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Introduction 

Taxation is the biggest source of public revenue of the modern governments. In a 

democratic political set up, taxation is responsible for shaping the political activities of the 

government. Taxation system in a country determines its ability to attain a socially desirable 

level of welfare and development. The size of public expenditure in an economy to a large extent 

depends upon its capability to collect revenues, and taxation is the main source of collecting 

revenues in most of the countries in the world. Therefore, effective taxation system becomes the 

essential need for every kind of social and economic development. System of taxation can 

contribute to societies in three main areas: those of revenue, redistribution and political 

representation (Alex Cobham, 2005).Taxation is also used to regulate and control the economy 

by restricting the use of undesirable commodities and consumption of harmful goods tobacco, 

liquor etc. It protects infant industries by imposing heavy import duties. It reduces inequalities of 

income and promotes capital formation. It rather helps to mobilize the maximum saving in the 

society through direct as well as indirect taxes. 

Goods and services tax (GST) is one indirect tax for the whole nation, which will make 

India one unified common market. It is said to replace all indirect taxes levied on goods and 

services by the both central and state government. The GST envisaged consolidating all state 

economies. It will be one of the biggest taxation reforms to take place in India. The basic idea is 

to create a single cooperative and undivided Indian market to make the economy stronger and 

powerful. The GST is expected to make significant breakthrough paving way for an all inclusive 

indirect tax reform in the country. 

Goods and Services tax is a broad based and a single comprehensive tax levied on goods 

and services consumed in an economy. GST is levied at every stage of the production-

distribution chain with applicable set offs in respect of the remitted at previous stages. It is 

basically a tax on final consumption. In simple terms, GST may be defined as a tax on goods and 

services, which is leviable at each point of sale or provision of service, in which at the time of 

sale of goods or providing the services the seller or service provider may claim the input credit of 

tax which he has paid while purchasing the goods or procuring the service. 

The framework for levy of indirect taxes under the Constitutional Provisions in India vide 

Article 246,seventh schedule empowers both the central government and the state government to 

levy and collect applicable taxable-event based indirect taxes on transactions of goods and 

services (The Institute of Cost Accounts of India,2015). The taxable event varies from the point 

of manufacture or sale or provision of services or imports/exports. The existing indirect tax laws 

are origin-based tax, structured to levy and collect at the point if happening of the prescribed 
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taxable event. Goods and Services Tax (GST) the biggest tax reform in India founded on the 

notion of “one nation, one tax” has finally implemented on July 1, 2017. The moment that the 

Indian economy was waiting for a decade has finally arrived. The single biggest indirect tax 

regime has kicked into force, dismantling all the inter-state barriers with respect to trade. The 

GST rollout, with a single stroke, has converted India into a unified market of 1.3 billion 

citizens. Fundamentally, the $2.4 trillion economy is attempting to transform itself by doing 

away with the internal tariff barriers and subsuming central, state and local taxes into a unified 

GST. The GST aims to simplify the indirect tax regime with a single tax on manufacture, sale 

and consumption of goods and service at a national level. A study by the National Council of 

Applied Economic Research (NCAER) had estimated that rollout of GST would boost the 

India’s GDP growth by 1 per cent to 2 per cent. Exports are expected to increase by between 3.2 

per cent and 6.3 per cent, while imports will likely raise 2.4 to 4.7 per cent. CRISIL had also 

reported that GST is best way to mobilize revenue and reduce the fiscal deficit. Looking to the 

magnitude, GST is going to impact all sections of the society- from a small time businessman to 

a huge conglomerate and from a tiny state to a developed state in the country. 

Review of Literature 

Fatt (2010) studied the rate of GST for different goods and commodities. In this paper, It 

was suggested that the rates of the GST would be 5, 10 and 20 per cent for taxable goods, fruits 

and the building material respectively. 

Cnossen Sijbren (2013) carried out a study and suggested that GST will be implemented 

in India and almost all current indirect taxes would be subsumed. The problem of tax collection 

would be abolished with application of GST in India and further it would strength the economic 

growth. 

