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ABSTRACT

India's Goods and Services Tax (GST) system underwent
significant transformation in 2025 with the implementation of
GST 2.0, marking a fundamental shift from the complex multi-
slab structure introduced in 2017 to a simplified three-tier
system. This comprehensive research examines the sectoral
impact of the new GST framework compared to the original
GST implementation, analyzing economic implications across
manufacturing, services, agriculture, healthcare, education,
construction, automotive,  textiles, = pharmaceuticals,
information technology, and other key sectors. The study
evaluates changes in tax rates, compliance mechanisms,
business operations, and economic outcomes to provide a
holistic understanding of India's evolving tax landscape.

1. INTRODUCTION
1.1 Background
The Goods and Services Tax (GST) represents one of India's
most ambitious tax reforms since independence. Initially
implemented on July 1,2017, GST replaced a complex web of
indirect taxes with a unified system designed to create "One
Nation, One Tax." However, the original GST framework
faced criticism for its complexity, multiple tax slabs, and
administrative challenges. The GST 2.0 reforms, effective
September 22, 2025, represent a significant evolution of this
system, addressing many of the original concerns while
maintaining the core principles of a unified tax structure.
1.2 Research Objectives
This research aims to:
e Compare the structural differences between old GST and
new GST systems
e Analyze sectoral impacts across India's diverse economic
landscape
e Evaluate changes in tax rates and their implications for
different industries
o Assess the effectiveness of compliance mechanisms and
administrative reforms
e Examine the economic outcomes and policy implications
of GST evolution
1.3 Methodology
This study employs a comparative analysis approach, utilizing
government data, industry reports, academic research, and
policy documents to evaluate the impact of GST reforms

across sectors. The analysis covers both quantitative metrics
(tax rates, compliance costs, revenue collections) and
qualitative assessments (ease of doing business, administrative
efficiency, stakeholder satisfaction).

2. EVOLUTION FROM OLD GST 1O NEW GST
2.1 Structural Changes
The transition from old GST to new GST represents a
fundamental restructuring of India's indirect tax system. The
original GST framework introduced in 2017 featured four
main tax slabs: 5%, 12%, 18%, and 28%, along with a 0%
category for essential items. This structure, while simpler than
the previous tax regime, still posed challenges for businesses
and consumers due to classification complexities and frequent
rate changes.
The new GST 2.0 system, implemented in September 2025,
streamlines the structure into three primary slabs: 0%, 5%, and
18%. This rationalization eliminates the 12% and 28% slabs
for most items, with only a few luxury and sin goods remaining
in higher categories. The simplification aims to reduce
classification disputes, improve compliance, and enhance tax
efficiency.
2.2 Rate Rationalization
One of the most significant changes in GST 2.0 is the
comprehensive rate rationalization across sectors. Daily
essentials, agriculture goods, and healthcare equipment have
been brought down to 5%, while many items previously taxed
at 12% and 28% have been moved to lower slabs. This
rationalization particularly benefits essential commodities and
reduces the overall tax burden on common consumption items.
2.3 Administrative Reforms
The new GST system introduces several administrative
improvements, including automated registration processes,
faster refund mechanisms, and simplified return filing
procedures. These reforms address many of the compliance
challenges faced by businesses under the original GST
framework, particularly benefiting small and medium
enterprises (SMEs) that struggled with complex procedures.
3. Sectoral Impact Analysis
3.1 Manufacturing Sector
3.1.1 Automotive Industry
The automotive sector has experienced one of the most
significant impacts from GST reforms. Under the old GST
system, automobiles were subject to the highest tax slab of
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28%, plus additional cess in many cases. The new GST
framework reduces the tax rate on automobiles to 18%,
representing a substantial decrease in tax burden.

This reduction has multiple implications:

e Cost Reduction: Lower GST rates directly reduce the cost
of vehicles for consumers

e Demand Stimulation: Reduced prices are expected to
stimulate demand in both passenger and commercial vehicle
segments

e Supply Chain Optimization: Simplified tax structure
enables better supply chain management

e Export Competitiveness: Lower tax costs improve the
competitiveness of Indian automotive exports

The automotive component industry also benefits from this
rationalization, as many components previously taxed at
higher rates now fall under the 18% category, creating a more
uniform tax structure across the value chain.

3.1.2 Textiles and Apparel

The textile sector represents another area of significant
transformation under GST 2.0. The old GST system created
complexity with different rates for various textile products,
ranging from 5% for raw materials to 18% for processed
fabrics and garments.

Under the new system:

e Raw cotton, silk, and other natural fibers remain at 0%
GST

e Basic textile products are taxed at 5%

e Processed and branded textiles fall under the 18% category
This rationalization benefits the textile industry through:

o Simplified Classification: Reduced disputes over product
classification

e Input Tax Credit Optimization: Clearer credit flows
across the textile value chain

e Competitiveness Enhancement: Lower effective tax rates
improve global competitiveness

e MSME Support: Simplified structure particularly benefits
small-scale textile manufacturers

However, challenges remain in the form of formalization
requirements for unorganized sector participants and
adjustment to new compliance procedures.

