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5.1 Introduction:

The introduction of the Goods and Services Tax (GST) in India marks one of the most
significant economic reforms in the history of the country since its independence. Aimed at
unifying a fragmented tax system, GST replaced a multitude of indirect taxes imposed by
the central and state governments with a single, comprehensive tax, thereby bringing a
paradigm shift in the way taxation is structured and administered in the Indian economy.
Enforced on July 1, 2017, after prolonged debates, consultations, and constitutional
amendments, the GST emerged not only as a tax reform but also as a bold political and
economic initiative with long-term ramifications for India’s federal structure, business
climate, and economic integration.

India, prior to GST, functioned under a complex structure of indirect taxation where
multiple levies such as excise duty, service tax, VAT, central sales tax, octroi, entry tax, and
luxury tax coexisted, each administered by different authorities at different levels of
government. This multiplicity led to cascading taxes, increased compliance burdens, and
impediments to interstate commerce. Moreover, the absence of a unified national market
contributed to supply chain inefficiencies and inflated costs of production. With the
objective of streamlining the tax architecture, enhancing transparency, curbing tax evasion,
and stimulating economic growth, GST was envisioned as a “One Nation, One Tax” system.
It encapsulates a destination-based taxation model, meaning that the tax is collected at the
point of consumption rather than production, thereby aligning with international best
practices.

The rationale behind GST was both economic and administrative. Economically, GST
promised to eliminate the tax-on-tax effect, reduce the overall tax burden on goods and
services, and improve business competitiveness. Administratively, it aimed at reducing
human interface, digitizing tax processes, and increasing accountability through the GST
Network (GSTN)—an advanced IT backbone supporting registrations, filings, payments,
and credits. Additionally, the input tax credit mechanism under GST was designed to ensure
seamless flow of credit across the supply chain, thereby discouraging tax evasion and
promoting compliance. By absorbing almost all major indirect taxes into one umbrella, GST
also sought to increase revenue efficiency and bring more entities within the formal tax net.
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The economic impact of GST must be assessed through a multi-dimensional lens. At the
macroeconomic level, GST was anticipated to boost the Gross Domestic Product (GDP) by
enhancing ease of doing business, improving tax buoyancy, and promoting domestic and
foreign investments.

On the microeconomic front, it affected businesses of all sizes from large corporations to
small and medium enterprises (SMEs) by altering their cost structures, compliance
requirements, and operational strategies. While GST brought relief to some sectors by
rationalizing tax rates, it also posed transitional challenges, especially to sectors heavily
reliant on unorganized supply chains and cash transactions.

A pivotal transformation brought by GST lies in its potential to create a unified common
market within India, thereby dismantling the economic barriers imposed by state
boundaries. Prior to GST, businesses had to deal with state-specific taxes, border checks,
and diverse compliance systems, leading to supply chain delays and higher logistics costs.
With GST, the removal of interstate check posts, harmonization of tax rates, and the
introduction of e-way bills streamlined logistics encouraged interstate trade, and reduced
transit time significantly. For a geographically vast and economically diverse country like
India, such integration is crucial for balanced regional development and competitiveness in
global trade.

However, the road to GST implementation and its ongoing evolution has not been devoid
of criticism and complications. The multiplicity of tax slabs, initial technological glitches,
delays in refunds, and compliance challenges faced by small businesses have often raised
concerns about the efficiency and equity of the new system. Moreover, the dual control
structure where both central and state governments retain powers to administer GST has
occasionally led to jurisdictional overlaps and administrative ambiguities. While GST
brought centralization in taxation, it also required unprecedented levels of coordination
between the Union and the states, making the GST Council a central pillar of cooperative
federalism.

From a social and political standpoint, GST represents a notable experiment in consensus-
driven policymaking in a federal democracy. The decisions of the GST Council, which
comprises representatives from the central and state governments, have largely been based
on consensus, setting an example of collaborative governance in India’s pluralistic
framework. However, this very structure also means that frequent changes in tax rates,
procedural rules, and exemptions driven by political considerations have sometimes
resulted in policy unpredictability, particularly affecting long-term business planning and
investment decisions.

The impact of GST on inflation and consumption patterns has also been subject to empirical
scrutiny. While GST was expected to moderate inflation by reducing cascading taxes, the
actual outcomes have varied across sectors. In the initial months, there were short-term price
increases due to compliance costs and inventory adjustments. Over time, however, the
system has begun to stabilize, with prices in certain sectors witnessing corrections, and
consumers benefitting from a more transparent tax regime.
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Furthermore, by bringing traditionally unregistered segments into the tax net, GST has
expanded the base of formal economic activities, fostering tax discipline and transparency.

An essential component of GST’s success is the digital infrastructure supporting it. The
GSTN platform represents a significant leap toward e-governance, enabling real-time data
analytics, invoice matching, and cross-verification of transactions. This has not only helped
reduce human discretion but has also strengthened the government's capacity to detect fraud,
monitor compliance, and formulate data-driven policies. Nevertheless, the digital divide in
India, particularly in rural and remote areas, remains a challenge in ensuring universal and
equitable access to GST systems.

The implementation of GST also offers important lessons for public policy reform in
developing economies. It illustrates the complexities of overhauling entrenched fiscal
systems, the need for phased transitions, and the role of stakeholder engagement in policy
acceptance. While India’s GST journey is still unfolding with continuous refinements, rate
rationalizations, and technological upgrades it undeniably stands as a bold structural reform
with the potential to reshape the Indian economy in the long run

The introduction of GST in India has been a landmark reform with far-reaching
implications. It has unified the national market, enhanced compliance, improved tax
collection, and aimed at making the economy more transparent and efficient. Despite initial
hiccups and ongoing challenges, the foundation laid by GST has initiated a transformation
that aligns India’s taxation landscape with global practices while retaining its federal
character. This chapter endeavors to explore the nuanced impact of GST across sectors,
stakeholders, and macroeconomic parameters, offering a comprehensive evaluation of its
successes, limitations, and future prospects in shaping India’s economic trajectory.

5.2 Objectives of the Study:

The introduction of the Goods and Services Tax (GST) in India represents a critical juncture
in the evolution of the country’s tax architecture and broader economic reform. As a
comprehensive indirect taxation system aimed at replacing a multitude of central and state-
level levies, GST has far-reaching implications across fiscal, commercial, and
administrative domains. The primary objective of this chapter is to undertake a detailed and
multidimensional analysis of the impact of GST on the Indian economy, contextualized
within both historical and contemporary economic frameworks.

Specifically, the objectives of the study are outlined as follows:

1. To examine the genesis and structural transformation introduced by GST within the
Indian taxation framework, particularly in relation to its role in replacing the cascading
and fragmented system of indirect taxes with a unified and streamlined taxation model.

2. To critically assess the economic impact of GST on key macroeconomic indicators,
such as Gross Domestic Product (GDP), inflation, fiscal federalism, employment,
consumption patterns, and public revenue mobilization.
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3. To analyze the sectoral effects of GST on various industries and domains, including but
not limited to manufacturing, services, agriculture, real estate, logistics, and digital
commerce, with a view to identifying differentiated outcomes across sectors.

4. To evaluate the implications of GST on the business ecosystem, especially in terms of
compliance requirements, technological adaptation, input tax credit mechanisms, and
the operational restructuring of small, medium, and large enterprises.

5. To study the evolving dynamics of cooperative federalism through the institutional
functioning of the GST Council, including an analysis of consensus-building processes,
fiscal autonomy of states, and intergovernmental coordination.

6. To assess the digitalization of tax administration under the GST regime, focusing on the
role of the Goods and Services Tax Network (GSTN) and the technological backbone
in enhancing transparency, minimizing tax evasion, and facilitating real-time
compliance.

