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ABSTRACT: 

Long pending Constitution Amendment bill on most awaited and eagerly desired tax reform on Goods and services tax 

aiming at creation of single tax for goods and services across the country has been passed in Lok Sabha by Centre 

Finance Minister Arun Jaitley for rollout of the new regime from April 2016 subsuming various levies like entry tax and 

octroi, CST, state level sales tax, entry tax stamp duty, etc. avoiding multiple layers of taxation that currently exist in 

India. It is expected that introduction of GST will foster a common and seamless Indian market and contribute 

significantly to the growth of the economy. Today 90% of the world’s population lives in the countries with GST 

including China, Indonesia, Thailand, Singapore, and Malaysia. In this paper we are focusing on explaining the concept 

of GST and how India will be benefitted by its implementation. Also we have discussed the various obstacles in its 

implementation and how it can be overcome. 
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LITERATURE REVIEW:  

        The-CAG Mr. Vinod Rai in his inaugural address to the National Conference on GST described the 

concept as "An integrated scheme of taxation that does not discriminate between goods and services and is a 

part of the proposed tax reforms that centre on evolving an efficient and harmonized consumption tax system 

in the country." As per Girish Garg, (2014) “Basic Concepts and Features of Good and Service Tax in India”, 

and found that GST is the most logical steps towards the comprehensive indirect tax reform in our country 

since independence which creates a single, unified Indian market to make the economy stronger. Uniform 

taxation will boost economic developments and tax collections breaking tax barriers between states. Under 

GST, the taxation burden will be divided equitably between manufacturing and services, through a lower tax 

rate by increasing the tax base and minimizing exemptions. Dr. R. Vasanthagopal, (2011) Studied “GST in 

India: A Big Leap in the Indirect Taxation System”, and found that the positive impacts are dependent on a 

neutral and rational design of the GST, balancing the conflicting interests of various stakeholders, full political 

commitment for a fundamental tax reform with a constitutional amendment, Under the GST regime, both the 

Centre and the State would have the powers to tax the supply of goods and services right from their primary 

stage to final consumption. At the centre's level, introduction of the GST will mean that it takes the place of 

central excise duty, service tax and additional customs duties. At the state level, the GST will take the place of 

State VAT. 

 

GROUNDING GST:     

             For more than two decades there have been undergone extensive indirect tax reforms in India. 

Liberalization in Indian economy in 1991 forced the government to undertake indirect tax reforms in order to 

face international competition and have acceleration in economic growth. To get this custom duty was 

reduced to 10 per cent from the peak point of 300 percent. Excise duty was gradually decreased from the peak 

of 220 percent to 16 percent. Reduction in exemptions on income tax and introduction of service tax in 1994 

was fulfilling the requirement of revenue collection by government. Reduction in the tax rate also improved 

tax compliance and investment climate. Tax administration was improved and modernized. After reaping all 

benefits of implementing central tax reforms in the form of economic growth, revenue collection, it was 

realized that without state reforms Indian economy will be fragmented and industries will not get significant 
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gains. This led to the introduction of uniform taxation VAT in 2005 at state level which replaced multi rate 

sales tax.  

              Design of this state tax was based on the recommendation of research report of National Institute of 

public Finance and policy lead by team of Dr Amaresh Bagchi .It was recognized in report that it would not be 

the perfect or first best solution to the problems of the domestic trade tax regime in a multigovernment 

framework. However it was taken as feasible option within the existing framework of Constitution and would 

be the foundation for an even more rational regime in the future. 

              Introduction of VAT in all 29 states was a major step towards making India a one common economic 

market. But even after these reforms, indirect tax structure in India is still a highly fragmented and 

distortionary tax structure characterized by multiple tax rates, barriers to interstate trade, 

and cascading of taxes, which realised the need of further and more comprehensive reform in this structure. 

Buoyed by the success of the State VAT, the Centre and the States are now embarked on the design and 

implementation of the perfect solution alluded to in the Bagchi Report. As announced by the Empowered 

Committee of State Finance Ministers in November 2007, the solution is to take the form of a 'Dual' Goods 

and Services Tax (GST), to be levied concurrently by both levels of government. 

 

WHAT GST IS?  

              GST is a comprehensive tax-levy on manufacture, sale and consumption of goods and services at a 

national level. Through a tax credit mechanism, this tax is collected on value – added goods and services at 

each stage of sale or purchase in supply chain. The system allows the set-off of GST paid on the procurement 

of goods and services against the GST which is payable on the supply of goods or services. However, the end 

consumer bears this tax as he is the last person in the supply chain.                     

           Understanding with example, suppose that there is a chain of manufacturer, wholesale dealer and the 

retailer and GST is 10%. Suppose the manufacturer purchases the inputs worth Rs.100 for 

producing a good worth Rs.160. He will pay net GST of Rs.6 by taking the tax credit of Rs.10 on the inputs. 

Similarly the wholesaler who buys this good and sells it for Rs.170 will pay net GST of Rs.1 and the retailer 

who sells it for Rs.200 will pay net GST of Rs.3 by taking the tax credit for his purchase which comes out to 

be Rs.17. 