Nishitha Gupta (2014) in her study stated that implementation of GST in the Indian 

framework will lead to commercial benefits which were untouched by the VAT system and 

would essentially lead to economic development. Hence GST may usher in the possibility of a 

collective gain for industry, trade, agriculture and common consumers as well as for the central 

government and the state government.  

Sehrawat and Dhanda (2015) analyses and concluded that due to dissilent environment 

of Indian economy, it is demand of time to implement GST. 

Chaurasia et.al. (2016) mentioned that in overall GST will be helpful for the 

development of Indian economy and this will also help in improving the Gross Domestic 

Products of the country more than two per cent. 

Objectives of the study 

1 To know the central and state governments tax to be subsumed. 

2 To find out the comparison of GST of India with other countries. 

3 To evaluate the impact of GST on Indian economy.               

Research Methodology 

This study is based on extensive study of secondary data which is collected from various 

books, national and international journals, articles, governments’ reports, newspapers and 
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magazines and publications from various websites which focused on various aspects of Goods 

and Services tax. 

 

Analysis and Discussions  

Taxes Subsumed Under Central and State Government  

GST will be substituted for all indirect taxes levied by State and Central government. 

Export and direct taxes like corporate tax; Income tax will not be affected by GST. GST is s 

destination based tax, implying that all SGST collected, will accrue to the state where the 

consumer of the goods and services sold resides. 

India has adopted a Dual GST system, which shall be concurrently levied by Central and 

State government. This will comprise of: 

Central GST (CGST) - levied by Central government. 

State GST (SGST) – levied by State government. 

Integrated GST (IGST) – levied by Central government on interstate supply of goods and 

services. 

Table 1 

Taxes Subsumed Under Central and State Government 

Central Taxes 
State Taxes 

Excise Duty Value Added Tax/ Sales Tax 

Additional Excise Duty Entertainment Tax 

Excise Duty under Medicinal and Toilet 

Preparation Act,1955 

Luxury Tax 

Service Tax Taxes on Lotteries 

Additional Custom Duty (CVD) Betting and Gambling 

Special Additional Duty of Customs (SAD) Octroi and Entry Tax 

Central Surcharges and Cesses Purchase Tax 

CENVAT State Cesses and Surcharges 

Source: Empowered committee of state finance ministers’ government of India. 
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Comparison of GST of India with other Countries  

The most important thing for its impact and worth is the GST tax rate. The tax rate under 

the GST would fall, but the number of assesses would rise by 5-6 times. Although tax rate would 

come down, tax collection should go up due to increased tax elasticity. The government is 

working prolong on a special IT platform for smooth execution of the Goods and Services tax. 

The Arvind Subramanian committee expected revenue impartial rate 15-15.5 per cent and 

suggested a standard rate should be in the range of 16.9-18.9 per cent with a lower band of 16.9-

17.7 per cent being the chosen option. Highest rate was captivated at 40 per cent. Most of the 

states in India also want to fix the tax rate above 18 per cent. Current GST rates of some 

countries in world are shown in table 2. 

Table 2 

Comparison of GST of India with other Countries 

Country GST Rate Country GST Rate Country GST Rate 

Austria 20 Greece 18 Norway 25 

Belgium 21 Argentina 21 Denmark 25 

Portugal 19 Chile 19 Sweden 25 

Ireland 21 Spain 16 Finland 22 

Poland 22 Romania 19 Italy 20 

France 19.6 Luxembourg 15 Switzerland 7.6 

Germany 16 Netherlands 19 U. K. 17.5 

Australia 10 Columbia 16 Moldova 20 

Barbados 15 Japan 5 Indonesia 10 

Canada 7 Mexico 15 China 16 

Botswana 10 Latvia 18 South Africa 14 

Zambia 17.5 Singapore 7 India 28 

New Zealand 15 Pakistan 18 Malaysia 6 

Source: http://en.wikipedia.org/wiki/tax rates around the world. 
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More than 150 countries have introduced GST/ National VAT in some form. It has been a 

part of the tax system in Europe for the past 50 years and is the preferred from of the indirect tax 

in the Asia- pacific region. There are different model of GST currently in force, each with its 

own peculiarities. While country such as Singapore virtually taxes everything at a single rate, 

some countries have more than one rate. Indonesia has five positive rates, a zero rate and over 30 

categories of exemptions. In china GST applies only to goods and provision of repairs, 

replacement and processing services. In some countries it is recoverable only on goods used in 

the production process and specified service. The standard GST rates are most of the countries 

ranges between 15-20 per cent. In North Europe where social security coverage is higher, it 

ranges between 22-25 per cent. 