7. To identify the transitional and ongoing challenges in the implementation of GST,
including the multiplicity of tax rates, compliance complexities, technological glitches,
and administrative burden on small businesses and state tax departments.

8. To offer pragmatic policy recommendations for optimizing the GST framework,
ensuring that it aligns more effectively with the objectives of economic efficiency,
equity, simplicity, and revenue productivity in the medium to long term.

Through these objectives, the study aims to contribute to the academic and policy discourse
on GST not merely as a fiscal reform, but as a transformative economic intervention shaping
the trajectory of India’s development.

5.3 Scope of the Study:

The scope of this study is broad, nuanced, and interdisciplinary, encompassing a wide array
of economic, administrative, institutional, and sectoral dimensions. Given the structural and
systemic nature of GST, its impact pervades various layers of the Indian economy, society,
and polity. Accordingly, the chapter seeks to maintain both depth and breadth in its
analytical approach.

1. Temporal Scope: The study encompasses a comparative analysis of the pre-GST and
post-GST regimes, covering the period from the early 2000s when indirect tax reform
discourse began in earnest to the present post-implementation period. This allows for
the examination of both anticipatory expectations and actual realizations of reform
outcomes.

2. Geographical Scope: Given India’s federal structure and regional heterogeneity, the
study adopts a pan-Indian lens while simultaneously recognizing and examining state-
specific variations in GST implementation and impact. Particular attention is paid to the
differential capacity of states to adapt to GST reforms and to the challenges faced by
economically backward and infrastructure-deficient regions.

3. Sectoral Scope: The chapter undertakes a sector-wise analysis to delineate the varied
implications of GST across primary, secondary, and tertiary sectors. Specific emphasis
is placed on labor-intensive industries, informal enterprises, organized manufacturing,
cross-border trade, and digital commerce to understand how GST has influenced
economic activities and competitiveness.
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Institutional Scope: The study evaluates the role of multiple institutions involved in
the conception, implementation, and governance of GST, including the Ministry of
Finance, the GST Council, the CBIC, state commercial tax departments, and the GST
Network (GSTN). The interplay between these institutions is analyzed to understand
the cooperative and sometimes contested nature of GST administration.

Stakeholder Scope: Multiple stakeholders are considered in this analysis, including
policymakers, state governments, large corporations, small and medium enterprises, tax
professionals, chartered accountants, technology providers, consumers, and workers.
The study aims to highlight how each group has experienced, responded to, and been
affected by the GST transition.

Thematic Scope: The themes addressed in the study range from economic
rationalization, fiscal consolidation, and transparency to social equity, ease of doing
business, digital transformation, and inter-state commerce. The chapter also explores
less-discussed themes such as the behavioral response of taxpayers, ethical dimensions
of tax compliance, and the sociopolitical economy of tax reform.

This expansive scope ensures that the study captures the multifaceted nature of GST’s
impact on the Indian economy and allows for a rigorous and holistic academic inquiry.

5.4 Significance of the Study:

The Goods and Services Tax is more than just a fiscal policy innovation it represents a
fundamental reordering of the relationship between the state and the market, the central and
state governments, and the taxpayer and the tax authority. Therefore, a detailed academic
examination of GST’s impact on the Indian economy is not only timely but also necessary
for several interrelated reasons:

1.

Contribution to Policy Development: This study provides empirically grounded
insights that can inform the ongoing evolution of GST policy. As the government
continues to recalibrate tax rates, administrative procedures, and digital systems,
evidence-based analysis becomes crucial in refining the tax system to maximize
economic and social welfare.

Understanding Structural Change: GST marks a shift from origin-based taxation to
destination-based taxation and from manual to digital compliance. Evaluating such
structural transitions enables a deeper understanding of the adaptive capacities of
various economic actors and institutions, thereby contributing to the literature on
structural reforms in developing economies.

Enhancing Tax Literacy and Public Discourse: By systematically unpacking the
complexities of GST, the study aims to improve public understanding and academic
engagement with taxation issues. This is particularly important in democracies where
fiscal transparency and taxpayer awareness are prerequisites for informed civic
participation.

Filling Scholarly Gaps: While significant journalistic and policy commentary has
accompanied the rollout of GST, there is a relative paucity of in-depth academic studies
that comprehensively evaluate its long-term impacts across sectors and states. This
study seeks to fill that scholarly void through rigorous, data-informed, and conceptually
robust analysis.
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Framework for Comparative Studies: India’s experience with GST has global
relevance, particularly for federal economies grappling with tax harmonization. The
lessons drawn from India’s challenges and innovations may provide valuable
comparative insights for scholars and policymakers in other jurisdictions.

Promoting Equitable and Inclusive Growth: The study considers not only economic
efficiency but also issues of distributive justice. By assessing how GST has affected
different income groups, regions, and enterprises, the research contributes to the
discourse on inclusive growth and equitable taxation in a diverse economy like India.
Strengthening Democratic Institutions: Through its analysis of the GST Council and
intergovernmental relations, the study evaluates how institutional innovations can
promote consensus-building, fiscal accountability, and cooperative governance in a
multi-tiered polity.

Long-Term Economic Vision: Finally, the significance of this study lies in its potential
to inform India’s long-term economic vision. As the country aspires to become a $5
trillion economy, tax efficiency, revenue stability, and market integration will play
critical roles. GST, as a foundational pillar of that vision, warrants continuous academic
scrutiny and policy refinement.

5.5 Literature Review:

The introduction of the Goods and Services Tax (GST) in India marked one of the most
ambitious and comprehensive fiscal reforms undertaken since independence. It aimed to
unify India’s complex and multi-layered indirect taxation structure into a single, coherent
system.

The academic exploration of the impact of GST on the Indian economy spans multiple
disciplines, including public finance, economics, business studies, and administrative
policy, thereby offering a rich corpus of empirical and theoretical insights.

Theoretical Foundations and Historical Context:

GST is grounded in the principles of value-added taxation (VAT), which seeks to tax
value addition at each stage of the supply chain while allowing seamless credit for taxes
paid on inputs. As Keen and Lockwood (2010) argue, the VAT system is globally
regarded as an efficient mechanism for indirect taxation, minimizing distortionary
effects and promoting revenue stability. In India, the transition to GST represented not
merely a change in tax rates or collection procedures but a fundamental restructuring of
the federal fiscal framework. As Rao and Rao (2020) suggest, it entailed a redefinition
of intergovernmental fiscal relations, with the GST Council emerging as a unique
institutional innovation embodying cooperative federalism.

Macroeconomic Impact of GST:

Multiple scholars have explored the macroeconomic implications of GST on GDP
growth, tax buoyancy, and inflation. According to Bhanu Murthy, Bose, and Choudhury
(2017), GST is expected to positively impact GDP growth by reducing transaction costs,
improving supply chain efficiencies, and promoting formalization of the economy.
Their model-based analysis predicts a 1-2% increase in GDP growth over the medium
term due to GST-induced productivity gains. In contrast, Kumar and Ranjan (2021)
conduct an econometric analysis of inflation trends post-GST implementation and find
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that while the initial period saw price volatility in essential commodities, the long-term
inflationary impact was muted due to the availability of input tax credit (ITC) and rate
rationalization efforts. Their study emphasizes the role of policy continuity and
administrative clarity in stabilizing the tax regime’s macroeconomic outcomes.
Revenue Collection and Fiscal Federalism:

One of the central aims of GST was to enhance revenue generation through the
widening of the tax base and the reduction of tax evasion. Purohit (2020) provides a
longitudinal analysis of GST revenue trends and notes that while initial collections fell
short of expectations, subsequent quarters exhibited steady growth due to improvements
in compliance and the integration of digital tools like the e-way bill and GSTR return
filings. He underscores the need for further simplification and timely settlement of
IGST (Integrated GST) to improve fiscal predictability for both the Centre and the
States.