3.1.3 Pharmaceuticals and Healthcare

The pharmaceutical sector has seen mixed impacts from GST
reforms. Under the old GST system, most pharmaceuticals
were taxed at 12%, with some life-saving drugs exempt from
tax.

The new GST framework maintains the focus on healthcare
affordability:

e Essential medicines and life-saving drugs remain at 0%
GST

e Basic pharmaceutical products are taxed at 5%

e Specialized and branded pharmaceuticals fall under 18%
Key impacts include:

o Healthcare Accessibility: Lower taxes on essential
medicines improve accessibility

e Manufacturing Efficiency: Simplified tax structure
reduces compliance costs

e Research and Development: Lower tax burden may
encourage increased R&D investment

e Export Promotion: Competitive tax rates support
pharmaceutical exports

3.2 Services Sector

3.2.1 Information Technology and Software Services

The IT sector, being a major contributor to India's economy
and exports, has experienced significant changes under GST
evolution. Under the old system, IT services were primarily
taxed at 18%, with export services being zero-rated.

The new GST framework maintains the 18% rate for most IT
services while introducing simplifications:

e Streamlined Procedures: Simplified export procedures
and faster refunds

e Reduced Compliance Burden: Automated systems
reduce administrative costs

e Service Classification Clarity: Clearer definitions reduce
classification disputes

The impact on the IT sector includes:

e Cost Efficiency: Reduced compliance costs improve
operational efficiency

e Export Competitiveness: Faster refund processes
improve cash flow for exporters

e Startup Support: Simplified procedures particularly
benefit IT startups and MSMEs

3.2.2 Construction and Real Estate

The construction and real estate sectors have undergone
substantial changes under GST reforms. The old GST system
taxed under-construction properties at 12% (without input tax
credit) or 5% (with input tax credit), creating complexity and
disputes.

The new framework simplifies this structure:

e Under-construction properties: Rationalized rates with
clearer input tax credit mechanisms

e Affordable housing: Concessional rates of 1% for eligible
projects

e Commercial construction: Standardized rates with
improved credit flows

Key impacts include:

o Cost Clarity: Simplified rate structure provides better cost
predictability

e Project Viability: Lower effective tax rates improve
project economics

o Affordable Housing Promotion: Special rates support
government housing initiatives

o Compliance Improvement: Clearer rules reduce disputes
and litigation

3.2.3 Financial Services

The financial services sector operates largely outside the GST
framework due to the difficulty in taxing financial services.
However, auxiliary services like insurance, banking services
to businesses, and fintech services are subject to GST.

Under the new system:

e Insurance services remain at 18%

e Banking services to businesses continue at 18%

e Fintech and digital payment services maintain current rates
The evolution primarily benefits the sector through:

e Administrative Efficiency: Simplified procedures reduce
compliance costs
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e Technology Integration: Better digital infrastructure
supports fintech growth

e Clarity in Service Definition: Reduced ambiguity in
service classification

3.3 Primary Sector

3.3.1 Agriculture and Allied Activities

Agriculture has been a focus area for GST reforms, with the
government emphasizing support for farmers and rural
development. Under the old GST system, most agricultural
products were exempt or taxed at low rates, while agricultural
inputs faced varying tax rates.

The new GST framework enhances agricultural support:

e Agricultural produce remains largely exempt (0% GST)

e Agricultural inputs like tractors, pumps, and irrigation
equipment reduced to 5%

e Fertilizers and seeds continue at concessional rates

e Processing and value-addition services rationalized

Key impacts on agriculture include:

e Input Cost Reduction: Lower GST on agricultural
equipment reduces farming costs

e Value Chain Development: Simplified structure supports
agricultural processing

¢ Rural Development: Lower costs support rural economic
development

e Food Security: Continued exemptions maintain food
affordability

3.3.2 Mining and Extractive Industries

The mining sector faces unique challenges under GST due to
the nature of natural resource extraction. The old GST system
taxed mining products at various rates depending on
processing levels.

Under the new framework:

e Raw minerals: Varied rates based on strategic importance
e Processed minerals: Standardized rates for better
predictability

e Mining equipment: Reduced rates to support sector
modernization

The impact includes:

e Cost Predictability: Clearer rate structure improves
project planning

e Technology Adoption: Lower equipment costs encourage
modernization

e Environmental Compliance: Simplified structure may
support environmental technology adoption

3.4 Tertiary Sector

3.4.1 Retail and E-commerce

The retail and e-commerce sectors have been significantly
impacted by GST evolution, particularly given the growth of
online commerce and changing consumer patterns.

Under the old GST system, e-commerce platforms faced
complex compliance requirements, including Tax Collected at
Source (TCS) provisions and multiple registration
requirements.

