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ABSTRACT 

The evolution of India’s indirect tax system mirrors its political and economic 

transformation. Ancient texts like the Arthashastra and Manusmriti show a structured 

system of customs duties, tolls, and market taxes based on equity and stability. During 

the medieval period, the Delhi Sultanate and Mughal Empire expanded indirect taxes, 

though administration remained regionally fragmented. British colonial rule 

introduced codified customs, excise, and sales taxes mainly for revenue extraction, 

creating a rigid and complex framework inherited at independence. 

After independence, the constitutional division of taxing powers led to multiple 

overlapping taxes such as central excise, customs, and state sales taxes, causing 

cascading effects and high compliance costs. Economic liberalisation in the 1990s 

initiated reforms like service tax, VAT, and CENVAT. These changes culminated in the 

Goods and Services Tax (GST), implemented in 2017. Despite initial challenges, GST 

has reduced tax cascading, improved transparency, integrated markets, and 

strengthened cooperative federalism. 

1. INTRODUCTION 

India’s taxation history is as old as its organised governance, reflecting the interplay 

between state revenue needs, trade regulations, and public welfare (Sharma, 2017). 

From ancient times to the medieval and colonial periods, indirect taxes formed a crucial 

component of fiscal policy, evolving with the economy, political authority, and 

administrative capabilities of the state (Rangarajan, 2016).  

The indirect tax landscape in India has undergone a remarkable transformation, shifting 

from diverse ancient practices to a unified, technology-driven Goods and Services Tax 

(GST) system. This journey mirrors India’s broader economic trajectory, from a pre-

industrial colonial economy to a post-independence socialist framework, and later to a 

liberalised, globally integrated system (Panagariya, 2008; Rao & Rao, 2006). Each 

major political, economic, and administrative transition has left a deep imprint on the 

indirect taxation system (Mukherjee, 2015). 

Indirect taxes, which are levied on goods and services rather than on income or profits, 

have historically accounted for a dominant share of India’s tax revenue (Chelliah, 1996), 

with their structures evolving to align with shifting national priorities, revenue needs, 

and demands for a more efficient business environment (Bagchi & Bird, 1992). The 
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implementation of GST in 2017 marked the most ambitious reform in this long 

evolution (Rao, 2019).  

1 A. Objectives and Methodology 

The purpose of this research is to observe how Indirect taxes took their present shape 

and GST came into existence. The present study adopts a qualitative research design 

with a focus on the development of the indirect tax system. The design is mainly 

exploratory in nature as it involves textual analysis, literature review, and critical 

examination of various Acts of the Government of India. 

This paper presents a comprehensive, chronological, and analytical account of the 

evolution of India’s indirect tax system, beginning with its origins in ancient and 

medieval periods, passing through the colonial era and post-independence decades, 

culminating in the establishment, consolidation, and challenges of the GST regime. It 

further discusses structural weaknesses, transitional difficulties, and the impact of recent 

reforms and digitalisation on India’s indirect tax architecture. Finally, it examines the 

road ahead and identifies areas for improvement, as India continues to refine its indirect 

taxation framework. 

2. ANCIENT AND MEDIEVAL INDIAN TAXATION PRACTICES 

Taxation in India is as old as organised governance. Ancient texts such as Manusmriti, 

Arthashastra, and inscriptions from the Mauryan and Gupta periods mention various 

forms of taxes, many of which are indirect in nature (Kangle, 2010; Rangarajan, 2016). 

The ancient Hindu scripture Śrīmad-Bhāgavata (in Canto 4, Text 6 - and related 

passages) compares a ruler (Mahārāja Pṛthu) to the Sun-God: just as the Sun draws 

water from the earth (evaporation) and showers it back as rain, the king should collect 

taxes and redistribute them for the welfare of his subjects. This metaphor also appears 

in classical Sanskrit literature — for example, in Raghuvaṃśam by Kālidāsa, where a 

king’s tax collection is likened to the Sun sucking up water only to return it abundantly 

as rain.  

Chanakya, in Arthashastra, emphasised that taxes should be fair, predictable, and non-

oppressive, comparing a king’s taxation to a bee (Kangle, 2010) that “collects honey 

without harming the flower.” Bhattacharya believed that taxes must be proportionate to 

the ability to pay, collected efficiently, and used for public welfare (Bhattacharya, 2014). 