Mukherjee (2019) explores the implications of GST on state finances, arguing that the
compensation mechanism, though well-intentioned, creates moral hazard problems and
fiscal uncertainty. The temporary nature of the compensation css, intended to offset
revenue losses for five years, necessitates a rethinking of the fiscal autonomy of states.
Mukherjee warns that without a stable and predictable revenue-sharing formula, GST
could evolve into a centralized fiscal tool that undermines the autonomy of subnational
governments.

Compliance, Technology, and Administrative Efficiency:

The implementation of GST is underpinned by a sophisticated digital infrastructure
known as the Goods and Services Tax Network (GSTN), designed to ensure real-time
data flow and cross-verification of invoices. Bagchi (2018) notes that this technological
backbone has significantly reduced the scope for tax evasion, particularly through the
integration of Aadhaar and PAN in the registration process and the mandatory filing of
returns. However, he also acknowledges that the compliance burden, especially for
small traders and rural enterprises, remains high due to the complexity of filing
procedures and frequent changes in rules.

The qualitative field study conducted by Singh (2021) in tier-2 and tier-3 cities reveals
those small businesses experience “compliance fatigue,” driven by technological
illiteracy and insufficient clarity in tax classification. Singh recommends capacity-
building initiatives, simplification of forms, and a differentiated compliance regime for
small taxpayers as policy imperatives.

Sectoral Impact: Industry, Services, and Agriculture:

The impact of GST varies significantly across sectors. Chakraborty and Chakraborty
(2022) provide a comparative analysis of the manufacturing and services sectors,
revealing that while manufacturing has benefitted from reduced logistics costs and input
credit, the services sector experienced increased compliance burden due to the necessity
of state-wise registrations under GST.

The authors suggest that the multi-rate structure and sector-specific exemptions dilute
the benefits of a unified tax regime and call for a transition towards a single-rate GST
system to improve efficiency.

The agricultural sector, although largely exempt from GST, is indirectly affected due to
the taxation of inputs like fertilizers, pesticides, and machinery. This indirect burden
may translate into increased costs for farmers and supply chain distortions. According
to the findings of NITI Aayog (2019), GST has positively impacted agricultural
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logistics by reducing interstate barriers and facilitating faster movement of perishable
goods, thereby reducing post-harvest losses.

e Impact on Informal Economy and Employment:
One of the core objectives of GST was to promote the formalization of the economy.
Rao and Rao (2020) argue that GST, coupled with other policy measures like
demonetization and digital payments infrastructure, has significantly increased the
number of GST-registered taxpayers. The authors posit that this formalization has long-
term implications for productivity, credit access, and social security inclusion.
However, formalization has also resulted in short-term employment displacement in the
informal sector. Bhattacharya and Joshi (2018) analyze labor market responses post-
GST and find a decline in employment in low-skilled manufacturing units, particularly
in unorganized clusters. They caution that while formalization is desirable, it must be
accompanied by adequate social protection and retraining programs to mitigate
transitional shocks.

e International Comparisons and Lessons:
Global experiences with VAT/GST systems provide valuable comparative insights.
Keen and Lockwood (2010), in their cross-country analysis, suggest that a single-rate
GST with minimal exemptions is administratively easier and less distortionary.
Applying these lessons to India, they argue for rationalization of rates and a broader tax
base to achieve efficiency and equity. Their recommendations resonate with Indian
scholars who call for a simplified tax structure that minimizes classification disputes
and reduces litigation.

e Critical Reflections and Gaps in Literature:
While the existing literature captures a wide array of dimensions, certain gaps remain.
Most studies focus on short- to medium-term impacts, with limited long-term analyses
of GST’s structural consequences. Furthermore, there is a paucity of micro-level studies
that explore sector-specific and regional implications. The role of the informal sector,
digital adoption in compliance, and consumer behavior under GST remains
underexplored.
There is also a need for interdisciplinary research integrating political economy,
administrative law, and behavioral economics to fully comprehend the complexities of
GST implementation.
In sum, the academic literature presents a nuanced picture of GST’s impact on the
Indian economy. While the reform has undeniably enhanced tax compliance,
transparency, and economic integration, it has also introduced new challenges in terms
of administrative complexity, federal coordination, and sectoral imbalances. The long-
term success of GST hinges on continuous policy refinement, simplification of tax rates,
capacity building for small taxpayers, and empirical research to inform evidence-based
policymaking. The literature thus underscores GST as both an economic instrument and
a dynamic political process that must evolve in response to India’s diverse and changing
economic landscape.

5.6 Historical Perspective of GST in India:

The implementation of the Goods and Services Tax (GST) in India marks a watershed
moment in the country’s economic history. It is not merely a tax reform, but a structural
transformation of the Indian fiscal architecture one that attempts to overcome deep-seated
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inefficiencies in the erstwhile indirect taxation system. In understanding the broader impact
of GST on the Indian economy, it is imperative to examine its historical antecedents and the
evolution of fiscal federalism in India.

1. Colonial Foundations and Fragmented Tax Regimes:
India’s modern taxation framework has its roots in the colonial era, during which the
British introduced a range of taxes—customs duties, salt tax, excise duties, and income
tax—to generate revenue primarily for administrative and military expenditures
(Chand, 2010). However, these taxes were exploitative in nature and lacked a coherent
policy framework. Post-independence, India inherited a fractured system with a sharp
division between the powers of the Union and the States as defined under the Seventh
Schedule of the Constitution of India, 1950.
Under this constitutional scheme, the Centre was empowered to levy taxes on the
manufacture of goods (except alcohol) and services, while States were vested with the
authority to tax the sale and consumption of goods. This vertical fiscal imbalance led to
a disjointed system wherein goods and services were taxed separately, creating
distortions in the production and distribution processes (Rao & Rao, 2006).

2. Muiltiplicity of Taxes and Cascading Effects:
The period between the 1950s and 2000s witnessed the proliferation of numerous
indirect taxes at both the central and state levels. At the central level, key levies included
Central Excise Duty, Service Tax, and Additional Duties of Customs, while the states-
imposed taxes such as State VAT, Central Sales Tax (CST), Entry Tax, Octroi, Luxury
Tax, and Entertainment Tax. These taxes often overlapped in jurisdiction and
applicability, resulting in what economists describe as a “tax-on-tax” or cascading effect
(Bagchi, 2006). This not only inflated the prices of goods and services but also
adversely affected inter-state commerce and the competitiveness of Indian firms in the
global market.
Additionally, businesses were compelled to comply with multiple tax laws, filing
separate returns under different statutes, facing varying procedures for audit, appeal,
and enforcement. The lack of seamless input tax credit across the value chain led to
significant working capital blockages and discouraged formalization of business
operations (Jha, 2007).

3. Emergence of Reform Discourse in the 1980s and 1990s:
Although voices for tax reform were present since the 1970s, it was during the late
1980s and post-liberalization 1990s that the demand for comprehensive tax
restructuring gained policy traction. The indirect tax system was identified as a major
bottleneck in India’s attempt to integrate into global trade networks. The
recommendations of the Tax Reforms Committee (TRC) headed by Raja J. Chelliah in
the early 1990s highlighted the need for a value-added tax (VAT)-based system and
simplification of tax structures (Chelliah Committee, 1991).
Subsequently, the implementation of State VAT (2005) represented a critical precursor
to GST. While VAT improved transparency and facilitated tax credit within a state, it
failed to eliminate inter-state tax barriers due to the continued existence of CST and
lack of uniformity across states.

