. GST registration is done by taxpayers who have a turnover of more than
20 lakhs per annum and more than 10 lakhs in special states other than Jammu and
Kashmir (Sury,2018). Any trader who has interstate business transactions should
mandatorily take GST registration
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called the Goods and Services Tax (Datey,2016). It subsumed all the sales tax, service
tax, and excise duties, and a single unified tax came into effect for all goods and
services with a transparent and effective input tax credit system.

Goods and Services Tax, from its initial stage itself, required a centralized
governance set-up. In the governance of India, GST implementation was a huge leap
due to its very nature. The unified tax regime has three broad components: Central
Goods and Services Tax(CGST), State Goods and Services Tax(SGST), and Integrated
Goods and States Tax(IGST), where CGST and SGST are levied on intrastate
transactions controlled by Union and State governments, respectively. On the other
hand, IGST is levied on intrastate transactions levied by the Union government and
shared with the states based on the nature of the transactions (Rajput& Talan,2017).

The states can be divided into producer and consumer states. The word ‘Consumer’
refers to the ‘individual or group of people who purchase or use goods and services
solely for personal use and not for manufacturing or resale.’ They are the end-users
in the sales distribution chain. The term producer refers to the person or a group of
persons who grow or make goods or supply services to acquire profit from it. We
categorised the Indian states into consumer and producer states. The states that
have higher consumption and inflow of goods and services from other states and
import from abroad rather than the production within the state are termed consumer
states. The states that have more industrial and manufacturing units and more exports
than their consumption through interstate transactions and imports from other
countries are termed the producer states. Some states depend upon other states and
countries for production purposes rather than for consumption purposes. This
further leads to value additions and manufacturing finished products for exports
and interstate sales. The manufacturing sector helps to increase state GDP. Thus, it
again becomes more complex to define consumer and producer states.

The term “consumer state” and “producer state” in India refers to the relative
contribution of a state to consumption and production within the national economy.
It’s important to understand that this distinction is not binary, and many states have
significant roles in both aspects. However, some states tend to lean more towards
one than the other. According to the consumption patterns, Kerala, Telangana, Tamil
Nadu, Haryana, and Karnataka can be categorised as consumer states, and the
producer states include Maharashtra, Uttar Pradesh, Tamil Nadu, Karnataka, and
Gujarat.

Here’s a breakdown of consumer and producer states in India:
Consumer States:
The states with large populations and high levels of urbanization will always have

a high demand for goods and services. Their production sectors might not be
sufficiently developed to meet these demands, leading to reliance on imports and
products from other states. Kerala is said to be a consumer state as the state has
foreign remittances, and the production of the state is low. The state depends on
other states and imports for consumption. The amount of money circulating in the
state is high, per capita income2 will be high when compared to other states, and the
production will be low. So, the consumption patterns will always be high due to the
availability of money.

2 Table 1 shows the per capita state income of the states showing the difference in the ability
to consume.

Integrated Goods and Services Tax Apportion Between Centre and States:
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TABLE 1: PER CAPITA NET STATE DOMESTIC PRODUCT3

(Constant Prices) (Concld.)
State/Union Base: 2011-12
T e r r i t o r y

2 0 1 7 - 1 8 2 0 1 8 - 1 9 2 0 1 9 - 2 0 2 0 2 0 - 2 1 2 0 2 1 - 2 2 2 0 2 2 - 2 3

G o a 3 0 8 2 9 6 3 0 8 7 5 3 3 1 3 9 7 3 2 9 8 5 2 7 3 1 0 2 0 1 -

Delhi 2 5 2 9 6 0 2 5 7 5 9 7 2 6 0 5 5 9 2 3 4 5 6 9 2 5 2 0 2 4 2 7 1 0 1 9

S i k k i m 2 3 2 4 8 3 2 4 0 7 4 3 2 4 8 6 9 1 2 3 7 2 1 2 2 4 6 5 2 6 2 5 9 9 3 8

C h a n d i g a r h 2 1 8 2 0 1 2 2 7 2 3 1 2 3 9 2 8 9 2 0 9 3 6 8 2 1 9 7 7 8 -