In India, the standard rate of excise duty is 16 per cent on manufacture’s sale price. In 

addition there is a state VAT at 4 per cent and 12.5 per cent. At a lower end with 4 per cent VAT 

it works out to 13.5 per cent. It is feasible to fix tax neutral GST rate of 20 per cent (less if 

existing duty exemptions are reduced) covering both central and states revenue share. European 

countries have kept the standard rate at 15 per cent and there is a band which ranges 15-25 per 

cent. So, there is flexibility, which we were also demanding also there is a reduced rate of five 

per cent. They also have exemption thresholds (Business Standard). 

Impact of GST on Indian Economy 

 The Goods and Services Tax (GST) bill is expected to have wide ranging ramifications 

for the complicated taxation system in the country. It is likely to improve the country’s tax to 

GDP ratio and also inhibit inflation. However, the reform is likely to benefit the manufacturing 

sector but may make things difficult for the services sector. Impact of GST on Indian economy 

may be explained in the following manner: 

 GST and Agriculture 

 Though a comprehensive and wider coverage of input and service taxes set-off, 

subsuming of several Central and State taxes in the GST and phasing out of CST, it is expected 

that the GST could increase the prices of agricultural produce between 0.61 and 1.18 per cent 

and this would be a boon to millions of farmers in India. Any input taxes placed on inputs used 

in the farm sector such as seeds, fertilizers, pesticides, Tractors etc, contribute to increase in cost 

of farm output. As the input price rises and output price remains sluggish, the farmer will have 

no option but to take up the cost, thus increasing the burden. Indian farmer is already reeling 

under incredible pressure from many trimmings and the increased burden of taxes will create a 

crater in his income.  

Seeds were exempted both under earlier tax structure and under new GST regime. The 

tax incidence on tractor’s input combined with VAT on final product takes the total tax incidence 

for the industry to levels of 12-13 per cent. The fixation of a GST rate of 12 per cent on tractors 

and on tractor inputs @ 18 per cent would allow the manufacturers to take credit of the 

cumulative input duties and taxes. 

Fertilizers an important element of agriculture was previously taxed at 6 per cent. In the 

GST regime, the tax on fertilizers has been reduced to s per cent. Thereby reducing cost for 
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farmers is helpful. Pesticides currently attract an excise duty of 12.5 per cent. But under GST 

regime, crop protection products like pesticides are taxable at 18 per cent. So, this might increase 

tax burden on farmer.  

Table 3 

GST and Agricultural Inputs 

Agriculture Input 
Tax burden under previous 

Tax Regime 

Tax burden under GST 

Tax Regime 

Seeds Nil Nil 

Tractors 12-13% 12% 

Fertilizers 6% 5% 

Pesticides 12.5% 12% 

      Source: Complied 

GST and Employment 

It is seen that the implementation of GST would result in increased income and output in 

various sectors of the economy. On account of this increase in higher growth, there will be large 

scale employment opportunities in various areas like the skilled, semi skilled and unskilled 

categories. 

GST and Service Sector 

This sector which is going to be adversely affected in the service sector. Already there 

has been a hike from12 to 14 per cent. Another 4 per cent increase will break their backs. The 

uniformity in the taxation rate is fine but it should not result in disparity for the goods and 

services sectors. Nobody has thought of the implications it will have in the service sector if the 

government moots a higher GST rate like 20 per cent or 24 per cent. Service sector accounts for 

60 per cent of GDP (2013-14) and contribute to 70 per cent of overall yearly GDP growth since 

2011-12. Adverse impact of new tax regime may sub-due overall growth of Indian economy on 

the other hand gains from new tax regime shall boost overall growth. 