4. Kelkar Task Force and Genesis of GST Concept (2003-2005):
The conceptual foundations of GST in India were significantly shaped by the Kelkar
Task Force Report on Implementation of the FRBM Act (2004), which advocated the
need for a comprehensive GST that subsumes both central and state-level taxes. The
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report emphasized that a unified consumption-based GST would expand the tax base,
reduce compliance costs, eliminate economic distortions, and enhance revenue
buoyancy (Kelkar, 2004).
This vision was aligned with global best practices. Over 160 countries had already
implemented versions of VAT or GST, and India’s adoption was seen as a strategic
imperative to align with international trade and tax norms (Bird & Gendron, 2007).

5. Political Economy and Challenges of Federal Consensus:
Despite the conceptual acceptance of GST, its actual implementation faced substantial
political hurdles, primarily due to the complexities of India’s federal structure. States
were reluctant to relinquish their taxation autonomy and feared revenue losses. To
address these concerns, the Empowered Committee of State Finance Ministers
originally constituted for overseeing VAT implementation was entrusted with the task
of building consensus on GST.
Years of deliberations ensued, punctuated by debates over revenue compensation,
design architecture, dual control, and dispute resolution mechanisms. The journey was
marked by the successive tabling and lapsing of Constitution Amendment Bills (2011,
2014), reflecting the contentious nature of intergovernmental fiscal negotiations.

6. The Constitutional Mandate and GST Council:
A decisive breakthrough occurred with the passage of the Constitution (One Hundred
and First Amendment) Act, 2016, which created the legal foundation for GST. It
empowered both Parliament and State Legislatures to make laws on GST, thus
overcoming the earlier jurisdictional divide. It also established the GST Council, a
unique institutional innovation in Indian federalism comprising the Union Finance
Minister, Union Minister of State (Finance), and State Finance Ministers.
The GST Council emerged as the principal deliberative body to determine tax rates,
thresholds, exemptions, and modalities of implementation. Its consensus-based
decision-making model was heralded as a bold experiment in cooperative federalism
(Basu, 2017).

7. Formal Launch and Structural Features (2017):
GST was officially launched on July 1, 2017, during a midnight session of Parliament.
It subsumed over a dozen indirect taxes and cases under one tax regime. India adopted
a dual GST model, where the Centre and States simultaneously levy tax on a common
base. This includes Central GST (CGST), State GST (SGST), and Integrated GST
(IGST) for inter-state supplies.
Notably, GST in India was designed with multiple tax slabs 0%, 5%, 12%, 18%, and
28% to accommodate socio-economic diversity and revenue concerns. Essential goods
were exempted, while luxury and sin goods attracted higher rates with additional cases.
Despite concerns over rate complexity and technological readiness, GST’s architecture
integrated modern digital infrastructure through the Goods and Services Tax Network
(GSTN), enabling e-registration, e-filing, e-payment, and matching of invoices.

8. Evolution and Reformative Iterations:
Since its implementation, GST has undergone multiple structural and procedural
reforms. These include the introduction of e-way bills, e-invoicing, simplification of
return filing systems, and efforts to rationalize tax slabs. The GST Council has
continued to address sectoral grievances and compliance burdens through periodic
reviews.
While the transition posed significant short-term challenges including revenue shocks,
compliance bottlenecks, and IT glitches GST has steadily evolved into a cornerstone of
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India’s formal economic architecture. It has not only unified the national market but
also contributed to widening the tax base, improving tax compliance, and enhancing the
formalization of the economy (Ministry of Finance, 2021).

5.7 Case Studies:
Case Study 1: GST and the Indian Automobile Industry :

e Background: Before the implementation of GST, the Indian automobile sector faced a
complex tax structure involving excise duty, VAT, CST, and other local taxes, which
ranged between 26% to 45% depending on the vehicle segment (ICRA, 2017). This
created cascading tax effects, cost inefficiencies, and compliance issues.

o Post-GST Impact: With the rollout of GST, the tax burden was streamlined into a
uniform tax slab majorly 28% with additional css on luxury and high-end cars. Despite
initial confusion and price volatility, the sector benefited in several ways.

e Reduction in Logistics Costs: Streamlining of interstate logistics led to a 30%
reduction in transit time for goods (Ernst & Young, 2018).

e Inventory Efficiency: Companies like Maruti Suzuki and Mahindra & Mahindra
reported a 20-25% improvement in inventory turnover due to warehouse consolidation
post-GST (KPMG India, 2019).

e Consumer Benefit: The price of mid-range vehicles dropped slightly due to a reduced
effective tax rate. For example, Hyundai Creta’s price saw a marginal decrease of
approx. 1.5% post-GST.

e GST enhanced operational efficiency, promoted compliance, and brought long-term
benefits, although the luxury car segment faced an increased tax burden.

Citation:

1. Ernst & Young. (2018). Impact of GST on the Automotive Sector. EY India.
2. ICRA. (2017). Indian Automobile Industry: Outlook and Tax Implications.
3. KPMG India. (2019). Post-GST Industrial Performance Review.

Case Study 2: GST and Small & Medium Enterprises (SMES):

e Background: SMEs contribute around 30% to India's GDP and 48% to exports
(Ministry of MSME, 2020). Prior to GST, these businesses often operated in informal
setups to avoid taxes and remained outside the tax net.

e Post-GST Impact: The composition scheme and threshold exemptions under GST
aimed to simplify compliance. However, mixed results were observed:

e Increased Formalization: GST compelled informal SMEs to register and formalize
operations to remain part of the supply chain.

¢ [Initial Compliance Burden: According to a survey by the Federation of Indian Micro
and Small & Medium Enterprises (FISME), nearly 68% of SMEs found the initial GST
filing process challenging.

e Long-Term Growth: SMEs like Bansal Metal Works (Jamnagar, Gujarat) a brass
fitting manufacturer reported an increase in large buyer orders post-GST due to
enhanced credibility and GST compliance (Business Standard, 2019).
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Despite early hurdles, GST has been instrumental in bringing SMEs into the formal
economy, enhancing credit access, and improving long-term viability.

Citation:

1. Ministry of MSME. (2020). Annual Report 2019—2020. Government of India.
2. FISME. (2018). GST & Small Businesses: Survey Report.
3. Business Standard. (2019). “GST Forces SMEs into the Formal Economy.”

Case Study 3: GST and the E-commerce Sector:

e Background: E-commerce in India was governed by complex state-wise tax policies
before GST, resulting in logistical bottlenecks and differential pricing.

e Post-GST Impact: GST introduced Tax Collected at Source (TCS) for e-commerce
operators, and a uniform tax regime which created the following implications:

e Increased Compliance Costs: Platforms like Amazon India and Flipkart faced an
increased burden in collecting and remitting TCS, impacting seller registration and
turnover (Live Mint, 2018).

e Expansion in Tier-2 and Tier-3 Cities: With the removal of Entry Tax and Octroi, the
sector witnessed a surge in delivery reach and expansion in smaller towns.

e Boost to Logistics Startups: Firms such as Delivery and Ecom Express reported 25—
30% growth in shipment volumes post-GST due to warehouse optimization and
seamless interstate movement (PwC India, 2019).

e GST streamlined the e-commerce space, reduced inter-state inefficiencies, and
facilitated sector-wide growth despite the initial compliance friction.