The new system introduces:

e Simplified compliance procedures for e-commerce
operators

e Streamlined TCS mechanisms

e Better integration between online and offline retail tax
treatment

Key impacts include:

e Operational Efficiency: Simplified procedures reduce
compliance costs

e Market Integration: Better integration of online and
oftline markets

e MSME Support: Simplified procedures benefit small
online sellers

e Consumer Benefits: Streamlined tax structure may lead to
competitive pricing

3.4.2 Transportation and Logistics

The transportation and logistics sector, being the backbone of
GST implementation, has seen continuous evolution. The old
GST system eliminated interstate checkpoints and created a
unified market, but faced challenges in implementation.

The new framework enhances these benefits:

e Continued elimination of interstate barriers

o Simplified documentation and compliance procedures

e Better integration of transport services taxation

The ongoing impact includes:

e Cost Reduction: Eliminated checkpoints and simplified
procedures reduce logistics costs

o Efficiency Improvement: Faster movement of goods
improves supply chain efficiency

e Market Integration: True national market creation
continues to evolve

4. Economic Impact Assessment
4.1 Revenue Implications
The transition from old GST to new GST has significant
revenue implications for both the central and state
governments. Initial projections suggest that while there may
be short-term revenue impacts due to rate reductions, the long-
term benefits of improved compliance and economic growth
are expected to offset these reductions.
Key revenue considerations include:
o Immediate Impact: Rate reductions may temporarily
reduce collections
e Compliance Improvement: Simplified structure expected
to improve voluntary compliance
e Economic Growth: Lower tax burden may stimulate
economic activity
e Administrative Savings: Reduced disputes and litigation
lower administrative costs
4.2 Inflation and Price Impact
One of the most significant expected outcomes of GST 2.0 is
its impact on inflation and consumer prices. Experts estimate
that the reforms could reduce inflation by up to 1.1 percentage
points, primarily through lower taxes on essential goods and
services.
The price impact varies across categories:
o Essential Goods: Significant price reductions expected
due to lower GST rates
e Consumer Durables: Moderate price reductions in
automobiles and electronics
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e Services: Mixed impact depending on specific service
categories

¢ Luxury Items: Minimal impact as most luxury items retain
higher rates

4.3 Business Competitiveness

The new GST framework aims to enhance the competitiveness
of Indian businesses both domestically and internationally.
Key competitiveness factors include:

e Cost Structure: Lower tax rates reduce overall cost
structures

e Compliance Efficiency: Simplified procedures reduce
administrative overhead

e Cash Flow: Faster refunds and automated processes
improve working capital management

e Market Access: Unified tax structure facilitates ecasier
market expansion

5. Sectoral Deep Dive: Critical Industries
5.1 Automotive Sector Transformation
The automotive sector deserves special attention given its
significant contribution to India's manufacturing GDP and
employment. The sector has wundergone substantial
transformation under GST evolution.
5.1.1 Passenger Vehicles
Under the old GST system, passenger vehicles faced the
highest tax rate of 28%, plus additional cess ranging from 1%
to 22% depending on vehicle specifications. This created a
complex tax structure that varied significantly across vehicle
categories.
The new GST framework reduces the base rate to 18% for
most vehicles while rationalizing the cess structure. This
change has several implications:
Cost Impact: The reduction in base GST rate from 28% to
18% represents a 10 percentage point reduction, which
translates to significant cost savings for consumers. For a
vehicle priced at INR 10 lakhs, this could mean savings of
approximately INR 1 lakh, making vehicles more affordable.
Demand Stimulation: Lower prices are expected to stimulate
demand, particularly in the entry-level and mid-segment
categories. This is crucial for India's goal of increasing vehicle
penetration and supporting the automotive industry.
Manufacturing Efficiency: Simplified tax structure enables
better production planning and inventory management, as
manufacturers can better predict tax implications across their
product range.
5.1.2 Commercial Vehicles
Commercial vehicles, being essential for economic activity,
have seen significant benefits from GST rationalization. The
reduction in tax rates makes commercial vehicles more
affordable for small businesses and individual operators,
supporting last-mile connectivity and logistics efficiency.
The impact includes:
o Fleet Modernization: Lower costs encourage replacement
of older, less efficient vehicles
e MSME Support: Reduced vehicle costs support small
businesses in expanding their operations
o Logistics Efficiency: More affordable commercial
vehicles improve overall logistics ecosystem

5.1.3 Electric Vehicles

Electric vehicles (EVs) have been a particular focus of
government policy, and GST reforms support EV adoption.
While EVs already enjoyed concessional GST rates under the
old system, the new framework provides additional clarity and
support:

e Rate Certainty: Continued low GST rates on EVs provide
certainty for manufacturers and consumers

e Component Ecosystem: Rationalized rates on EV
components support domestic manufacturing

e Charging Infrastructure: Simplified tax treatment for
charging equipment supports infrastructure development

5.2 Textile Industry Renaissance

The textile industry, being one of India's traditional strengths
and a significant employer, has experienced both challenges
and opportunities under GST evolution.

5.2.1 Cotton and Natural Fibers

The treatment of cotton and natural fibers has remained largely
unchanged, with raw cotton continuing to be exempt from
GST. However, the processing and value-addition segments
have seen rationalization:

Spinning Sector: Cotton yarn and threads benefit from clearer
classification and simplified procedures. The reduction in
compliance burden particularly helps small and medium
spinning mills.