H a r y a n a 1 5 6 2 0 0 1 6 9 6 0 4 1 7 0 6 1 6 1 5 5 7 5 6 1 7 2 6 5 7 1 8 1 9 6 1

G u j a r a t 1 4 3 6 0 4 1 5 4 8 8 7 1 6 4 0 6 0 1 5 6 2 8 5 1 7 0 3 8 4 -

K a r n a t a k a 1 4 0 7 4 5 1 4 9 0 2 4 1 5 6 0 8 6 1 4 9 0 3 0 1 6 4 4 7 1 1 7 6 3 8 3

Andaman & 1 4 5 5 6 2 1 5 4 2 3 3 1 6 1 5 6 4 1 4 6 9 9 5 1 6 3 1 3 8 -
Nicobar Islands

T e l a n g a n a 1 3 1 5 0 3 1 4 6 7 7 7 1 5 3 2 8 6 1 4 0 7 0 3 1 5 8 2 0 2 1 6 9 0 0 6

P u d u c h e r r y 1 3 4 9 3 4 1 5 5 4 6 6 1 5 3 1 6 6 1 3 5 5 8 6 1 5 5 2 4 6 -

Tamil Nadu 1 3 3 0 2 9 1 4 1 8 4 4 1 4 4 8 4 5 1 4 3 4 8 2 1 5 4 5 5 7 1 6 6 7 2 7

U t t a r a k h a n d 1 4 8 0 1 1 1 5 0 1 7 9 1 5 0 8 2 0 1 3 7 9 8 7 1 4 9 0 1 5 1 5 8 2 4 5

K e r a l a 1 3 7 1 8 1 1 4 7 3 4 7 1 4 7 9 5 1 1 3 2 5 3 1 1 4 8 8 1 0  

H i m a c h a l 1 2 9 3 0 3 1 3 6 2 9 2 1 4 0 9 4 4 1 3 4 1 1 1 1 4 3 6 3 9 1 5 2 3 7 6

Pradesh

M a h a r a s h t r a 1 3 7 8 0 8 1 4 0 7 8 2 1 4 2 2 1 1 1 2 7 9 7 0 1 3 8 4 9 0 -

Mizoram 1 1 7 2 7 2 1 1 9 0 2 2 1 3 0 7 4 1 1 1 6 2 2 9 1 2 9 7 8 5 -

P u n j a b 1 1 0 8 5 7 1 1 5 5 9 2 1 1 8 4 8 7 1 1 3 0 2 5 1 1 8 2 2 7 1 2 3 6 1 4

A n d h r a 1 0 3 1 7 7 1 0 8 8 5 3 1 1 0 5 8 7 1 0 5 8 8 0 1 1 7 4 6 4 1 2 3 5 2 6
Pradesh

A r u n a c h a l 9 4 0 0 1 9 9 5 7 0 1 1 3 0 8 1 1 0 6 0 0 2 1 1 1 7 7 6  
Pradesh

T r i p u r a 7 5 0 2 0 8 2 3 1 3 8 3 9 8 5 7 9 1 2 3 8 5 2 1 0 9 1 8 5 3

O d i s h a 7 1 0 3 2 7 5 4 2 1 7 6 4 6 2 7 3 3 5 7 8 1 1 7 8 8 7 3 6 1

R a j a s t h a n 7 3 5 2 9 7 3 9 7 5 7 6 6 4 3 7 3 1 4 0 8 0 5 4 5 8 6 1 3 4

C h h a t t i s g a r h 6 8 3 7 4 7 5 4 3 8 7 6 7 4 9 7 3 2 5 9 7 8 3 7 7 8 3 5 1 1

Jammu & - - 6 8 4 3 7 6 5 4 4 4 7 2 5 7 4 7 7 8 9 1
Ka sh m ir - U .T .