        In upcoming period GST would be destination base despite of concept of origin based as it is now. 

Government is going to make it dual GST with centre and state simultaneously levying it on common base. 

GST which will levied by the Centre would be called Central GST (CGST) and that to be 

levied by the States would be called State GST (SGST) and the rate at which it would be levied on mutual 

concerns of Centre and the States. 

 

INTENTIONS FOR GST’s INTRODUCTION: 

         A product passes through many stages till it reaches the final consumer. Government  at centre and 

state level have ,as and when the need arose, introduced many indirect taxes on various taxable events in this 

value chain(such as excise duty on manufacture, vat on sale etc.). As these taxes are levied on different 

taxable events they have their limitations. To illustrate further let’s take e.g. of excise duty. Excise duties 

levied on manufacture and it fail to tax the value addition at distribution level. 

       Additionally at present,” goods” suffer two levies (excise and vat) whereas “taxable services “suffer 

only one levies i.e. service tax. This leads to distortion: distortion arises because the relative prices of services 

would be lower as compared to goods. even, as current taxes system treats goods and services diffentrly, in 

certain cases there is double taxation (software being one of the case where the industry has taken 

conservative stand and vat and service tax is being currently levied).Also there are restrictions on availment of 

credit such as service provider cannot avail credit of service tax. The above lacunas affect free flow of goods 
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and services. Additionally it brings uncertainty in the trade which is not good for the economy as a whole. 

GST is now being projected as a solution to all these problems. 

The following taxes currently levied and collected by the Centre are subsumed by with the implementation of 

GST: 

At centre level following taxes will be subsumed with GST: 

1. Central excise duty  

2. Service tax 

3. Excise duty levied on Medicinal and Toilet Preparations 

4. Countervailing Duties known as CVD (Levied on imports in lieu of excise duty) 

5. Surcharges and Cesses 

6. Special Additional Duties of Custom (SAD)-4% (Levied on imports in lieu of VAT) 

At State level following taxes will be subsumed with GST: 

1. Central and State Tax 

2. Entertainment Tax (unless it is levied by the local bodies) 

3. Luxury Tax 

 4. State VAT 

5. Entry Tax not in lieu of Octroi 

6. Taxes on gambling, betting and lotteries  

 

FEATURING GST:  

GST will have to come on levied by centre (here inafter referred to as central GST).Rates for central GST and 

state GST would be prescribed appropriately, reflecting revenue considerations and acceptability. This dual 

GST model would be implemented through multiple statutes (one for CGST and SGST statue for every 

state).However, the basic features of law such as chargeability, definition of taxable event and taxable person, 

measure of levy including valuation provisions, basis of classification etc. would be uniform across these 

statues as far as practicable.CGST and SGST would be applicable to all transactions of goods and services 

made for a consideration except the exempted goods and services, goods which are outside the purview of 

GST and the transactions which are below the prescribed threshold limits. 

 

How GST will work? 

Generally the dealers registered under GST (manufacturers, wholesaler, retailers and service providers) charge 

GST on price of goods and services from their customers and claims credits for the GST included in the price 

of their own purchases of goods and services used by them. While GST is paid at each step in the supply chain 

of goods and services, the paying dealers do not actually bear the burden of tax because GST is an indirect tax 

and ultimate burden of the GST has to be taken by the last customer.  This is because they include GST in the 

price of the goods and services they buy. The cost of GST is borne by the final consumer, who can’t claim 

GST credits, i.e.  Input credit of the tax paid.  

 

GST’s BOON FOR CENTRE AND STATE: 

Under GST the taxation burden will be divided equitably between manufacturing and services, through a 

lower tax rate by increasing the tax base and minimizing exemptions. It is expected to help build a transparent 

and corruption free tax administration.GST will be levied only at the destination point, and not at various 

points. Currently a manufacturer needs to pay tax when a finished product moves out from a factory, and it is 

again taxed at the retail outlet when sold. 

 When GST is introduced the price of a product will become reduced. A fall in price generally 

increases the product demand. Not only has the price reduced but also the working capital too. GST makes the 

price of a product unique throughout the country. 
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 The concept of warehouse changes when GST is introduced. In the present tax system a ware house is 

required for each state. If the dealer and the ware house are in different states, then the dealer needs to pay a 

Central Sales Tax of about 2%.This increases the price of the commodity. Thus companies use to setup a 

warehouse in each state. In GST as the CST gets eliminated, the number of warehouses can get reduced. 

 GST is not much complicated as the current tax pattern which involves the calculation as well as the 

tabulation of various indirect taxes. This can also reduce much paperwork. 

 There won’t be any GST charged on the Goods with the exempt category, 1% on bullion and a 

reduced rate for the essential item. The GST is a welcomed tax pattern as it can reduce the price of the Goods 

increasing the consumption and finally increases the production. 