Weaving Sector: Fabric manufacturing has seen rationalized
rates, with most basic fabrics falling under the 5% category
and processed fabrics under 18%. This creates a clearer tax
structure across the weaving value chain.

Processing and Dyeing: Textile processing services have been
rationalized, reducing the overall tax burden on value-added
textile products.

5.2.2 Synthetic Textiles

Synthetic textiles faced higher tax rates under the old GST
system, with synthetic fabrics taxed at 18%. The new system
maintains this rate but provides clearer classification and better
input tax credit mechanisms.

The impact includes:

e Classification Clarity: Reduced disputes over synthetic
vs. natural fiber classification

e Input Tax Credit Flow: Better credit mechanisms
improve cash flow for synthetic textile manufacturers

o Competitive Positioning: Clearer tax structure helps
synthetic textiles compete more effectively

5.2.3 Garment and Apparel Manufacturing

The garment sector, being highly fragmented with significant
MSME participation, has been a focus of GST simplification
efforts. The new framework provides:

Rate Rationalization: Most garments fall under standardized
rate categories, reducing classification complexity.

MSME Support: Simplified compliance procedures
particularly benefit small garment manufacturers who form the
backbone of the industry.

Export Competitiveness: Streamlined procedures and faster
refunds improve the competitiveness of garment exports.
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5.3 Pharmaceutical Industry Evolution

The pharmaceutical sector, being critical for public health, has
seen careful calibration of GST rates to balance revenue needs
with healthcare accessibility.

5.3.1 Essential Medicines

Essential medicines continue to enjoy preferential treatment
under the new GST framework. Most life-saving drugs remain
exempt from GST, while essential medicines are taxed at
concessional rates of 5%.

This approach supports:

e Healthcare Accessibility: Low or zero taxes keep essential
medicines affordable

e Public Health Goals: Continued focus on making
healthcare accessible to all income groups

e Manufacturing Incentives: Predictable tax structure
encourages domestic pharmaceutical manufacturing

5.3.2 Specialty Pharmaceuticals

Specialty and branded pharmaceuticals face standard rates
under the new framework, typically 18%. However, the
simplified structure provides benefits:

R&D Support: Clearer tax structure supports research and
development activities in the pharmaceutical sector.
Manufacturing Efficiency: Simplified compliance reduces
administrative overhead for pharmaceutical companies.
Export Promotion: Streamlined procedures support
pharmaceutical exports, where India has competitive
advantages.

6. Regional and State-wise Impact
6.1 Industrial States
States with significant industrial presence, such as
Maharashtra, Gujarat, Tamil Nadu, and Karnataka, have
experienced substantial impacts from GST evolution.
6.1.1 Manufacturing Hubs
Industrial states benefit from:
e Supply Chain Optimization: Elimination of interstate
barriers enables better supply chain management
e Cost Reduction: Lower GST rates reduce manufacturing
costs
e Investment Attraction: Simplified tax structure attracts
new industrial investment
6.1.2 Technology Centers
Technology-focused states like Karnataka, Telangana, and
Haryana benefit from:
e Service Export Support: Streamlined procedures support
IT and software exports
e Startup Ecosystem: Simplified compliance supports
technology startups
e Innovation Incentives: Clearer tax structure supports
innovation and R&D activities
6.2 Agricultural States
States with significant agricultural activity, such as Punjab,
Haryana, Uttar Pradesh, and Madhya Pradesh, benefit from:
6.2.1 Input Cost Reduction
Agricultural states see benefits through:
e Equipment Costs: Lower GST on tractors, pumps, and
irrigation equipment reduces farming costs

e Processing Support: Rationalized rates support
agricultural processing industries

e Rural Development: Lower costs support overall rural
economic development

6.2.2 Value Chain Development

The simplified GST structure supports agricultural value chain
development:

o Food Processing: Clearer tax structure supports food
processing industries

e Storage and Logistics: Improved logistics efficiency
supports agricultural supply chains

e Market Access: Better market integration helps farmers
access wider markets

6.3 Service-Oriented States

States with significant service sector presence, such as Delhi,
Mumbeai financial district, and Bangalore, experience:

6.3.1 Financial Services Impact

Service-oriented regions benefit from:

e Administrative Efficiency: Simplified procedures reduce
compliance costs

e Technology Integration: Better digital infrastructure
supports service delivery

o Export Competitiveness: Streamlined procedures support
service exports

7. Micro, Small, and Medium Enterprises
(MSME) Impact

7.1 Compliance Simplification

MSMEs have been particular beneficiaries of GST
simplification efforts. The new framework addresses many of
the compliance challenges faced by small businesses under the
old system.