N a g a l a n d 6 6 8 1 3 7 0 2 1 8 7 3 3 6 1 6 8 2 7 2 7 0 0 2 0 -

West Bengal 6 4 0 0 7 6 8 1 9 5 6 9 5 5 9 6 3 5 6 2 6 9 8 9 0 7 5 5 6 1

A s s a m 5 7 8 3 5 5 9 9 4 3 6 1 5 1 9 6 1 3 0 4 6 5 7 2 6 6 9 8 2 6

M e g h a l a y a 5 8 4 9 3 6 0 1 3 2 6 1 7 5 5 6 0 5 2 2 6 3 2 9 5 6 5 1 1 4

3 Arranged in ascending order of per capita income of 2021-22
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M a d h y a 5 4 8 2 4 5 9 0 0 5 6 0 4 5 2 5 6 3 2 0 6 1 5 3 4 6 5 0 2 3
Pradesh

J h a r k h a n d 5 2 2 7 7 5 6 1 3 3 5 5 6 5 8 5 1 4 6 4 5 6 5 5 9 6 0 0 3 3

M a n i p u r 5 1 2 1 1 4 8 1 0 6 4 9 2 6 7 4 4 4 4 9 4 9 6 0 2 -

Uttar Pradesh 4 1 7 7 1 4 2 3 3 3 4 3 0 6 1 3 9 7 3 5 4 3 4 2 0 4 7 0 6 6

B i h a r 2 6 7 1 9 2 9 0 9 2 2 9 7 9 8 2 6 8 2 0 2 8 6 7 9 3 1 2 8 0

-: Not Available. * : Relates to Jammu & Kashmir and Ladakh..
Source: National Statistics Office, Ministry of Statistics and Programme Implementation,

Government of India

Producer States:
The states with strong agricultural, industrial, or mineral resource bases will

contribute significantly to India’s overall output. Their populations might be smaller
or less urbanized, leading to lower internal consumption compared to production.
The availability of resources to the individuals will be less that is, the per capita
income of the individuals in the state will be low4.

This classification is not absolute and can vary depending on the specific sector
or product being considered. Some states might be major producers of one
commodity but consumers of another. There’s also a growing trend of states focusing
on developing both production and consumption within their borders, leading to a
more balanced internal economy. The other factors are good infrastructure like roads,
railways, and ports, which can facilitate the movement of goods and services,
impacting both consumption and production. Industrial and agricultural policies
adopted by state governments can influence the development of production sectors
within their states. Regional tastes and preferences can also influence the demand
for certain goods and services. Then, let us assume that the states with less production
patterns in comparison with other states with higher per capita production when
compared with the other states depend on the higher producing states and imports.
In both cases, that is, interstate purchase and import, the consuming states are
beneficiaries in terms of tax under the GST regime.

A state’s capability to consume is also a major factor in making it a consumer
state. Through the lens of Amartya Sen’s Capability Approach, Kerala has a population
that seeks a high quality of life and has the capability to improve it. Quality of life is
measured by functioning and capability. Functioning is a state of being and doing,
such as being well-nourished and having shelter (Sen,2001). As the per capita income5

and the equality among the people is high in Kerala; the human welfare of the state is
remarkable. The people can achieve their lives, and they have the right and freedom
to do so. By looking at consumption patterns alongside per capita income, we can
gain a better understanding of how effectively income translates into capabilities.
Consumption patterns can differ across states due to factors like climate, cultural
preferences, and availability of goods. In the case of Kerala, the state has high literacy
and prefers white-collar jobs or getting jobs abroad. Even though the state has good
climate conditions for agricultural production, the labour in the state does not prefer
agriculture as an income-generating activity. The state also does not have enough
raw materials for industrial production. So, the state mostly depends on services

4 Comparison in the Table 1
5 See Table 1

Integrated Goods and Services Tax Apportion Between Centre and States:
Kerala as a Case Study



183

and foreign remittances. The state has facilities for free, easy, and efficient movement
of goods from other states and is in proximity to the major producer states. So, the
goods are available easily.

Table 2: Average MPCE6 for each State/UT in 2022-23
States/UT              State/UT Average MPCE (Rs.)