GST and Gross Domestic Product 

In terms of growth impact on GST regime, the near term could be messy; with adjustment 

costs for the private sector grappling with inter sector implications and the central government 

trying to compensate states for revenue loss. If the GST rate is set at round the 17-18 per cent, 

service producers would face an increased tax burden while manufacturers would see a fail. That 

could cause manufacturers to not pass through benefits and service provider to pass on costs, 

moves that would lower consumption and overall growth. At present, the effective indirect tax 

rates on goods and service are 22.5 per cent and 15 per cent respectively.GST across goods and 

services is expected to induce India’s Gross Domestic Product somewhere within a range of 0.9 

to 1.7 per cent. Again, these additional gains in GDP would be earned during every year over and 

above the growth in GDP which would have been achieved otherwise. 

GST and Manufacturing Sector 

The incidence of the present multistage taxation increases the manufacturing cost of most 

of the production units in India. The share of manufacturing in GDP is stagnant at 16 per cent; 

however the share is 42 per cent in China. Some of the reasons for such a low share are multiple 

indirect tax legislations which have led to significant compliance and administrative costs, 

classification and valuation disputes. So, tax reforms are critical and necessary to give a boost to 

an already flagging sector. There will be reduction in tax burden on majority of manufactured 

goods post GST implementation. A look at important components of manufacturing like 
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automobiles sector reveal that effective tax rate would reduce in automobile sector the biggest 

benefit would go to SUV segment. 

 

Table 4 

GST and Manufacturing Sector 

  Segment Total pre GST rate GST Cess Effective GST Change 

Two/ three wheelers 30.2% 28.0% 0.0% 28.0% -2.2% 

Small Cars 30.2% 28.0% 1.0% 29.0% -1.2% 

Mid Segment Cars 47.3% 28.0% 15.0% 43.0% -4.3% 

Large Cars 49.0% 28.0% 15.0% 43.0% -6.0% 

Sports Utility Vehicles 55.3% 28.0% 15.0% 43.0% -12.3% 

Commercial vehicles 30.2% 28.0% 0.0% 28.0% -2.2% 

Source: Complied 

GST and Inflation  

Most of the international case studies show an inflation spurt in initial months of GST 

implementation. The inflation situation stabilizes as implementation gains pace and is understood 

by consumers and producers. In India’s case inflation could be critical as unlike developed 

countries profiled above, India has far more inefficiencies in supply chain in local markets. The 

Indian GST reform is far larger in scale compared to above economies. These rigid inefficiencies 

along with higher information asymmetry on probable impact of GST could push inflation higher 

in initial days of implementation.  

Conclusion 

Tax policies play an important role on the economy through their impact on both 

efficiency and equity. Effective taxation system is the essential need for every kind of social and 

economic development. To serve the purpose, the Goods and Service Tax (GST) is being 

realized as one of the most awaited tax reforms that could bring the uniformity and efficiency in 

the tax system in the Indian economy. A large number of ways are there through which GST may 

affect the performance of the Indian economy. The elimination of cascading effects of tax must 

improve the health of the economy from the point of view of both the consumers and the 

producers. Lowering of tax rates will definitely lead to a positive impact on the consumers. If the 

tax base is improved due to inclusion of new sectors of the economy then there can be positive 

impact on GST rate so as to generate same revenue at reduced rates. Broadening of the tax base 

will increase the tax revenue collection. Broader tax base is pro poor as poor people are sellers of 

informal sector goods, while rich are buyer so there will be benefits to poor household while loss 

to rich household. Lower prices due to decreased tax rates will benefit the consumers and it will 

further augment the level of aggregate demand. The growth of GDP also expected to increase by 

2 to 3 per cent because of the implementation of GST. 

 There are so many aspects which might get improved due to enactment of GST but the 

actual outcomes will depend upon the effective implementation of GST provisions. The present 

tax structure has many deficiencies in itself and GST is being assumed as the most effective 

solution to avoid these deficiencies. With the implementation of GST we are expecting a lot of 

things to get improved but the ultimate outcomes will depend on the effective implementation of 

GST. Therefore, the government has to made serious efforts to resolve all the issues and 

problems related with GST and could lead negative impacts on the performance of economy. 
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