7.1.1 Registration and Filing

Key improvements for MSMEs include:

o Simplified Registration: Automated registration
processes reduce bureaucratic hurdles

e Quarterly Filing: Many MSMEs can file returns quarterly
instead of monthly

e Composition Scheme: Enhanced composition scheme
provides simplified compliance options

7.1.2 Technology Support

MSMEs benefit from:

o Digital Infrastructure: Government-provided digital
tools reduce compliance costs

e Training Programs: Enhanced training and support
programs help MSMEs adapt to GST requirements

e Grievance Redressal: Improved mechanisms for
addressing MSME concerns

7.2 Market Access Enhancement

The unified GST framework particularly benefits MSMEs
through enhanced market access:

7.2.1 Interstate Operations

MSMESs can now:

e Expand Operations: Simplified interstate operations
enable market expansion

e Competitive Participation: Level playing field with
larger enterprises
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e Supply Chain Integration: Better integration into larger
supply chains

7.3 Sectoral MSME Benefits

Different MSME sectors experience varying benefits:

7.3.1 Manufacturing MSMEs

Small manufacturers benefit from:

e Input Cost Reduction: Lower GST rates on raw materials
and equipment

e Credit Flow: Better input tax credit mechanisms improve
cash flow

e Market Integration: Access to larger, integrated markets
7.3.2 Service MSMEs

Small service providers benefit from:

e Simplified Procedures: Reduced compliance burden

e Technology Access: Better access to digital tools and
platforms

e Export Opportunities: Simplified export procedures

8. Consumer Impact Analysis
8.1 Price Impact on Essential Goods
The new GST framework significantly impacts consumer
prices, particularly for essential goods and services.
8.1.1 Food and Groceries
Essential food items continue to be exempt from GST, while
processed foods benefit from rationalized rates:
¢ Basic Foods: Rice, wheat, pulses remain GST-free
e Processed Foods: Many processed food items see reduced
GST rates
e Restaurants and Eateries: Rationalized rates may reduce
food service costs
8.1.2 Healthcare Products
Healthcare accessibility improves through:
e Medicine Costs: Essential medicines continue to enjoy
zero or low GST rates
e Medical Equipment: Healthcare equipment sees reduced
GST rates
e Health Services: Many health services enjoy exempted or
concessional rates
8.2 Consumer Durables and Lifestyle Products
The impact on consumer durables varies across categories:
8.2.1 Electronics and Appliances
Consumer electronics benefit from rate rationalization:
e Smartphones and Tablets: Reduced GST rates make
technology more accessible
e Home Appliances: Kitchen appliances, washing
machines, and other durables see price reductions
e Electronic Components: Lower rates on components may
reduce repair and maintenance costs
8.2.2 Automobiles and Transportation
As discussed earlier, significant price reductions in
automobiles benefit consumers:
e Two-wheelers: More affordable transportation for middle-
class families
e Cars: Reduced prices make car ownership more accessible
e Commercial Vehicles: Lower costs for small business
operators

8.3 Regional Consumer Impact

Consumer benefits vary across regions based on consumption
patterns and local economic conditions:

8.3.1 Urban Consumers

Urban consumers benefit from:

e Technology Products: Reduced prices on electronics and
digital products

e Service Access: Better access to various services due to
simplified tax structure

e Transportation: More affordable private transportation
options

8.3.2 Rural Consumers

Rural consumers see benefits through:

e Agricultural Inputs: Reduced costs for farming
equipment and inputs

e Basic Goods: Continued exemptions on essential foods
and products

e Healthcare Access: Improved affordability of healthcare
products and services

9. Government Revenue and Fiscal Impact
9.1 Revenue Collection Trends
The evolution from old GST to new GST has important
implications for government revenue collection at both central
and state levels.
9.1.1 Central Government Impact
The central government faces both challenges and
opportunities:
e Short-term Impact: Rate reductions may temporarily
reduce collections
o Compliance Improvement: Simplified structure expected
to improve voluntary compliance
e Administrative Savings: Reduced disputes and litigation
lower administrative costs
e Economic Growth: Stimulus from lower taxes may
increase overall economic activity
9.1.2 State Government Impact
State governments, being major stakeholders in GST revenue,
are particularly concerned about revenue implications:
e Compensation Mechanisms: Transition  support
mechanisms help states adjust to new revenue patterns
e Local Economy Boost: Economic stimulus from lower
taxes may increase state commercial activity
e Administrative Efficiency: Simplified procedures reduce
state administrative costs
9.2 Long-term Fiscal Sustainability
The long-term fiscal impact of GST evolution depends on
several factors:
9.2.1 Growth Multiplier Effects
Lower tax rates may generate growth multiplier effects:
e Consumption Stimulus: Lower prices may increase
consumption
o Investment Attraction: Simplified tax structure may
attract more investment
e Formalization: Improved compliance may bring more
economic activity into the formal sector
9.2.2 Revenue Buoyancy
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The relationship between economic growth and tax revenue
collection becomes crucial:

¢ Elastic Revenue: Revenue collections should grow with
economic expansion

e Base Expansion: More businesses entering the formal
economy expand the tax base

e Technology Support: Digital infrastructure improves
collection efficiency

10. International Comparisons and Best

Practices
10.1 Global GST/VAT Systems
India's GST evolution can be compared with international best
practices in value-added taxation:
10.1.1 Developed Country Models
Countries like Australia, Canada, and New Zealand provide
insights:
e Rate Structure: Most successful systems use fewer,
simpler rate structures
e Administrative Efficiency: Digital systems and
automated processes reduce compliance costs
e Sector Treatment: Consistent treatment across sectors
reduces complexity
10.1.2 Developing Country Experiences
Other developing countries provide relevant lessons:
e Implementation Challenges: Similar challenges in
transitioning from complex to simple systems
e Revenue Impact: Mixed short-term revenue impacts but
generally positive long-term outcomes
e Economic Growth: Successful GST/VAT systems
generally support economic growth
10.2 India's Unique Context
India's GST system operates in a unique federal structure:
10.2.1 Federal Complexity
India's federal system creates unique challenges:
e Center-State Coordination: Complex coordination
requirements between federal and state governments
e Revenue Sharing: Sophisticated revenue sharing
mechanisms needed
e Policy Harmonization: Need for harmonized policies
across states
10.2.2 Scale and Diversity
India's size and diversity create implementation challenges:
e Economic Diversity: Different regions at different levels
of economic development
e Language and Culture: Multiple languages and cultures
require localized implementation
e Technology Infrastructure: Varying levels of technology
adoption across regions

11. Challenges and Implementation Issues
11.1 Transition Challenges
The move from old GST to new GST faces several
implementation challenges:
11.1.1 Business Adaptation
Businesses face adaptation challenges:

e System Changes: Need to update accounting and
compliance systems

e Training Requirements: Staff need training on new
procedures

e Cash Flow Impact: Temporary disruptions during
transition period

11.1.2 Administrative Challenges

Government agencies face administrative challenges:

e System Integration: Need to integrate new procedures
with existing systems

o Staff Training: Government personnel require training on
new procedures

e Grievance Handling: Enhanced mechanisms needed for
handling transition issues

11.2 Ongoing Compliance Issues

Despite simplification efforts, some compliance challenges
remain:

11.2.1 Technology Gaps

Technology-related challenges include:

o Digital Divide: Some businesses, particularly MSMEs,
face technology adoption challenges

e System Reliability: Need for robust, reliable technology
infrastructure

e Cybersecurity: Enhanced security measures needed for
digital tax systems

11.2.2 Capacity Building

Capacity building remains an ongoing challenge:

e Business Training: Continued need for business education
and training

o Professional Development: Chartered accountants and tax
professionals need ongoing education

e Government Capacity: Continued enhancement of
government administrative capacity

11.3 Sector-Specific Challenges

Different sectors face unique challenges:

11.3.1 Unorganized Sector Integration

Bringing the unorganized sector into the GST framework
remains challenging:

e Formalization Resistance: Some businesses resist
formalization

e Capacity Constraints: Limited capacity for compliance
among informal businesses

e Support Mechanisms: Need for enhanced support for
informal sector transition

11.3.2 Complex Sectors

Some sectors continue to face complexity:

e Real Estate: Complex valuation and tax calculation issues
e Financial Services: Difficulty in defining and taxing
financial services

e Digital Economy: Evolving business models create tax
classification challenges

12. Future Outlook and Policy
Recommendations
12.1 Short-term Outlook (1-2 years)
The immediate future of GST implementation will focus on
stabilization and fine-tuning:

© 2025, IJSREM | https://ijsrem.com

DOI: 10.55041/IJSREM53055 |  Page7


https://ijsrem.com/

¢BF 2,

fusremyy International Journal of Scientific Research in Engineering and Management (IJSREM)

Sy e Jeurnal

W Volume: 09 Issue: 10 | Oct - 2025

SJIF Rating: 8.586

ISSN: 2582-3930

12.1.1 System Stabilization

Priority areas include:

e Technology Reliability: Ensuring robust, reliable
technology infrastructure

e Compliance Support: Enhanced support for businesses
adapting to new procedures

e Grievance Resolution: Efficient mechanisms for
resolving implementation issues

12.1.2 Revenue Monitoring

Close monitoring of revenue implications:

e Collection Tracking: Continuous monitoring of revenue
collections across sectors

e Impact Assessment: Regular assessment of economic
impact

e Adjustment Mechanisms: Flexibility to make minor
adjustments as needed

12.2 Medium-term Evolution (3-5 years)

Medium-term evolution will focus on optimization and
enhancement:

12.2.1 Rate Rationalization

Continued rate rationalization:

e Anomaly Resolution: Addressing remaining rate
anomalies and inconsistencies

e Sector Optimization: Fine-tuning rates for specific sectors
based on experience

e Economic Integration: Better integration with broader
economic policy objectives

12.2.2 Technology Enhancement

Technology improvements will continue:

o Artificial Intelligence: Al-powered systems for better tax
administration

e Blockchain Integration: Potential use of blockchain for
transaction verification

e Mobile Optimization: Enhanced mobile platforms for
easier compliance

12.3 Long-term Vision (5+ years)

Long-term GST evolution will focus on creating a world-class
tax system:

12.3.1 System Maturation

Key elements of system maturation:

¢ Global Best Practices: Alignment with international best
practices

e Seamless Integration: Complete integration with other
economic systems

e Predictable Framework: Stable, predictable tax
framework supporting long-term investment

12.3.2 Economic Integration

Better integration with economic policy:

e Growth Support: GST system that actively supports
economic growth

e Innovation Promotion: Tax incentives aligned with
innovation and technology goals

¢ Sustainability Focus: Integration with environmental and
sustainability objectives

12.4 Policy Recommendations

Based on the analysis, several policy recommendations
emerge:

12.4.1 Immediate Recommendations

Short-term policy priorities:

1. Enhanced Business Support: Strengthen support
mechanisms for businesses adapting to new GST framework
2. Technology Infrastructure: Invest in robust, reliable
technology infrastructure

3. Training Programs: Expand training programs for
businesses and government personnel

4. Grievance Mechanisms: Strengthen grievance redressal
mechanisms

12.4.2 Medium-term Recommendations

Medium-term policy priorities:

1. Rate Rationalization: Continue systematic rate
rationalization based on economic analysis

2. Sector-Specific Policies: Develop sector-specific policies
addressing unique challenges

3. Digital Integration: Enhance digital integration across all
aspects of tax administration

4. Performance Monitoring: Establish robust performance
monitoring and evaluation systems

12.4.3 Long-term Recommendations

Long-term policy vision:

1. Global Integration: Align Indian GST system with global
best practices

2. Innovation Support: Use tax policy to support innovation
and technology development

3. Sustainability Integration: Integrate environmental and
sustainability considerations

4. Predictable Framework: Create stable, predictable tax
framework for long-term planning

13. Conclusion
The evolution from India's original GST system to GST 2.0
represents a significant milestone in the country's tax reform
journey. This comprehensive analysis reveals that while
challenges remain, the new GST framework addresses many
of the concerns raised about the original system while
maintaining the core benefits of a unified tax structure.
13.1 Key Achievements
The new GST system achieves several important objectives:
Simplification: The reduction from multiple tax slabs to a
three-tier structure significantly simplifies tax compliance and
reduces classification disputes.
Cost Reduction: Lower tax rates across multiple sectors
provide direct benefits to businesses and consumers, with
particular benefits for essential goods and services.
Economic Stimulus: The combination of lower rates and
simplified procedures provides economic stimulus that
supports growth across multiple sectors.
Administrative  Efficiency:  Streamlined procedures,
automated systems, and digital integration significantly reduce
administrative burden for both businesses and government.
Market Integration: The continued elimination of interstate
barriers and simplified compliance creates a truly unified
national market.
13.2 Sectoral Transformation Summary
The analysis reveals differential impacts across sectors:
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Manufacturing Sector: Significant benefits through reduced
input costs, simplified compliance, and enhanced
competitiveness. The automotive and textile sectors emerge as
particular beneficiaries.

Services Sector: Improved operational efficiency through
simplified procedures, though the impact varies by service
type. IT services, construction, and logistics see substantial
benefits.

Primary Sector: Continued support for agriculture through
exemptions and concessional rates, with additional benefits
from reduced input costs.

MSME Sector: Substantial benefits through simplified
compliance, reduced costs, and enhanced market access
opportunities.

13.3 Economic Impact Assessment

The overall economic impact of GST evolution is positive:
Inflation Control: Expected reduction of up to 1.1 percentage
points in inflation provides direct consumer benefits and
supports macroeconomic stability.

Growth Support: Reduced tax burden and simplified
procedures support economic growth, though short-term
adjustments may be needed.

Revenue Sustainability: While short-term revenue impacts
may occur, improved compliance and economic growth are
expected to support long-term revenue sustainability.
Competitiveness Enhancement: Simplified tax structure and
reduced costs enhance the competitiveness of Indian
businesses in both domestic and international markets.

13.4 Regional and Social Impact

The reforms have important regional and social implications:
Regional Development: Benefits accrue across different types
of states - industrial, agricultural, and service-oriented - though
the nature of benefits varies.

Social Equity: Continued exemptions on essential goods and
reduced rates on healthcare support social equity objectives.
Rural Development: Reduced costs for agricultural inputs
and rural-focused goods support rural economic development.
Urban Development: Benefits in consumer durables and
services support urban economic activity.

13.5 Implementation Challenges and Solutions

While the new GST framework addresses many previous
challenges, some issues remain:

Transition Management: Short-term transition challenges
require continued government support and business
adaptation.

Technology Integration: Ongoing investment in technology
infrastructure and digital literacy is essential for success.
Capacity Building: Continued training and capacity building
for businesses, professionals, and government personnel
remains important.

Sector-Specific Issues: Some sectors continue to face unique
challenges that require targeted solutions.

13.6 International Standing

The GST 2.0 framework positions India favourably in
international comparisons:

Best Practices Alignment: The simplified structure aligns
with international best practices in value-added taxation.
Economic Integration: Enhanced competitiveness supports
India's integration into global value chains.

Investment Attraction: Simplified tax structure makes India
more attractive for international investment.