Rural Urban Total

Chandigarh 7 , 4 6 7 12 ,575 20,042

Sikkim 7 , 7 3 1 12 ,105 19 ,836

Andaman & N Islands 7 , 3 3 2 10,268 17 ,600

Goa 7 , 3 6 7 8 , 7 3 4 1 6 , 1 0 1

Delhi 6 , 5 7 6 8 , 2 1 7 1 4 , 7 9 3

Puducherry 6,590 7 , 7 0 6 1 4 , 2 9 6

Arunachal Pradesh 5 , 2 7 6 8,636 1 3 , 9 1 2

Himachal Pradesh 5,561 8,075 1 3 , 6 3 6

Kerala 5,924 7 , 0 7 8 13,002

Telangana 4,802 8,158 12,960

Tamil Nadu 5,310 7 ,630 12 ,940

Mizoram 5,224 7,655 1 2 , 8 7 9

Haryana 4,859 7 , 9 1 1 1 2 , 7 7 0

Tripura 5,206 7,405 1 2 , 6 1 1

Karnataka 4 , 3 9 7 7 , 6 6 6 12 ,063

Punjab 5,315 6,544 11 ,859

Andhra Pradesh 4,870 6 , 7 8 2 1 1 , 6 5 2

Uttarakhand 4 , 6 4 1 7,004 1 1 , 6 4 5

Nagaland 4 , 3 9 3 7,098 1 1 , 4 9 1

Lakshadweep 5,895 5,475 1 1 , 3 7 0

Maharashtra 4,010 6 , 6 5 7 1 0 , 6 6 7

Dadra & Nagar Haveli and 4 , 1 8 4 6,298 10,482
Daman & Diu

Jammu & Kashmir 4 ,296 6 , 1 7 9 10,475

Gujarat 3 , 7 9 8 6 , 6 2 1 1 0 , 4 1 9

Ladakh 4,035 6,215 10,250

Rajasthan 4 , 2 6 3 5 , 9 1 3 1 0 , 1 7 6

Meghalaya 3 , 5 1 4 6 , 4 3 3 9 , 9 4 7

West Bengal 3 , 2 3 9 5 , 2 6 7 8,506

Assam 3 , 4 3 2 6 , 1 3 6 9,568

Uttar Pradesh 3 , 1 9 1 5,040 8 , 2 3 1

6 Monthly Per Capita Consumption Expenditure (MPCE). Table arranged in ascending order
of total per capita income.
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Manipur 4,360 4,880 9,240

Bihar 3 ,384 4 , 7 6 8 8,152

Odisha 2,950 5 , 1 8 7 8 , 1 3 7

Madhya Pradesh 3 , 1 1 3 4 , 9 8 7 8,100

Jharkhand 2 , 7 6 3 4 , 9 3 1 7 , 6 9 4

Chhattisgarh 2,466 4,483 6,949

All-India 3 , 7 7 3 6,459 1 0 , 2 3 2
Source: MPCE data, NSSO, Ministry of Statistics and Programme Implementation,

Government of India. https://mospi.gov.in/publication/national-accounts-statistics-
2 0 2 4

The consumption rate will be higher when the per capita income increases. As the
per capita income of states like Kerala is high, the consumption of goods and services
will be higher. As per the statistical data, Kerala ranks only third in terms of per
capita income, after Haryana and Maharashtra (Khanna,2020).   Kerala has 2.5% of
India’s total population, and 10% of the total consumption is by the state of Kerala
(Padma et al.,2018). Even though the size and population of Kerala are very small
compared to other states, the state’s per capita income is almost similar to larger
states with high populations. It shows that the income of the state and the per capita
income are much higher. According to NSSO, Kerala is enjoying higher per capita
consumption as well.7 Thus, we can conclude that people in Kerala can consume
more, and the behaviour of the people is also based on consumerism8.Kerala has one
of the highest monthly per capita consumption expenditures (MPCE) in India, both
in rural and urban areas. Data suggests that, currently, there might not be any state
with a consistently higher MPCE than Kerala. Punjab is another state known for
relatively high MPCE, though Kerala might edge it out slightly. Most other major
Indian states likely have a lower MPCE than Kerala. This could be due to Lower per
capita income compared to Kerala and less reliance on foreign remittances, which
can boost disposable income in Kerala.