Chanakya discouraged sudden or excessive levies and advised rulers to maintain 

stability and trust. According to him, a prosperous state depends on a balanced tax 

system that encourages production, trade, and economic growth while ensuring that the 

king does not exploit the people but nurtures them responsibly. Arthashastra refers to 

customs duties, tolls, market taxes, and transit duties (Rangarajan, 2016). Indirect taxes 

existed primarily in the form of 

• Samsthāna (sales tax or excise-like tax on goods) 

• Sulka (customs duty on imports and exports) 
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• Vanikpatha (toll taxes on traders) 

• Vyājī (taxes for trade permits, weights, and measures) 

These taxes had dual objectives: revenue for the state and regulatory control over trade 

routes, markets, and external interactions. 

Arthashastra documents customs duties, tolls, market levies, and other indirect taxes, 

showing that indirect taxation served both revenue and regulatory purposes. In medieval 

India, particularly under the Delhi Sultanate and Mughal Empire, a wide range of 

indirect taxes was imposed, including market taxes, customs duties, transit tolls, and 

octroi (Habib, 1963). These systems were substantial but varied widely across regions 

and dynasties, lacking the standardisation that later reforms had attempted to introduce. 

During medieval India, particularly under the Delhi Sultanate and the Mughal Empire, 

indirect taxes continued to be significant. The Mughal administration was levied as 

follows: 

• Mandi taxes (market taxes on trade) 

• Customs duties (either at fixed rates or negotiated) 

• Octroi (local entry taxes) 

• Jizya (not an indirect tax but often collected similarly by intermediaries) 

Thus, India’s indirect tax tradition was deeply rooted in revenue needs and trade 

regulation but remained far from standardised, as different regions/dynasties levied their 

own taxes. 

3. COLONIAL ERA: FOUNDATION OF MODERN INDIRECT TAXATION 

British rule has drastically transformed India’s taxation system. In contrast to ancient 

taxes, which were often tied to welfare, and medieval levies mainly aimed at income 

generation to fund administrative and military expenditures of the British Empire or 

trade regulations, the colonial government introduced a far more structured and codified 

framework (Chaudhuri, 1983). These taxes were designed primarily to finance Britain’s 

expanding military campaigns, maintain vast administrative machinery, and secure 

political control over the subcontinent (Chakraborty, 2015). The British enacted 

systematic laws on customs, excises, and land revenue, replacing India’s earlier 

decentralised and varied tax practices. Their approach prioritises revenue extraction 

over public welfare, leading to a rigid and often burdensome tax regime. Over time, 

taxation became a central tool for consolidating colonial power, funding wars, such as 

those in Burma and Afghanistan, and sustaining the extensive bureaucracy that 

governed India. Thus, the British era marked a decisive shift toward a formal, 

centralised, and revenue-driven taxation system. The major developments include the 

following: 

• Customs Duties: The first systematic customs duty regulations were introduced in the 

Customs Act of 1853. The Indian Tariff Act of 1894 provided differential rates for 
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imported goods. Customs duties were the most significant source of colonial revenue 

because India was primarily an agrarian exporter and a major market for British 

manufactured goods. By independence, India had a fragmented but structured system 

of central customs and excises, provincial sales taxes, and local levies (Rao & Rao, 

2006). 

• Excise Duties: Excise duties were imposed on items such as salt, liquor, opium, sugar, 

and matches. The Salt Tax became notorious for its social and political impact, 

eventually contributing to the Salt March of 1930, led by Mahatma Gandhi (Brown, 

1994). The Central Excise and Salt Act, 1944, introduced a modern, centralised excise 

framework, some features of which continued post-independence. 

• Sales Tax: Provincial sales taxes were introduced in the 1930s because of financial 

strain during the Great Depression. By the 1940s, most provinces levied a sales tax on 

goods within their boundaries (Bagchi, 1995). By 1947, India had a fragmented but 

structured indirect tax system consisting of the following: 

i. Central customs and excise duties 

ii. Provincial sales taxes 

iii. Local octroi and entry levies 

This set the stage for the post-independence development of indirect taxation. British 

rule reshaped India’s taxation system into a centralised, revenue-driven structure aimed 

primarily at sustaining colonial administration and military expansion. By formalising 

customs, excise, and sales tax laws, the British replaced India’s earlier flexible and 

welfare-oriented tax traditions with a rigid framework that focused on extraction rather 

than public benefit. This period laid the foundation for many modern tax institutions, 

but it created structural distortions that post-independence governments struggled to 

resolve (Chelliah, 1996). The colonial tax legacy ultimately shaped India’s subsequent 

reforms, highlighting the need for simplification, rationalisation, and a more equitable 

approach to indirect taxation. 

