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Goods and Services Tax: A Paradigm Shift in  
the Indian Indirect Tax Regime 
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The focus of the paper is on the process of introducing the Goods and Services Tax (GST), bringing out the perspectives 
of different stakeholders, its comparison to various advanced countries who have already adapted it, various sectors 
and the contentious issues. The GST IS expected to accommodate a variety of taxes and add simplicity to the indirect 
tax regime. The Empowered Committee (EC) was mandated in 2007, to bring about consensus among the States to 
move towards GST. The important stakeholders in the process were the Government of India (GoI), Individual States, 
Industry and the committees commissioned by the Government of India or Empowered Committee. However, the EC 
faced challenges since there were issues of control between the Centre and States, expected loss of revenue by some 
States, extent of uniformity across various commodities and their tax rates, input credit mechanism and dispute 
settlement. The deadline date for the introduction of GST kept getting postponed due to the slow resolution of the 
over challenging issues. With all demand being met and the Government having majority in the Lower House of the 
Parliament, it was tabled in the Parliament as the 122nd Constitutional Amendment Bill (CAB) in December 2014. 
But with the political hindrances in the Rajya Sabha kept delaying the bill’s passage of becoming a constitutional 

of bill what was left behind was implementation challenges and its various impacts on various businesses in the 
country.
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INTRODUCTION

The Old Era- Indirect Taxes

India has a federal structure of government. 

taxes on goods/services at different incidences 
in the value chain. The central government 
levies taxes on the manufacturing of goods 

when entities within their jurisdiction sell goods 

other levies like excise on alcohol, entertainment 

The Current structure leads to multiple 
shortcomings

business.

of different duties and disparities intax rates 
applied to the same goods in different states 
and input and output goods within the same 
state lead to taxation disputes and pilferages 
in the value chain.
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A. Increase in prices of goods and services

of input credit across the value chain and tax 
cascading.

Unavailability of input credit: Taxes paid 
under one statute are not allowed to be set off 

examples:

 Input credit is not allowed for CST paid on 
interstate movement of goods

service tax paid on rendering of service 

paid on the sale of goods and vice-versa.

 Taxes paid under one certain state 
level taxes cannot be used as an input 

Tax cascading

on the basic value of goods. However, on 

governments on the value of the goods 
including excise.

B. Narrow base

The current taxation base is narrow due to 
differential thresholds applicable under various 

taxation. This gets further aggravated with the 
various area and product-based exemptions 

governments.

Differential thresholds
levies have different thresholds for their 

different tax bases across different duties, and 
hence, narrowing of the tax base.

Taxing power of center and states

the p

revenue for the center. State governments do 

of revenue for the states.

Various exemptions

exemptions. Service tax is applicable on all 
services except those on the negative list and 

C. Dampening of ‘ease of doing business’

different rules and procedures, different rates/

litigation issues.

Applicability of multiple tax laws, lack 
of uniformity in provisions and rates: 
The plethora of indirect taxes applicable 

separate registration and assessment, but also 
subjects businesses to provisions and rates 

Complexity in determining nature of 
transactions: 

taxes to bundles (for example: services 

increase in the share of taxes on services, 

ambiguous transactions as sale of goods 
 example: 
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which leads to double taxation.

Entering the New Era with GST

The indirect tax regime in India is set for 

of GST would be in the area of tax governance, 

a ruled-based, transparent and stable tax regime. 

GST is proposed to be a comprehensive 

manufacture, sale and consumption of goods 
and services. Its main objective is to consolidate 
multiple indirect taxes into a simple tax, 
overcoming the limitations of the current 

in administration. GST will facilitate a seamless 

consumer. Better compliance should address 

GST across the value chain. The center would 

transactions within the state.

In case of inter-state sale of goods and import 

CGST and SGST. SGST would go to the state 
where the ultimate consumption of goods takes 
place. The GST framework does not allow for 

these would result in breaking the value chain. 

Ministers had recommended withdrawal of 
area-based exemptions and their replacement 
with direct central/state government subsidies

RNR Committee Suggests a Standard Rate 
of 17-19% Under GST

The government appointed group on 

structure for GST after considering aspects of 

approaches.

TABLE 1 
The RNR Committee placed its comfort on 15-15% RNR for GST

RNR Rate on precious 
metals

Low rate goods Standard rate goods and services Demerit goods

Preferred 15 6
4
2
6

12

16.9 40

17.3

17.7
18.0

Alternative 15.5 4
2

12
18.4
18.9

40

Source: Government of India, RNR Committee Report
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GST - The Game Changer

GST takes over the short comings:

and services, GST will 

for the government and the corporate sector.

(A) Rationalizing the price of goods and 
services

higher than on services. GST aims to tax 

the value chain would help lower prices.

(B) Broadening the tax base: GST aims at 

the various exemptions available under the 
current regime.

Differential thresholds: With the 
introduction of GST, the threshold for all 

for service tax.