Citation:
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Operators.”
2. PwC India. (2019). GST and the Indian Logistics Industry. PwC Report

Case Study 4: GST and the Real Estate Sector:

e Background: The real estate sector in India was marred by lack of transparency,
multiple indirect taxes, and significant tax cascading.

e Post-GST Impact: GST brought the following transformations:

e Transparent Pricing: Input tax credit (ITC) allowed builders to pass tax benefits to
buyers, although ITC was later restricted for under-construction properties in 2019.

e Impact on Property Prices: A report by Knight Frank India (2020) showed that in
cities like Pune and Bengaluru, under-construction property prices saw an average
reduction of 3-5% post-GST.

e Developer Response: Leading firms like Godrej Properties and Prestige Group
adjusted project pricing and sales models to accommodate GST transitions.

e While GST aimed to enhance transparency and reduce corruption in real estate, the
sector’s overall benefit was diluted by ITC policy changes and buyer confusion.
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Case Study 5: GST and the Textile Industry:

e Background: The textile sector, one of India’s oldest and most employment-intensive
industries, had a partial exemption from indirect taxes in the pre-GST era, especially in
the unorganized sector.

e Post-GST Impact: Formalization: Over 1.2 million textile firms registered under GST
within the first year, leading to improved documentation and accountability (Textile
Ministry Report, 2018).

e Credit Chain Benefits: Organized players like Raymond, Arvind Mills, and Vardhman
Textiles reported enhanced working capital due to ITC and better tax refund
mechanisms.

e Export Impact: Initially, delays in GST refunds disrupted exports, particularly from
Surat and Tirupur textile hubs. However, reforms in 2018 streamlined refund processes.

e GST helped transform the textile sector into a more formalized and competitive space,
though transition pain was visible in export-heavy clusters.
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5.8 Current Trends & Analysis:

The Goods and Services Tax (GST) marks one of the most ambitious tax reforms in India's
post-independence economic history. Designed as a comprehensive destination-based
indirect tax, GST subsumed a variety of central and state levies including excise duty,
service tax, VAT, and octroi, among others. The key objective was to remove the cascading
effect of multiple taxes, foster a unified national market, increase tax compliance, and
promote ease of doing business.

With over seven years since its rollout, GST’s structural evolution and its impact on the
Indian economy offer a rich ground for analysis. This section delves into current trends
across multiple dimensions revenue generation, tax base formalization, sectoral shifts,
compliance behavior, interstate fiscal dynamics, and comparative global perspectives
supported by the latest data and scholarly interpretations.

1. GST Revenue: One of the most visible indicators of GST’s maturing is the upward
trajectory of gross GST revenue collections. Monthly revenues have consistently
crossed 1.4-1.6 lakh crore since mid-2022. The Union Finance Ministry reported that
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the average monthly GST collection in FY 2023-24 stood at X1.51 lakh crore, a notable
increase from X1.23 lakh crore in FY 2021-22. This upward trend reflects:

Broadened Tax Base: More businesses are entering the formal system, driven by
the need to avail input tax credits and comply with statutory thresholds.

Reduced Evasion through Digitization: Introduction of e-invoicing (mandatory
for businesses with turnover above 5 crore as of 2023) and AI-driven analytics by
GSTN has significantly reduced fraudulent invoicing practices.

Improved Tax Administration: The integration of customs, direct tax databases,
and third-party financial data with GSTN has enabled authorities to detect
mismatches and enforce compliance more efficiently.

Moreover, increased revenue buoyancy in GST collections has allowed the
government to maintain fiscal discipline while also enhancing its capacity to
allocate more funds toward public infrastructure, healthcare, and education.

Growth in Taxpayer Base and Formalization of the Economy: One of GST’s most

transformative effects is the acceleration of economic formalization. As per official
data, the number of registered taxpayers has surged from around 60 lakh in 2017 to over
1.4 crore active GSTINs by late 2024. Several forces have contributed to this
phenomenon:

a)

b)

Incentivized Compliance through ITC: Businesses, especially B2B suppliers, are
compelled to register under GST to enable their clients to claim input tax credits.
Digital Literacy and Government Support: Outreach programs, the advent of
GST Suvidha Providers (GSPs), and improved internet penetration have enabled
small businesses to transition into the tax net.

E-Commerce and Gig Economy Integration: As online marketplaces became
accountable for TCS under GST law, small sellers on platforms like Amazon,
Flipkart, and Zomato were required to register, expanding the digital footprint of
the Indian economy.

This formalization contributes to better labor law enforcement, enhanced worker
protections, and a more reliable financial ecosystem that attracts domestic and
foreign investment.

Sectoral Impacts: Uneven but Strategic Realignment:

Manufacturing and Industrial Sector: GST has reduced the compliance burden
across states, especially for manufacturers. Earlier, movement of goods across state
borders required navigating a labyrinth of taxes and checkpoints, resulting in higher
logistics costs and inventory pileups. GST abolished Central Sales Tax (CST), entry
tax, and permitted seamless interstate trade, significantly improving supply chain
efficiency. Manufacturers, particularly in sectors like automotive, electronics, and
FMCG, report cost reductions due to the elimination of the cascading effect of
taxes. As per a Confederation of Indian Industry (CII) report, logistics costs as a
percentage of GDP have dropped from around 14% to 10-11% post-GST,
enhancing the competitiveness of Indian goods globally.

Service Sector: The service sector, contributing over 50% to India's GDP, has
witnessed a mixed impact. While a uniform tax rate eliminated the earlier dual
taxation under state and central jurisdictions, complexities remain regarding place
of supply rules, valuation of composite services, and treatment of intermediary
services. Additionally, sectors like education and healthcare continue to remain
largely exempt, which although socially essential, results in input tax credit
blockages that raise the cost of services provided.
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c) Real Estate and Construction: The construction sector has seen marginal
improvements in transparency and consumer confidence due to GST’s application
on under-construction properties and mandatory declaration of ITC usage.
However, challenges persist due to non-inclusion of stamp duties and registration
charges under GST, leading to dual taxation. The sector continues to demand a
comprehensive GST coverage including land and registration fees to ensure holistic
transparency.

d) Informal and MSME Sector: Micro, Small, and Medium Enterprises (MSMES)
were initially burdened by compliance requirements. Over time, the introduction of
schemes like QRMP (Quarterly Return Monthly Payment) and increased exemption
thresholds (currently %40 lakh for goods and 220 lakh for services) have provided
relief. Additionally, schemes like Composition Scheme have reduced tax burdens
for businesses with turnover below 1.5 crore.

4. Compliance Behaviour and Digital Enforcement: The transition from paper-based
filing to full digitization has transformed India into one of the world’s largest tax tech
ecosystems. The rollout of:

e GSTN portal,

e e-way bill systems,

e e-invoicing,

e Automated return matching,

e Al-powered risk-based audits, has significantly enhanced transparency and
accountability.

As of FY 2023-24, over 96% of GST returns were filed on time, a stark contrast to 70-75%
during the initial rollout years. The government’s decision to block ITC claims in case of
default by suppliers has further incentivized B2B compliance.

However, digital illiteracy among small traders, recurring technical glitches, and
inconsistent internet access in rural areas continue to challenge universal compliance.

5. Rate Structure Rationalization: Roadmap and Debates: India’s current four-tier rate
structure 5%, 12%, 18%, and 28% plus additional css on luxury and sin goods, has led
to classification disputes, rate inversions, and strategic under-invoicing. Academic and
policy institutions have consistently called for a more simplified regime:

A committee under the 15th Finance Commission suggested merging the 12% and 18%
slabs into a standard rate of ~15-16%, retaining a lower slab for essentials and a higher
one for luxury goods.

As of 2024, deliberations are underway within the GST Council to address rate
anomalies, particularly in textiles, footwear, and fertilizers.

However, political sensitivities, inflation concerns, and state revenue dependencies
have delayed reforms. A more simplified rate regime is expected to enhance
compliance, reduce litigation, and improve consumption behavior predictability.