Let us discuss the relationship between Consumer states and IGST. Consumer
states are supposed to get a higher amount of IGST apportionment, whereas political
differences always lead to conflict among the states and centers. When the finance
commission shares the funds with the states, it will consider the criteria of sharing
based on the land area, forest, income gap, demographic features, and so on (Table
2). Consumer states like Kerala lag due to their lower population and land area. The
non-sharing or partial sharing of funds, not considering the state’s developmental
activities, always leads to a rift between the centre and the state.

When a good is purchased from the state of Tamil Nadu and brought to Kerala, the
consumer is in Kerala, and the consuming state is supposed to levy a tax. The share
of IGST is for the state of Kerala as per the IGST Act. The amount of consumption in
this way in Kerala is very high. So that it can be categorised as a consumer state.
However, in terms of IGST apportionment, the state lags behind the amount of funds
from the centre, and there is a conflict between the centre and the state. The then
Kerala finance minister Dr. Thomas Issac backed the GST Bill, expecting a benefit

7 Refer Table 2
8 Cambridge Dictionary defines Consumerism as “the situation when too much attention is

given to buying and owning things”.
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from it (Indian Express,2016 June 18). But later on, the Kerala state found it difficult
to get the IGST funds as the state had political differences with the centre, and this
conflict led to the state’s inability to get IGST apportionment. Later on, Thomas Issac
stated that it was “High time that we visited the GST” to allow flexibility for states
(The Hindu,2022, June 15)

This has been a ground of conflict after the implementation of GST. The
apportionment of the IGST revenue is a topic of conflict between the centre and the
states, especially for southern and non-BJP states. One among them, which takes the
issue to parliamentary debates, is the state of Kerala. The issues raised by Kerala on
the grounds of IGST are based on the total IGST settlement that the centre has given
to the states and the annual growth rate of the IGST settlement of Kerala between FY
2017-18 and 2022-23. These problems should be analysed to find the position of a
consumer state in IGST settlement, the need for IGST apportionment in the GST
regime, and fiscal federalism in the GST regime.

States’ IGST Settlement

IGST Apportionment- What Act provides
According to GST rules, IGST has to be shared between the Centre and the states

in a 50:50 ratio. Whatever tax is levied in the interstate trade should be shared
between the state and the Centre. The apportionment is done in such a way that state
A consumes a good from State B, the tax is levied from state A, and the Centre shall
share the IGST collected with state A and state B has no claim in it as the producers
are getting an input tax credit. It means that IGST is not levied from state B.

GST was initiated in FY  2017-18, and the situation of IGST and GSDP of the states
is explained by the study conducted by the Gulati Institute of Finance and Taxation.
The study took 20 states’   IGST -GSDP ratios and found that the ratio varies from 0.5
percent for Gujarat to 1.57 percent for Bihar. With the average being 0.99 in IGST
collection, Gujarat ranks 16th in IGST-GSDP ratio. Bihar, on the other hand, places
11th in the IGST collection and ranks first in the IGST ratio. Total GST -GSDP for the 20
states ranges from 2.15 percent (Madhya Pradesh and Andhra Pradesh) to more than
3 percent (Goa and Maharashtra); the average is 2.48 percent. From 2017-18 to
2019-20, Bihar, Kerala, Uttar Pradesh, Andhra Pradesh, Madhya Pradesh, and Assam
had more IGST remittances. On the other hand, SGST in TGST from 2017-18 to 2019-
20 is higher in states like Haryana, Gujarat, Maharashtra, Chhattisgarh, and Jharkhand
(Dash & Ramalingam,2021).