Taxing power of the center and the 
states: With the introduction of GST, the 
center would be able to tax the entire 
value of goods, not just the value till the 
point of manufacture. The states would 
get a proportional share of the tax on all 

Various exemptions: With the 
introduction of GST, the list of product-
wise exemptions is expected to be 

it is proposed that various area-based 
exemptions would be available

(C) Ease of doing business: GST aims to 

anomalies in the current tax regime would 
get addressed:

Determining the nature of transactions: 
With the introduction of GST, there 
would be no difference between sale of 
goods and services for the purpose of 
taxation. This would lead to reduction 
in litigation issues and also facilitate 
taxation of bundled services.

Uniformity in provisions and rates: With 
the introduction of GST, there would be 
a single rate of tax for goods and services 
as well as uniform provisions/rules for 
all states and the center. This would 
facilitate free movement of goods and 

to greater compliance. 

Shades

impact on India Inc.: 

products and services, 

the value chain, 
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(A) Change in Effective Tax Rates for 

effective indirect tax levies across sectors, 

concessions available to various goods/services 

and change the effective tax rates on various 

services,

exemptions (with center providing 

subsuming the various tax levies into a single 

TABLE 2

Sector Excise Service tax VAT CST Other Effective tax rate
Auto
Two wheeler/
three wheeler

13.5 – 12.5% 2% – 30–31%

Four wheeler 13.5–29% – 12.5% 2% – 31–49%
CV 13.5% – 12.5% 2% – 30–31%
Batteries 12.5% – 12.5% 2% – 29–30%
Consumer – –
FMCG – –
Cigarettes Depending on length – 24% 2% –
Concessional 
goods

0–6% – 4–12% 2% – 6–22%

Others 12.5% – 12.5% 2% – 29–30%
Cement @12%ad–

valorem+Rs6/

abatement

– 12.5% – 22–24%

Metals 12.5% – 4–5% 2% – 19–21%
Pharma 6% – 4–5% 2% – 12–14%
Capital goods–
light electrical

12.5% – 12.5% 2% – 29–30%

Capital goods–
project

7.2% 6% 7.5% – – 22%

Information 
technology

– 15% – – 15%

Textiles 0–12.5% 0–5% 2% – 2–21%
Telecom – 15% 15%
Logistics – 15% 15%
Media –
Paytv 
broadcaster

– 15% 15%

Paytv distributor – 15% 15%
Print media –
Multiplex – 15% 24% 42–43%
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rates for most sectors. However, this would have 

decrease or do not have the pricing power to pass 

increase / decrease in consumer pricing would 
impact volume growth, and hence, corporate 
earnings.

(B) Shift of Trade from Unorganized to 
Organized

to narrow the large indirect tax differential 

the threshold limit for exemption from indirect 

of GST credit in the entire value chain using 

overall effective tax rates.

different levels of government /different states 
are not allowed to be set off against each other. 

for manufacture of goods is not allowed to 

of goods and vice versa.

regulations do not allow service tax to be set 

available for set off if the output is sold in 

on declared goods, a dealer can claim refund 

inter-state sale.

and hence, increases the cost of goods.

the service tax paid on different items since 

can be set off.

get addressed under GST when the plethora of 
multiple taxes is subsumed under a single tax

management

requirements but also on tax planning. The 
current legal framework exempts CST if 
interstate movement of goods is for stock 

several sectors, companies open various depots 

In several sectors, we expect consolidation of 

in operational cost on the one hand and lower 

would emerge as a big sector, with consolidation 
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as this would help ease bottlenecks in logistics, 

taxes. This would increase the on-road time for 

growth over the medium term.

markets though its initial impact on economic 

the longer run it holds the potential to boost 

government’s revenue, and help achieve better 
transmission of prices.

revenue neutral rate, as is intended, the effective 

offset the increase in tax base (since exemption 

However, as GST will help reduce tax evasion, 
prune exemption list and improve compliance, 
the receipts will increase over time

concerned, a moderate GST rate will help reduce 

However, since services constitute a larger share 
in the consumption basket than in CPI, Indian 

prices of services after GST is implemented.

crude oil and petroleum products from GST 
in the initial period makes us skeptical of their 
inclusion later. This is because the central 
government’s support to compensate the state 
governments for revenue loss will expire after 

revenue neutral rate, as is intended, the effective 

offset the increase in tax base (since exemption 

However, as GST will help reduce tax evasion, 
prune exemption list and improve compliance, 
the receipts will increase over time. We also 
believe that the fear among states to lose out on 
revenue is misplaced.

among major emerging market economies. The 

economic allocation of various resources (helping 

collection shows that the share of indirect taxes 

slowdown has led to a deceleration in direct tax 
growth. H Exhibit below shows that the share 

argue that higher tax rate on fuel products in 

exhibit shows, indirect tax receipts have been 

indirect taxes more important for the central 
government.