6. GST Compensation and Federal Fiscal Relations: One of the most contentious
aspects post-GST implementations has been the Centre-State revenue sharing
mechanism. The GST Compensation Css was introduced to guarantee 14% annual
revenue growth to states for the first five years. Post-pandemic, the Centre borrowed to
compensate states for revenue shortfalls.
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With the compensation regime ending in June 2022, states specially manufacturing-

heavy ones like Maharashtra, Gujarat, and Tamil Nadu have expressed concerns about

the uneven revenue distribution. The GST Council has now become the crucible of
federal economic dialogue in India, reinforcing the need for cooperative federalism in
revenue policymaking.

7. Macroeconomic Impact and Ease of Doing Business: India's ranking in the World
Bank’s Ease of Doing Business Report improved significantly after GST
implementation, largely due to tax unification. Furthermore:

e Inflationary Impact: Contrary to early fears, long-term inflation trends suggest a
moderate impact of GST, with the Consumer Price Index (CPI) showing no
sustained surge post-implementation.

e Investment Climate: Unified taxation has improved investor sentiment,
particularly in logistics, e-commerce, and manufacturing sectors. As a result, India
saw a record $83 billion in FDI inflows in FY 2021-22.

e GDP Growth: While GST cannot be the sole factor, the elimination of tax
inefficiencies and expansion of the formal economy are believed to have added up
to 1.5% to GDP growth in the medium term, according to NCAER estimates.

8. Comparative Global Analysis: Unlike countries with a single-rate GST system (e.g.,
New Zealand), India’s model is more complex due to its federal structure and socio-
economic diversity. However, despite its multiple rates, India’s digital enforcement and
compliance architecture are now considered among the most advanced globally.
While GST in India remains a work in progress, its adaptability and periodic reforms
reflect an evolutionary approach to tax governance.

The impact of GST on the Indian economy is multidimensional and evolving. The

reform has achieved major milestones in revenue mobilization, formalization, and

compliance transformation. However, to fully realize its potential, India must focus on
rate rationalization, technological inclusiveness, and harmonization of federal fiscal
relations.

The next phase of GST evolution must prioritize inclusivity, simplification, and trust-

building, ensuring that GST does not remain merely a tax reform but transforms into a

catalyst of economic justice and sustainable growth.

5.9 Challenges and Issues:

The implementation of the Goods and Services Tax (GST) in India marked a watershed
moment in the country’s fiscal landscape. Aimed at unifying a complex and fragmented
indirect taxation system into a single national tax, GST has significantly altered the
economic and administrative terrain. However, despite its transformational potential, the
GST regime in India has encountered numerous challenges that have impeded its
effectiveness and posed significant hurdles to its intended outcomes. This section critically
analyses these challenges and issues across structural, administrative, economic, and sector-
specific dimensions.

1. Complexity of Compliance and Technological Challenges:
One of the most frequently cited concerns is the complexity of GST compliance,
particularly for micro, small, and medium enterprises (MSMESs). The requirement for
multiple returns such as GSTR-1, GSTR-2A/2B, GSTR-3B and the e-way bill system
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has created a substantial compliance burden. Many small businesses lack the
technological infrastructure and digital literacy required to handle online GST filing,
leading to dependence on third-party agents, which adds to operational costs.
According to a study by the Federation of Indian Micro and Small & Medium
Enterprises (FISME), over 65% of surveyed MSMEs reported increased compliance
costs post-GST implementation (FISME, 2020). Furthermore, the frequent changes in
filing procedures and slab revisions have contributed to confusion and non-compliance
among taxpayers.

Multiplicity of Tax Rates and Classification Disputes:

Contrary to the original vision of "One Nation, One Tax," the Indian GST regime has
multiple tax slabs—0%, 5%, 12%, 18%, and 28%—along with special cases on certain
luxury and sin goods. This multiplicity not only increases administrative complexity
but also invites classification disputes. Businesses often face difficulties in determining
the appropriate tax rate applicable to their goods or services, which results in prolonged
litigation and delays in input tax credit claims.

For example, in the case of Abbott Healthcare Pvt. Ltd. vs. Commissioner of GST,
disputes arose over whether certain diagnostic kits should attract 5% or 12% GST
(CESTAT, 2020). Such ambiguities indicate the need for a simplified and harmonized
rate structure.

Delay in Input Tax Credit (ITC) and Working Capital Blockage:

Input tax credit is the core mechanism for preventing the cascading effect of taxation.
However, procedural delays and stringent rules—such as matching of invoices and
restrictions on provisional credits—have led to the blocking of working capital for
businesses, especially exporters and contractors.

According to the Economic Survey 2019-20, delays in ITC refund disbursals have had
a detrimental impact on the liquidity of firms, with many reporting that 20-30% of their
working capital remains tied up due to pending refunds (MoF, 2020). This problem is
more acute in export-oriented sectors, where prompt refunds are vital for maintaining
international competitiveness.

Revenue Uncertainty for States and Fiscal Federalism Concerns:

GST subsumed many state-level taxes, reducing the fiscal autonomy of states. The
promise of assured compensation for five years was seen as a means to bridge this loss.
However, the compensation delays witnessed during the COVID-19 pandemic
triggered serious concerns over the sustainability of the fiscal arrangement under the
GST regime.

In 2020, the GST compensation shortfall reached over 22.35 lakh crore, leading to a
standoff between the central and state governments (Rao, 2021). States argued that the
Centre’s proposal to borrow funds and pass them to states was in violation of the spirit
of cooperative federalism embedded in the GST Council framework.
Underperformance in Revenue Collection:

While GST was expected to broaden the tax base and increase revenue buoyancy, actual
collections have often fallen short of targets. Multiple exemptions, evasion through fake
invoicing, and challenges in tax administration have contributed to lower-than-expected
revenues.

A Comptroller and Auditor General (CAG) report in 2019 noted that GST had not yet
achieved the revenue-neutral status as initially projected, and there was an increasing
reliance on cases and surcharges that remain outside the GST framework (CAG, 2019).
This undermines the objective of a unified indirect taxation system.
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6. Sector-Specific Issues: Informal Sector and Agriculture:
The informal sector, which comprises nearly 85% of employment in India, has been
disproportionately affected by GST. Small traders, unregistered manufacturers, and
daily-wage based service providers have struggled to cope with the documentation and
formalization demands of GST.
Agriculture, although largely exempt from GST, has been indirectly impacted due to
increased transportation and input costs. Farmers have reported a rise in prices of seeds,
fertilizers, and agricultural implements, many of which are taxed under GST, thereby
increasing input costs (Joshi, 2019).

7. Administrative and Structural Issues within the GSTN:
The Goods and Services Tax Network (GSTN), which handles the IT backbone of GST,
has experienced multiple outages and performance bottlenecks, especially during filing
deadlines. Technical glitches have delayed return submissions and caused widespread
frustration among taxpayers.
Moreover, the lack of real-time data integration between different government agencies
has hampered the efficacy of compliance tracking. Experts argue that unless the GSTN
system is made more robust and responsive, the credibility of the entire tax ecosystem
remains vulnerable (Mukherjee, 2021).

8. Tax Evasion and Fake Invoicing:
Despite technological safeguards, GST has seen a proliferation of fake invoicing rackets
to claim input credits fraudulently. Between July 2017 and March 2022, over 270,000
crore worth of tax evasion through fake invoices was detected by enforcement agencies
(PIB, 2022). This has undermined revenue collection and raised concerns about the
robustness of GST enforcement mechanisms.
The Goods and Services Tax, though a landmark reform, is still evolving in its
application and impact. The challenges discussed highlight that while GST has
improved tax uniformity and transparency to an extent, systemic and structural flaws
continue to hinder its optimal performance. Policy reforms must focus on rate
rationalization, strengthening GSTN infrastructure, ensuring timely refunds, and
fostering greater coordination between the Centre and states. A successful GST
framework must not only enhance ease of doing business but also ensure equity,
efficiency, and fiscal stability across the federal structure.