TABLE 4: The Centre’s IGST settlement from 2017-20239

States 2017-2018 2018-2019 2019-2020 2020-2021 2021-2022 2022-2023

Maharashtra 11,832.15 19,063.70 20,690.79 17569.09416 29958.58357 39726.63071

Uttar Pradesh 12,495.91 21,231.13 24,363.18 21580.32187 29875.56487 36674.52284

Karnataka 8,027.50 13,600.07 15,703.45 14995.50757 22434.81916 27976.73369

Telangana 5,829.42 10,169.04 10,434.08 10511.82232 14627.04772 20136.78188

TN 7,402.99 12,425.95 13,000.09 11213.23696 16887.62192 20008.36788

9 Arranged in ascending order of IGST settlement for the year 2022-23.
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Gujarat 5,042.45 6,805.21 7,449.73 5996.594618 13045.22896 18433.75175

Rajasthan 5,125.81 9,392.21 9,422.01 8907.50466 13674.07387 18341.43658

West Bengal 5,323.93 9,216.88 10,069.00 9343.661604 12323.52699 16300.88996

Madhya Pradesh 4,383.20 8,931.99 9,927.02 9082.714034 12082.66633 15975.29518

Kerala 6,064.99 10,114.96 9,933.42 9343.04379 12690.76315 15886.20943

Andhra Pradesh 5,161.06 9,662.54 10,515.31 9284.657869 12666.25863 15207.48062

Bihar 3,831.96 8,368.06 9,458.70 9603.454933 12305.99602 15105.49169

Haryana 1,641.63 3,876.65 4,933.31 6117.120628 8696.040343 11828.86083

Punjab 3,664.00 5,817.17 6,565.90 5721.59108 8646.567052 10845.19797

Assam 1,977.90 3,867.32 4,309.07 4153.284258 5513.79834 7097.460597

Odisha 2,377.335506 3,581.47 4,295.10 4479.725043 3548.16148 4715.66

Chhattisgarh 1,281.33 1,926.47 2,043.917461 1923.043501 2113.246033 3471.52

Jharkhand 1,093.90 2,080.14 2,663.03 2520.59893 2818.472923 3283.263553

Source: GST portal.https://www.gst.gov.in/download/gststatistics

Table 5 shows the IGST settlement of the states from FY 2017-18 to 2022-23. As
per the nature of the GST as a destination-based tax, consumer states will likely have
high tax revenues, and the producing states will have low revenues. In contrast, the
table shows that the producer states like Maharashtra and Karnataka are getting
IGST settlement amounts higher than or equal to Kerala. Maharashtra, Karnataka,
and Uttar Pradesh are known for their high production percentages and lower
consumption expenditures. As per the rules of the IGST settlements, the IGST revenue
should be higher for consumer states than the producers. It is clear from the statistics
that the producers are getting a higher amount of IGST settlement, and the southern
states, including Kerala, the largest consumer state, are having less IGST settlement.
Likewise, the states of Punjab and Haryana have more consumption than Kerala.
These states also have fewer IGST shares. The basic principle of destination-based
taxation is violated for these states while dividing the IGST. However, the division of
revenue should be purely based on the economic conditions and transactions.
Otherwise, it will not only affect the relations between the centre and the state but
also the economic conditions of the states.

State of Kerala on IGST Settlement
As mentioned earlier, a consumer state needs to get the IGST settlement as it is

the only source of revenue from indirect taxes. Kerala was the first state to revamp
the tax department for the introduction of GST. It is also expected to have an increase
in revenue through IGST due to its consumer culture. The state is more concerned
about welfare and the skilled human capital. The manufacturing and the agricultural
sectors are much less than the service sector.

TABLE 5: Annual Growth in IGST Settlement of Kerala
Year Annual Growth Rate of IGST Settlement

2017-18 —

2018-19 66.77620243

Integrated Goods and Services Tax Apportion Between Centre and States:
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2019-20 -1 .794767354

2020-21 -5.94333281

2021-22 35.83114278

2022-23 25.17930752

Source: Author’s analysis of data from the IGST settlement data provided in GST portal10

Table 6 shows the annual growth in the IGST settlement of Kerala. During the
COVID period, from 2019-20 and 2020-21, the IGST settlement was reduced, and
the IGST increased after in the 2021-22 period. Graphically represented below (Figure
2).