Trade Facilitation: Streamlined procedures support both
imports and exports.

13.7 Future Evolution Path

The analysis suggests several key directions for future GST
evolution:

Continued Simplification: Ongoing efforts to simplify and
rationalize the system based on implementation experience.
Technology Enhancement: Leveraging emerging
technologies for better tax administration and compliance.
Economic Integration: Better integration with broader
economic policy objectives and development goals.

Global Harmonization: Alignment with international
standards and practices while maintaining Indian context.
13.8 Critical Success Factors

Several factors will determine the continued success of GST
evolution:

Political Commitment: Sustained political commitment at
both central and state levels is essential for continued reform.
Stakeholder Engagement: Ongoing engagement with
businesses, professionals, and civil society supports successful
implementation.

Administrative Capacity: Continued enhancement of
administrative capacity at all levels of government.
Technology Infrastructure: Investment in robust, reliable
technology infrastructure remains crucial.

Economic Growth: Overall economic growth provides the
foundation for GST system success.

13.9 Risk Factors and Mitigation

Several risk factors could impact GST success:

Revenue Pressures: Short-term revenue pressures might
create pressure for rate increases or complexity additions.
Implementation Gaps: Gaps in implementation capacity or
technology infrastructure could create compliance challenges.
Economic Shocks: External economic shocks could impact
the system's performance.

Political Changes: Changes in political priorities could affect
reform momentum.

Mitigation strategies include maintaining reform momentum,
building institutional capacity, creating contingency plans, and
ensuring broad-based political support for the GST
framework.

13.10 Lessons for Other Countries

India's GST evolution provides important lessons for other
developing countries considering similar reforms:

Gradual Implementation: A phased approach allowing for
learning and adjustment can be more successful than
attempting comprehensive reform immediately.

Technology Investment: Early investment in technology
infrastructure is crucial for system success.

Stakeholder Engagement: Extensive stakeholder
consultation and  engagement  supports  smoother
implementation.

Federal Coordination: In federal systems, effective
coordination mechanisms between different levels of
government are essential.

Capacity Building: Substantial investment in capacity
building for all stakeholders is necessary for success.
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13.11 Research Implications

This analysis reveals several areas where additional research
would be valuable:

Behavioural Economics: Understanding how tax changes
affect business and consumer behaviour in the Indian context.
Regional Development: More detailed analysis of how GST
reforms affect different regions and their development
patterns.

Informal Sector Integration: Research on effective
mechanisms for integrating the informal sector into formal tax
systems.

The new system provides a foundation for continued economic
growth, improved competitiveness, and better integration of
India's diverse economy. Success will depend on continued
commitment to reform, investment in implementation
capacity, and responsiveness to emerging challenges and
opportunities.

The sectoral analysis reveals that while benefits are
widespread, they are not uniform. Manufacturing sectors,
particularly automotive and textiles, emerge as significant
beneficiaries. Service sectors benefit primarily from simplified
procedures and reduced administrative burden. The primary
sector continues to receive policy support through exemptions
and concessional rates.

For businesses, the new framework provides greater certainty,
reduced compliance costs, and enhanced competitiveness.
For consumers, the benefits include lower prices on many
goods and services, improved product availability, and better
service quality. For the government, the framework provides a
more efficient revenue collection mechanism while supporting
broader economic development objectives.

The transition from old GST to new GST demonstrates that tax
reform is an ongoing process requiring continuous adjustment
and refinement. The Indian experience provides valuable
lessons for other countries considering similar reforms while
establishing India as a leader in innovative tax policy design
and implementation.

e Reserve Bank of India Economic Surveys and Bulletins

e Industry Association Reports (CII, FICCI, ASSOCHAM)
e Academic Research from Leading Indian Institutions

The analysis benefits from both quantitative data on tax
collections, rates, and economic indicators, as well as
qualitative assessments from stakeholder consultations and
expert opinions. This multi-source approach provides a

Technology Adoption: Understanding the factors that support
or hinder technology adoption in tax administration.
International Comparisons: More detailed comparative
analysis with other developing countries implementing similar
reforms.

13.12 Final Assessment

India's GST evolution from the original 2017 framework to the
2025 GST 2.0 system represents a significant achievement in
tax reform. While challenges remain and continued refinement
is needed, the direction of reform is positive and aligns with
both domestic development objectives and international best
practices.

Looking forward, the success of GST 2.0 will depend on
effective implementation, continued stakeholder engagement,
technological advancement, and alignment with broader
economic development strategies. The foundation has been
established for a world-class tax system that supports India's
aspirations for sustained economic growth and development.
The comprehensive analysis of sectoral impacts reveals that
India's GST evolution represents not just tax reform but
economic transformation. By creating a unified, simplified,
and efficient tax system, India has positioned itself for
enhanced competitiveness, sustained growth, and improved
integration into the global economy. The journey from old
GST to new GST marks a significant milestone in India's
economic development story, with benefits extending across
all sectors of the economy and all segments of society.
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comprehensive foundation for understanding the complex
impacts of GST evolution across India's diverse economic
landscape.
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