5.10 Impact and Future Prospects:
5.10.1 Impact:

The implementation of the Goods and Services Tax (GST) stands as one of the most
transformative fiscal reforms in independent India’s history. Launched on July 1,2017, GST
subsumed more than a dozen central and state indirect taxes into a singular, destination-
based tax structure. Its primary objective was to unify the Indian market, eliminate
cascading effects of taxes, streamline the tax administration system, and augment revenue
generation by increasing tax compliance.

1. Creation of a Unified National Market:
One of the most profound impacts of GST has been the creation of a unified domestic
market. Previously, India operated under a fractured tax system where each state
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imposed its own value-added tax (VAT) rates and the central government levied service
tax and excise duties. With the implementation of GST, the country moved toward “One
Nation, One Tax,” enabling seamless trade across state borders. Interstate logistics have
become significantly more efficient as the GST regime eliminated border check posts
and subsumed state-entry taxes, thereby enhancing the competitiveness of Indian
industries and improving supply chain efficiency.
Elimination of Cascading Taxes:
Prior to GST, businesses often encountered the issue of “tax on tax,” also known as the
cascading effect. For instance, service tax paid by a service provider would not be
credited to the manufacturer using those services, leading to inflation in prices. GST,
with its provision for seamless input tax credit (ITC) across goods and services,
effectively removed this cascading impact. This has resulted in reduced production
costs, lower consumer prices in several sectors, and improved cost efficiency for
businesses, especially in manufacturing.
Digital Transformation and Transparency in Taxation:
The GST regime is anchored in a robust digital architecture through the Goods and
Services Tax Network (GSTN). Return filing, invoice matching, ITC claims, and refund
processes have been digitized, promoting transparency and reducing manual
intervention. The introduction of e-way bills for tracking movement of goods, e-
invoicing for standardized reporting, and data analytics to flag suspicious transactions
has significantly curtailed tax evasion and enhanced the credibility of the taxation
system.
Formalization of the Informal Sector:
GST has played a pivotal role in formalizing India’s large informal economy. The
mandatory requirement of GST registration for businesses above a turnover threshold,
the need to issue tax invoices, and the lure of input tax credit have incentivized
unregistered businesses to formalize. As per reports from the Central Board of Indirect
Taxes and Customs (CBIC), more than 3.5 crore new taxpayers were added since the
rollout of GST. This formalization not only expands the tax base but also provides
access to institutional credit, government subsidies, and legal protections for small
businesses.
Enhanced Government Revenues:
Despite initial disruptions, GST has shown a steady increase in monthly revenue
collections. In the financial year 2023-24, average monthly GST collections surpassed
1.5 lakh crore, marking a significant leap from earlier figures. The introduction of anti-
evasion tools, real-time transaction tracking, and increased compliance awareness has
contributed to this growth. As the system matures and loopholes are minimized, the
government’s revenue buoyancy is expected to further improve.
Sectoral Impacts and Industry Recalibration: The impact of GST on different
sectors has varied depending on their supply chains, tax structures, and input-output
relationships:
e Manufacturing: Benefited from reduced logistics costs, elimination of tax
cascades, and availability of input credit across the value chain.
e E-commerce: Faced compliance complexities initially but gained from a more
standardized interstate tax structure and efficient logistics.
e Real Estate: Witnessed a shift in buyer sentiment due to input credit limitations
and ambiguous taxation, though recent clarifications have stabilized the sector.
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e Services Sector: Particularly financial and IT services have encountered
operational challenges due to centralized registration, multiple GSTINs, and tax
applicability on bundled services.

7. Impact on Ease of Doing Business:

India’s ranking in the World Bank’s Ease of Doing Business Index significantly

improved post-GST, especially in the “Paying Taxes” parameter. The uniformity and

predictability of the GST system reduced tax disputes, streamlined registrations, and

eliminated multiple inspections. For foreign investors, this signaled a move towards a

more transparent and investor-friendly business environment.

8. Consumer Impact:

In the initial phase, consumers experienced price fluctuations, particularly for goods

and services in the 28% slab. However, with subsequent rationalization and migration

of essential commaodities to lower tax brackets, consumer prices have stabilized. GST
has also brought clarity on final pricing, as tax inclusions are now explicitly mentioned,
making pricing more transparent and consumer-friendly.

5.10.2. Future Prospects:

While the implementation of GST has generated substantial benefits for the economy,
several challenges remain, and numerous reforms are still needed to harness its full
potential. The future prospects of GST are embedded in its capacity for rationalization,
technological innovation, stakeholder participation, and federal coordination.

1. Rationalization of GST Rate Structure:
Currently, the GST system operates with four primary tax slabs — 5%, 12%, 18%, and
28% — along with special rates for certain goods like gold and precious metals. This
complexity has led to classification disputes and legal ambiguity. Moving forward, a
convergence toward a two-tier structure is expected. This simplification will ease
compliance, reduce litigation, and support tax neutrality across goods and services.

2. Inclusion of Excluded Items into GST:
At present, key items such as petroleum products, electricity, alcohol for human
consumption, and real estate (partially) remain outside the GST purview. Their
exclusion fragments the indirect tax system and weakens the goal of a unified tax
market. A strong possibility exists that in the coming years, these sectors will be brought
under GST, especially petroleum products, thereby enhancing tax harmonization and
potentially lowering prices through ITC availability.

3. Advancement in GST Technology Infrastructure:
GST’s digital backbone is expected to become more advanced, integrating emerging
technologies like Artificial Intelligence (Al), Blockchain, and Big Data Analytics.
Predictive analytics will help identify fraudulent input claims, while blockchain-
enabled invoicing will reduce invoice mismatches and encourage real-time tax audits.
Mobile-enabled GST compliance platforms and single-window refund systems will
further improve user experience.

4. Strengthening Cooperative Federalism through GST Council:
The GST Council, comprising representatives from the Centre and States, plays a
crucial role in decision-making. It has emerged as a symbol of cooperative federalism,
though recent disputes regarding compensation and revenue sharing indicate the need
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for better institutional safeguards. The evolution of the Council’s functioning,
especially in revenue compensation for States post-2026, will determine the
sustainability of GST consensus and fiscal harmony.

Facilitating MSMEs and Startup Ecosystems:

Future reforms are expected to be MSME-centric, given their disproportionate
compliance burden under GST. Steps such as threshold exemption revisions, expansion
of the composition scheme, quarterly return filing, and simpler invoicing mechanisms
will be key to enhancing MSME participation and growth. Additionally, a grievance
redressal mechanism tailored for small enterprises will improve trust in the tax system.
Harmonizing GST Laws and Judgements:

Legal disputes over classification, valuation, and input eligibility continue to challenge
the GST system. Harmonization of rules and standard operating procedures (SOPS)
across states, as well as the development of a uniform GST judicial tribunal system, are
anticipated reforms that will bring consistency and reduce taxpayer uncertainty.
Integration with Direct Taxes and Fiscal Consolidation:

In the long term, policymakers may explore a broader tax reform agenda by aligning
GST with direct tax structures, such as the Income Tax Act and Corporate Tax. This
integration could result in a more coherent and efficient taxation ecosystem that
supports fiscal consolidation and reduces administrative redundancies.

Sustainable and Green GST Reforms:

There is growing discourse around using GST as a tool for environmental sustainability.
Lower tax rates on energy-efficient products, electric vehicles, and renewable energy
components, along with higher rates on polluting goods, can create green incentives.
Such tax policies would align with India’s commitment to global climate targets under
the Paris Agreement.

International Trade and Competitiveness:

GST reform has boosted the competitiveness of Indian exports by enabling refund of
taxes paid on inputs. Future policy focus may include automated and faster export
refunds, harmonized customs-GST interfaces, and free trade agreement alignment to
enhance India’s role in global value chains. A GST regime with fewer disputes, timely
refunds, and low compliance costs will significantly increase India’s attractiveness as a
manufacturing and trading hub.