 Multiple taxes that currently exist will no longer remain in the picture. This means that taxes like 

octroi, CENVAT, central sales tax, state sales tax, entry tax, license fees, turnover tax etc will no longer be 

present and all that will be brought under the GST 

 

CHALLENGES CONCERENING GST’s IMPLEMENTATION: 

GST seems rosy and it seems extremely beneficial on paper. But is it viable? Is it suited for India? Of course 

on paper we safely assume several ideal and stable factors and also tend to think that tax regime operates in a 

closed system, free from outside inferences. But reality follows no laws. The major stumbling blocks for GST: 

Administrative mechanism: Integrating the revenue collection services of 29 odd states and extremely 

powerful central service into one GST collection agent  would either mean disbanding the state sales 

departments of the states or winding up the Indian revenue services (custom and central), both of which are 

plain impossible. So the erudite officers of the north block have come up with the concept of a dual GST. The 

state shall collect SGST and centre shall collect CGST seems far. But how is the any improvement over the 

existing CENVAT and sales tax regimes? They say that SGST would give the states leverage to a vary taxes 

within a spectrum of acceptability, ensuring some credible degree of autonomy. But once tax slabs start 

varying, the image of a unified market dissolves into thin air. 

Intentions: GST is being sold to the masses and the media as a “Sarva Vayadhi Nivarini” (a medicine for all 

evils) but the extent of this medication is conditional adhoc. Items are being throen in and out of the GST 

basket at fancy. Petroleum (which constitutes the major chunk of the import and manufacturing and 

consequentially a large part of customs, central excise and sales tax) was very vehemently kept out of the 

ambit of GST until recently. Now oil companies, sensing the chance of availing extensive tax credits have 

managed to bring it in. Tobacco is also kept out of the GST list with a brand of “demerit item”. Overall 200 

items at state level and another 100 items at centre level will be kept out of the GST bracket.  

Federal Structures: Is one of the basic structures of the Indian constitution.. In today’s world economic 

independence is the cornerstone to federalism in India. Taking away the power of the states to tax items under 

the state list is tantamount to infringing upon the basic structure of the constitution and it holds against the 

spirit of the founding fathers. If centre insists that the states should follow its taxation policy and tariffs or 

orders that the proceeds from taxes (within the state list) are poured into the north block exchequers, it is equal 

to enslaving the states and making them dependent upon the central sharing formulae. 

Further devolution of Comensation: The state have been clamoring for comensation for any CST losses that 

they might incur in the first few years of GST implementation and want the centre to compensate them. They 

have agreed recently on a figure as well as which would dispersed in three stag grated payments. But none of 

these states have come forward with even as linking of compensation towards the local bodies of. Municipal 

corporations and panchayati are going to divested of their powers to collect taxes as GST intends to subsume 

octroi, entry, taxes, betting taxes cesses and surcharges. 

Claiming imprecisely:  To claim GST credits on “total cost” on a business insurance policy is incorrect. 

Because there is a stamp duty component in the premium which is not subject to GST, a GST credit cannot be 

claimed on the portion of the payment. Alongwith that claiming GST credits on entertainment expenses where 
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business has elected for fringe benefits tax purposes to use the 50/50 split method in which case only 50% of 

the input tax credits in against constitutional protocols. 

Rates of tax: GST rate should be such rate which generates the same revenue to the state and centre as 

generated in the current tax structure. If the GST rate is above the revenue neutral rate(RNR) it will create 

burden on consumers as goods and services will be costlier and if GST rate is below RNR then it will not be 

beneficial for our economic development as centre and state will not have the sufficient revenue to invest. 

This RNR for GST shall be unique for each state depending upon their prevailing taxes, taxpayer base and list 

of exempt items. About 80% of the states have written that their calculation indicate that a RNR would be in 

the range of 18-20%. 

 

CONCLUSION: 

Hence the deadline of April 2016 for the introduction of GST seems an uphill task. However politics has 

always been the “art of the possible, the attainable-the art of next best “and it will be of interest to watch the 

move of the Government in the coming months. However given the resoluteness of the NDA Government and 

its avowed intent to introduce the GST by April 2016, it will indeed be jeopardous for us to not be prepared 

for the same. Paper reveals that GST has positive implications that depicting government’s favour for its 

sooner implementation. Indeed, it has the potential to be the single most important initiative in the fiscal 

history of India. It can pave the way for modernization of tax administration - make it simpler and more 

transparent – and significant enhancement in voluntary compliance. However, these benefits are critically 

dependent on a neutral and rational design of the GST. The discussion of selected issues in this paper suggests 

that there are many challenges that lie ahead in such a design. The issues are not trivial or technical. They 

would require much research and analysis, balancing of conflicting interests of various stakeholders, and full 

political commitment for a fundamental reform of the system .Opportunities for a fundamental reform need to 

be pursued vigorously as and when they do become available. Fortunately, there is a very substantial 

consensus among all stakeholders in the country for a genuine reform. In the circumstances, an incremental or 

timid response would be neither politically expedient, nor would it serve the needs of India of the 21st 

century. Experience of countries with modern VATs, such as New Zealand, Singapore, and Japan suggests 

that a GST with single-rate and comprehensive base can be a win-win proposition for taxpayers and the fiscal 

alike. 
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