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GST redesign after 8-Years: A structural reform to boost growth

The announced GST simplification is a major reform, in our view, making India’s indirect tax 

structure one of the cleanest globally. If all items at 12% move to 5%, and items at 28% to 

18%, GST receipts would fall 8.5% (Rs1.8tn/year, 0.5% of GDP). This would be spread over 

FY26 and FY27, and between centre and states. FY26 revenue loss for the centre could be 

Rs450bn/yr (0.12% of GDP). Better compliance/higher volumes should offset some of that 

over time. This is not final yet but may be politically difficult to oppose. GST Council meets 

September 18-19. Some de-stocking may occur in the run-up; a fast rebound thereafter. 

Exhibit 1 - ~75% of GST tax receipts via 18% rate; avg. GST rate may fall by 1pp 

           

Source: Finance Ministry, RBI, IMF, XV Fin. Commission, GST RNR Committee, Axis Bank Research 
estimates 

The Prime Minister announced GST reforms by Diwali (25 Oct) in his Independence Day 

speech; the press release (link) mentions a two-rate structure. As per news reports (link) the 

centre has recommended to the GST Council two rates of 5% and 18%, and a 40% rate for 

sin and demerit goods, discontinuing the 12% & 28% slabs, among other procedural reforms.  

Discontinued slabs 18-20% of GST receipts; Compensation cess likely to end 
News reports (link) suggest ~99% of 12%-rated items will move to the 5% slab, and 90% of 

28%-rated items to 18%. The 28% slab is 13-15% to GST collections (Fig 2, 6), and the 12% 

slab 5-6% as per Ministry of Finance disclosure in the Lok Sabha in Dec-2024 (Fig 2, link). 

We estimate GST collections to be affected by 8.5% of FY26 budget, or Rs1.8tn/year (0.5% 

of GDP). General government revenue impact would be 0.25% in FY26 (rest in FY27), 

skewed slightly towards the central government. The effective rate may fall to 10.3% (Fig 3). 

Laffer curve benefits on higher slabs; clean structure to lower compliance costs 

We expect the short-term revenue loss to be offset over time by improvement in compliance 

for goods in the two discontinued slabs (more for the 28% slab), helping lift the GST to GDP 

ratio (Fig 4). A 7-10% fall in prices should also boost volumes in some of these categories.  

Procedural changes recommended by the centre can also simplify the filing burden: some 

reports (NIPFP VAT study) note that India has very high GST return filing burden; smaller 

firms are disproportionately impacted (link). The compensation cess (Rs1.6tn/yr, Fig 5), was 

anyway to be discontinued post FY26. Revenue loss may be minimal: cess on cigarettes and 

coal may persist, and other items (like large cars, sugary drinks) would shift to the 40% slab.  

Only the first step: federal politics and channel inventory uncertainty ahead 
Rates are to be finalised by the GST Council (needs 75% of votes, though all but one 

decisions thus far have been by consensus), most likely in the September 18-19 meeting. The 

decisiveness of the announcement, especially the promise of price cuts for consumers 

should reduce political pushback from states. However, some states may lose more revenue 

than others and are likely to resist. Separately, near-term there is likely to be some economic 

disruption as the channel may now be reluctant to build inventory ahead of Diwali in 

categories seeing rate cuts. Post the cuts the economic momentum should pick up sharply.
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Exhibit 2 - The discontinued slabs account for 18-20% of GST 

 

Exhibit 3 - Effective GST rate may fall by another 1pp 

 

GST rate slab Share of revenue 

5% 6-8% 

12% 5-6% 

18% 70-75% 

28% 13-15% 

Others 1-2% 
 

 

 

Source: Lok Sabha proceedings (2 Dec 2024), Axis Bank 
Research 

 Source: RBI (2019), Media reports, Axis Bank Research 

 

Exhibit 4 - As % of GDP, the decline may be <15bps  

 

Exhibit 5 - Discontinuation of compensation cess is likely too 

 

 

 

Source: GSTN, Axis Bank Research  Source: CGA, Axis Bank Research 
 

Exhibit 6 - Removal of 12% slab may spur non-food spending 

 

Exhibit 7 - GST revenue loss breakdown by sectors 

 

 

 

Source: S. Mukherjee (NIPFP, 2025), Axis Bank Research  Source: Axis Bank Research estimates  
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