In exhibit below, we look at the three 

collection has grown at the fastest pace in the 

taxes to increase their share in total indirect tax 
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TABLE 3

FY 10 FY 13 FY 16

Services 24% 28% 30%

Customs 34% 35% 30%

Excise 42% 37% 40%

Source: Budget Documents, Ministry of Finance

exempt will come under the tax bracket. Pruning 
of the exemption list will help the government 

alcohol, tobacco and petroleum products will 

implementation will be limited. Nevertheless, if 
the government sticks to its idea of implementing 
a revenue neutral GST rate, it implies that the 
effective tax rate will come down. However, 
with better tax compliance, reduced tax evasion 
and pruned exemption list, tax collection will 
increase over time.

Note: Average growth rate in last 5 years

Source: Budget Documents, Ministry of Finance

Note: Indirect Taxes include customs, excise and 
services

Source: Budget Documents, Ministry of Finance

State Governments’ Fear of Losing Tax 

However, the focus of the state governments 
remains on insuring themselves against possible 

The central government has announced a 
number of other measures to provide comfort to 
state governments:

subsumed under GST, to begin with.

and tobacco products.

will receive a portion of total service tax 

if states incur revenue loss, the center has 
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the center’s intent was to give compensation 

concerned, a moderate GST rate will help reduce 

However, since services constitute a larger share 
in the consumption basket than in CPI, Indian 

prices of services after GST is implemented. 
GST will have differential impact on the wider 
spectrum of goods and services, as rates for 

become cheaper, leading to a moderating impact 
on WPI 

much, since food constitutes for almost half of 
the basket, and other items such as real estate 
and fuel also hold high weightage. Thus, a large 
part of CPI will either be exempted or continue 
to attract the same tax structure as under the 
current regime.

half of the CPI basket is not taxed, another one-

will be outside the GST coverage, the effective 

GST.

share of services has been rising.

behaved in some of the economies after GST 

sense because of the differential tax structure 
in the pre-GST regime and different domestic 
structure, it is important to note that three of 
the four economies studied here witnessed a 

conclusion must be considered with caution.

acquired for use in transportation, infrastructure, 

tax credits are allowed for union excise duties.

GST could provide for a more seamless 

& equipment accounts for one-third of total 
investments, it implies an increase in investment 

capital output ratio of 4.
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was an exemption-free GST, which does not seem 

taxation of exports and that under proposed GST 
is unclear.

take place in the context of growth points to some 

the growth acceleration would be a consequence 
of GST implementation, it is not germane to the 
process of tax changes.

Overall, investment is discouraged to an 
extent under the current tax regime, since no input 
tax credit is provided for several transactions. 
This increases the cost of capital goods and thus, 
reduces investment. If tax credits are provided 

executive across states. While the implementation 
of GST is inevitable, it is not imminent.

GST Council: at the Heart of GST 

The proposed GST Council is a decision 
making process that ensures near consensus 

implementation would be drafting of places of 

While GST has sorted out the issues relating to 

of origin and destination of services consumed. 

and transaction costs for corporate India in 
the future. Work on other issues relating to 
IT network design and implementation, staff 
training, dispute resolution, and transition issues 
are still ongoing.

1. To select a Vice Chairperson of the Council 

2. To develop procedure for the functioning of 
the Council

3. To decide on taxes to be subsumed

4. To decide on goods/services to be exempted

of GST

or disaster

states

decide

be brought under GST
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and services

challenges

central and state governments. With the dawn 
of GST, area-based exemptions will need to be 

credits in the value chain. Our discussions with 
various experts suggest that there are three 
possible options to mitigate this problem and 

1. Refund of duty

government after assessment. Some states 

and provide refunds. Our discussions with 
experts suggest that though this mechanism 

complexities in assessment and additional 
working capital could be blocked due to 

2. Upfront payment:

corporates upfront. Going forward, the 

3. Deferral of payment of taxes
scheme, the entities eligible for exemption 

period.

TABLE 4

Some general challenges

and unregistered business multiple states

Claiming of credit by unregistered business Multi-location video conferencing

Services related to immovable property Registration at multiple locations

Bifurcating single invoice across multiple states for tax 
payment

Ecommerce: How to decide taxability

Allocation rules for services involving multiple states with 
a consolidated bill

Passenger transport: Place of embarkation, return 
journey to be split

purchases (capital, audit, advertisement, etc.) to 
locations of other states

Stock broking: Services to FIIs - an export of services

Determining place of supply for works contract involving 
movable goods

Insurance companies: Need registration at all states
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CONCLUSION

and agriculture through a more comprehensive 
and wider coverage of input tax set-off and 
service tax set-off, subsuming of several Central 
and State taxes in the GST and phasing out of 
CST. The transparent and complete chain of 
set-offs which will result in widening of tax 

lowering of tax burden on an average dealer in 

of major Central and State taxes in GST, 
complete and comprehensive set-off of input 
goods and services and phasing out of Central 

to increase the competitiveness of Indian goods 
and services in the international market and to 
boost Indian exports. 
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