 FIGURE 2: Annual Growth rate of IGST Settlement

Finance Minister on Kerala’s Query

On February 14, 2023, M.P. N. K. Premachandran demanded that the Union
Finance Minister disclose the IGST settlement details for Kerala (The Times of India,
February 15, 2023). The finance minister Balagopal also claimed Rs.750 crore is due
in IGST. In the Parliament, the Union Finance Minister defended the question by
remarking that Kerala has not yet produced AG’s certificate for the past five years for
GST compensation (Mathrubhumi, Feb 14, 2023). Here comes the complexities and
confusion regarding the new tax regime and law. A study conducted by the Gulati
Institute of Finance and Taxation also found that the Union Government is showing
discrimination in sharing IGST with the states (Khanna,2020). Thus, revenue sharing
is becoming more political than economic. Members of Parliament and the State
Finance minister had a conflict in this parliamentary deliberation as the deliberation
was over compensation. Kerala has no dispute over compensation, and the state
requires an answer to the IGST settlement; the deliberation was based on the
expenditure review committee of the state that found that each year, Kerala is losing
Rs.25000 crore in IGST. The conflict arose between members of parliament and the

10 Annual Growth Rate of IGST over years mentioned in the table. Calculated by finding
the difference between IGST settlements the current year and previous year
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state finance minister as the state still needs to file AG-attested audit statements with
the union government, and the expenditure review committee report was not tabled
in the assembly at this time. Later, a report was tabled showing 25000 crores loss.
But in this report, the data on refunds, Input tax credits, returns, and leakages are
not included.  After deducting all these from 25000 crores, only 30-35 % of the total
amount will be the actual claim.  Both the union and the state government had
communication problems vis-a-vis IGST, and there are some issues in understanding
the IGST settlement and the GST compensation for the states.

Conclusion
The state of Kerala experiences discrimination on the grounds of IGST settlement

due to political differences and conflicts with the central government. On the other
hand, there are problems in the communication of the states with the centre vis-à-
vis the attested IGST report submission and the non-discussion of the matters of the
expenditure review committee report. In addition to that, the administrators and
the government are confused about the laws and procedures in the GST regime.
Delayed settlement is also creating problems in centre-state relations. The delayed
IGST settlement for Kerala was due to the delayed submission of the expenditure
committee report, and the published expenditure committee report also claims more
IGST than the actual IGST settlements. The refunds, input tax credits, returns, and
leakages are not deducted from the IGST claim. The  IGST settlement declined due to
the pandemic in FY 2019-20 and 2020-21. This also affected the economic activities
of the state. Revenue, finance, and the country’s economy are affected by political
occurrences and differences than the economic activities related to the same. The
new tax policy is leading to centralisation in a federal country. The quasi-federal
nature of the country is deteriorating. As revenue is the fuel of the state administration,
the centralisation of revenue administration will affect the autonomy of the states.

The IGST settlement and the conflicts concerning this are common for South
India in general and Kerala in particular. Centre-state conflicts are rampant in India,
and the GST added to this. The complexity, non-awareness, discrimination between
North and South, and lack of coordination and communication led to the GST-related
conflicts. The two finance ministers of Kerala had differences in opinion before and
after the introduction of GST. Before the implementation of GST, the then finance
minister Dr. Thomas Issac argued that GST would be beneficial to the consumer
states like Kerala, but later on he corrected his statement and pointed out the political
differences and ideological differences will affect the GST shares that the centre
apportions. The data shows that Kerala is getting a greater amount of IGST
apportioned than the producer states like Maharashtra and Karnataka. The
representation of the GST council and the parliament is also a problem related to
this. The representation based on the population reminds us that South India will
have less than five representatives as the population of the south is declining day by
day. On the other hand, the north has an increasing population growth rate. The
parliament has authority over the tax policies, and the declining representation of
the south will further worsen the sharing of the funds. The finance commission shares
the revenue based on the population, area, forest, and ecology. The population and
area of the states cannot determine the revenue generation due to its consumption
behaviour. This is one of the reasons behind the less finance sharing to the southern
states as the area and the population are much lesser than the northern states.
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Kerala as a Case Study



189

References
Chakraborty,P.(2019). GST in India Simple tax in complex Federal System.Orient

Blackswan.ISBN 978-93-5287-689-1
Dash, S. & Ramalingam, N. (2021, May 5) Are States’ GST collections on track? . https://

www.thehindubusinessline.com/opinion/are-states-gst-collections-on-track/
article34491863.ece

Datey, V.S(2016). All about GST: a complete guide to new model GST law. Taxmann
Publications. ISBN: 9789386189073

Chandrasekhar, C.P & Kumar, G. (2016).GST :Fiscal Federalism in Central Polity,
Mahatma Gandhi University.