In summation, the Goods and Services Tax has fundamentally altered the Indian
economic landscape by bringing transparency, consistency, and efficiency to the
indirect tax framework. While the early years involved teething issues, the evolving
nature of GST through regular reforms and technological advancements has
demonstrated its potential to transform India into a seamless, single market. The road
ahead involves strategic recalibration simplifying rates, resolving legal ambiguities, and
ensuring inclusive participation of all economic segments. If these prospects are
realized with sustained political will and stakeholder engagement, GST will stand as a
cornerstone of India’s economic progress in the 21st century.

5.11 Conclusion and Recommendations:

Conclusion:

The implementation of the Goods and Services Tax (GST) in India on July 1, 2017, marked
a paradigm shift in the structure of indirect taxation, aiming to unify the fragmented tax
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landscape of the country. Envisioned as a 'One Nation, One Tax' initiative, GST
consolidated a plethora of central and state taxes into a single, comprehensive framework,
thereby establishing a common national market. This reform was not merely a fiscal
alteration but a transformative leap towards modernization, transparency, and efficiency in
the tax administration of the world’s fifth-largest economy.

Over the past years, GST has played a critical role in redefining India’s economic contours.
It has effectively eliminated the cascading effect of taxes (tax on tax), which was a
significant bottleneck under the previous regime.

By allowing input tax credit across goods and services at each stage of the supply chain,
GST has reduced the overall tax burden on consumers and enhanced business profitability
through better cost efficiency. Moreover, the introduction of the Goods and Services Tax
Network (GSTN), an IT-enabled infrastructure, has digitized tax compliance, enabled real-
time monitoring and reduced human intervention, thus curbing tax evasion and leakages.

From a macroeconomic standpoint, GST has contributed to improving the formalization of
the economy. As more businesses are incentivized to register under the GST regime to avail
input credit and participate in the formal supply chain, the tax base has widened
considerably.

This shift holds substantial implications for India's long-term fiscal health and economic
transparency. Additionally, GST has positively influenced the logistics and warehousing
sectors by removing interstate check-posts and facilitating seamless movement of goods,
thereby reducing operational costs and improving supply chain efficiencies.

However, despite its structural merits, the GST regime has faced significant operational
challenges. The multiplicity of tax slabs (0%, 5%, 12%, 18%, 28%), although designed to
address socio-economic disparities, has often created confusion and classification disputes.
Furthermore, the technical difficulties experienced on the GSTN portal, delays in refund
processing (particularly for exporters), and frequent rate changes have led to uncertainty
among taxpayers, especially small and medium enterprises (SMES).

The exclusion of critical sectors such as petroleum products, real estate, electricity, and
alcohol from the purview of GST continues to limit its comprehensiveness and restricts the
seamless flow of input tax credit. The dual control mechanism and complexities arising
from concurrent jurisdiction of Centre and States, though constitutionally mandated, have
sometimes led to compliance burdens and interpretational ambiguities.

In conclusion, while GST has laid the foundation for a modern and unified tax system in
India, its full potential remains contingent upon continuous policy refinement, technological
upgradation, and inclusive governance. As India transitions into the next decade, the GST
regime must evolve in sync with economic expansion, digital transformation, and global
best practices. It is imperative that the system remains dynamic, responsive, and oriented
towards fostering ease of doing business, revenue buoyancy, and equitable growth.
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Recommendations:

To ensure that GST achieves its envisioned objectives in a holistic and sustainable manner,
the following comprehensive recommendations are proposed:

1.

Rationalization of Tax Slabs and Rate Structure:

The existing structure of five major tax slabs dilutes the intended simplicity of the GST
regime. A rationalized structure with two or three primary slabs could reduce litigation
related to classification issues and enhance compliance. Academic literature and global
evidence suggest that a streamlined tax rate regime not only increases administrative
efficiency but also improves revenue predictability. A possible structure could include
a lower rate for essential commaodities, a standard rate for most goods and services, and
a higher rate for luxury items and sin goods.

Inclusion of Excluded Sectors:

The exclusion of petroleum products, electricity, alcohol for human consumption, and
real estate from GST has led to a fragmented tax chain and restricted the benefits of
input tax credit. Gradual and phased inclusion of these sectors, accompanied by
transitional support for state governments (to offset revenue losses), is critical for
enhancing the comprehensiveness and effectiveness of the GST framework.
Strengthening of GSTN and Digital Infrastructure:

The GSTN portal must undergo continual technological enhancement to handle large
transaction volumes, minimize downtime, and offer user-friendly interfaces for
taxpayers. An integrated grievance redressal mechanism, Al-powered analytics for
fraud detection, and multilingual support can further empower small taxpayers,
especially in rural and remote areas.

Expedited Refund Mechanism for Exporters and SMEs:

Exporters and SMEs face acute working capital constraints due to delays in refund
processing. Implementing automated, time-bound refund processing systems, with
minimal manual intervention, can resolve liquidity issues and boost India’s export
competitiveness. A differentiated approach for MSMEs in refund procedures,
compliance requirements, and audits is recommended for inclusive economic
participation.

Consistency in Policy and Regulatory Stability:

One of the significant concerns raised by industry stakeholders has been the frequent
changes in GST rates and procedural rules. To ensure certainty and trust, the
government must adopt a more stable and forward-looking approach to policy changes.
Periodic pre-budget consultations with trade bodies, tax professionals, and academia
can help in designing a more predictable and stakeholder-aligned GST regime.
Capacity Building and Taxpayer Education:

Sustained investments in taxpayer literacy and capacity building are essential for
enhancing voluntary compliance. Targeted educational programs, digital toolkits,
localized training in vernacular languages, and partnership with academic institutions
can bridge knowledge gaps and empower taxpayers, especially new entrants in the
formal economy.

Reinforcement of Cooperative Federalism through GST Council:

The GST Council has emerged as a model for fiscal federalism and cooperative
governance. It is vital that its decision-making remains consensus-driven, inclusive, and
evidence-based. Enhancing the research and analytical capabilities of the Council
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10.

Secretariat can facilitate more informed deliberations, while promoting transparency in
council proceedings can strengthen public trust.

Promotion of Digital Ecosystem and E-Governance:

GST should be leveraged as a platform to promote a broader digital ecosystem
encompassing e-invoicing, e-way bills, digital payments, and real-time analytics.
Incentives for digital compliance, integration with Aadhaar and PAN-based
verification, and blockchain-enabled audit trails can significantly enhance transparency
and trust in the system.

Regular Monitoring and Impact Assessment:

The government should institutionalize periodic evaluations of GST’s impact across
various economic sectors, regions, and taxpayer categories. Collaboration with
academic institutions, think tanks, and international agencies can generate data-driven
insights to inform policy decisions and address unintended consequences of the reform.
Facilitating Transition of Informal Sector:

The informal sector remains a major component of India’s economy. Special grams,
simplified return formats (like QRMP for small taxpayers), concessional rates, and
initial compliance support should be extended to micro and informal enterprises to
encourage their transition into the formal GST net. Financial and technological
handholding can reduce entry barriers and expand the tax base.

Final Reflection:

The Goods and Services Tax, while still evolving, stands as a monumental achievement in
India’s economic and governance reforms. It is a powerful tool not only for revenue
mobilization but also for fostering economic integration, transparency, and competitiveness.
The road ahead requires sustained commitment from all stakeholders’ policymakers,
businesses, administrators, and citizens to nurture a tax ecosystem that is just, equitable, and
growth-oriented. Only then can GST truly fulfill its transformative promise and catalyze
India’s journey toward becoming a $5 trillion economy
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