GST Portal https://www.gst.gov.in/
It’s high time we revisited GST, says Thomas Isaac:‘Lack of flexibility for States is against

spirit of Constitution’(2022,June,15).The Hindu. https://www.thehindu.com/news/
n a t i o n a l / k e r a l a / i t s - h i g h - t i m e - w e - r e v i s i t e d - g s t - s a y s - t h o m a s - i s a a c /
article65530831.ece

Jain, S. (2016). The Goods and Services Tax (GST)Regime through the lens of Fiscal
Federalism in India. ILJ Law Review, pp. 236-251.

Khanna, S. (2020). Kerala Economy: Through the lens of GST data. Kerala Economy. Vol
.1(1).Gulati Institute of Finance and Taxation.

Kishore, P. (2012). Administering Goods and Services Tax in India: Reforming the
Institutional Architecture and Redesigning Revenue Agencies. Economic and Political
Weekly,47(17), pp.84-91.

Manoj, C. G.(2016,June 18). Kerala Finance Minister Thomas Issac breaks away to back
GST. The Indian Express. https://indianexpress.com/article/india/india-news-india/kerala-
minister-thomas-issac-breaks-away-to-back-gst-2859872/

Mahure, P. (2015). Goods and Services Tax (GST) in India. gstindiaonline. Retrieved 2020,
from http://www.gstindiaonline.com.

Maxwell, J.A. (1946). The Fiscal Impact of Federalism in the United States. Harvard
Economic Studies 79, Harvard University Press, p.407

NK Premachandran defends his statement on GST, poses questions for KN Balagopal.
English.Mathrubhumi. (2023, February 14). https://english.mathrubhumi.com/
news/kerala/nk-premachandran-defends-his-statement-on-gst-poses-questions-for-kn-
balagopal-1.8309773

Padma, P., Ramaswamy, E.V., Muralivallabhan, T.V.& Thomas, A.P. (2018). Changing
Scenario of Household Consumption Pattern in Kerala: An Emerging Consumer State of
India. Social Indicators Research.135(3). pp.1-16. DOI:10.1007/s11205-016-1518-8

Rajput, N.& Talan, A. (2017). GST in India. Cybertech Publications. ISBN: 9789350535950
Ramakantan(2006). Decentralised Governance and Poverty Reduction Lessons from Kerala.

Balan,P.P. & Retnaraj,M(Ed). KILA,pp.179-197
Retnaraj (2006).Decentralised Governance and Poverty Reduction Lessons from Kerala.

Balan,P.P. & Retnaraj,M(Ed). KILA,pp.25-40
Sahoo, P; &Sarkar, A. (2013). Changing Dynamics of Centre-State Financial

Relations.YOJANA.pp.18-23.
Sen,A.(2001).Development as Freedom. Oxford University Press.p.291.ISBN

9780192893307.

MEENU B. NAIR & GIRISH KUMAR R



190

Sury, M. M. (2015). Tax System in India. Evolution and Present Structure. New Century
Publications.pp.257-262.

Sury, M.M. (2018). GST and fiscal federalism in India. New Century Publications. ISBN:
9 7 8 8 1 7 7 0 8 4 7 2 6

TNN / Updated: Feb 15, 2023. (2023, February 15). Kerala: Disclose IGST claims, GST
compensation details in Kerala: MP NK Premachandran: Thiruvananthapuram News -
Times of India. The Times of India. https://timesofindia.indiatimes.com/city/
thiruvananthapuram/disclose-igst-claims-gst-compensation-details-in-kerala-mp-nk-
premachandran/articleshow/97940294.cms

Integrated Goods and Services Tax Apportion Between Centre and States:
Kerala as a Case Study