4. POST-INDEPENDENCE INDIRECT TAX STRUCTURE (1947–1991) 

After independence, India embraced a mixed-economy model characterised by 

substantial state intervention and planned development (Panagariya, 2008). Within this 

framework, the indirect tax system became a crucial instrument for achieving economic 

objectives such as fostering industrial growth, safeguarding domestic industries from 

foreign competition, and generating essential revenue for nation-building. The adoption 

of the Constitution in 1950 formalised a well-defined division of taxing powers between 

different levels of government (Rao & Singh, 2005). It allocated specific taxes to the 

Union List, State List, and Concurrent List, ensuring clarity in fiscal responsibilities and 

preventing overlaps. This structured distribution enabled both central and state 

governments to levy and administer taxes effectively, laying the foundation for a 
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comprehensive and coordinated indirect taxation system that would evolve significantly 

in the decades to follow. The key provisions include the following: 

i. Union List: Customs, excise duty on manufactured goods (except alcohol), service tax 

(later), and inter-state sales tax (later regulated). 

ii. State List: Sales tax (on goods), excise duty on alcohol, octroi, entry tax, 

entertainment tax, and luxury tax. 

iii. Concurrent List: No major indirect taxes. 

The post-independence period established the framework for a structured and 

coordinated indirect tax system in India. By adopting a mixed economy and a 

constitution that clearly separated taxing powers, the country ensured that both the 

centre and the states could mobilise revenue effectively while supporting planned 

economic growth. The division of responsibilities through the Union, State, and 

Concurrent Lists reduced overlap and clarified administrative roles, helping India 

protect domestic industries and promote development. This federal allocation created 

multiple taxes, each levied independently by the Centre or States, with little 

coordination. It sets the stage for the gradual modernisation of India’s indirect taxation 

system. 

A. Central Indirect Taxes (1947–1991) 

Central Indirect Taxes in India have evolved as a core component to support 

industrialisation, economic policy, and revenue generation by the government. After 

independence, customs and excise duties became the primary sources of funds for 

development. The system expanded with the introduction of the Central Excise Act, 

which broadened the coverage of manufactured goods. Over time, the rates grew 

complex, reflecting protectionist policies and revenue needs. The 1970s and the 1980s 

saw increasing reliance on import duties to manage foreign exchange and support 

domestic industries. By the late 1980s, reforms began simplifying structures, preparing 

the ground for the more liberal modern tax regime introduced in the 1991 economic 

reforms. 

• Central Excise Duty: The Central Excise and Salt Act of 1944 was continued. Central 

excise duties inherited from colonial laws became the primary source of central revenue 

and expanded extensively over time (Rao & Rao, 2006). Over time, excise duties have 

developed from a few commodities to almost all manufactured goods. 

• Customs Duties: Customs duties protect domestic industries under the import 

substitution model. Customs duties support industrialisation and import substitution, 

often at very high tariff rates (Panagariya, 2008). High tariffs have prevailed for 

decades, often being 100% or more. The Customs Act of 1962 provided a 

comprehensive legal framework. 

• Introduction of MODVAT (1986): A major reform occurred in 1986 with the 

introduction of MODVAT, an early form of input tax credit aimed at reducing cascading 
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effects (Chelliah, 1996). MODVAT (Modified Value Added Tax) was introduced under 

the reformist tenure of Finance Minister V.P. Singh. MODVAT allows manufacturers to 

claim credit for excise duties paid on inputs. This reduced the cascading effect of 

taxation and represented the first step toward a more modern VAT-based system. 

B. State Indirect Taxes (1947–1991) 

Indirect state taxes in India formed a significant part of state revenues and shaped 

regional economic policies. State governments relied heavily on sales taxes, which grew 

increasingly diverse across states, creating trade barriers (Bagchi & Bird, 1992). The 

sales tax became the most significant levy, gradually expanding in scope as states gained 

autonomy to tax goods within their borders. States also imposed entertainment tax, 

electricity duty, motor vehicle tax, and duties on alcohol, which is one of their largest 

revenue sources. However, differing tax rates and structures across states create barriers 

to interstate trade and contribute to economic fragmentation. By the late 1980s, 

discussions on harmonisation began, laying the foundation for later reforms, including 

the Value Added Tax (VAT) and GST frameworks. 

• Sales Tax: State sales tax became the mainstay of state revenue. Each state enacted its 

own sales tax. Rates vary significantly across states, creating compliance burdens. 

• Entry Tax and Octroi: States also imposed octroi, entry taxes, entertainment taxes, and 

luxury taxes, adding to the fragmentation of internal markets (Rao & Singh, 2005). 

Municipal bodies levied octroi on goods entering the city limits. States levied an entry 

tax on goods entering local areas. These taxes have hindered the free movement of 

goods and complicated supply chains. 

• Entertainment, Luxury, and Betting Taxes: States have also introduced taxes on 

movies, hotels, casinos, and amusement activities. 

C. Structural Issues in the Pre-1991 Indirect Tax System 

Before 1991, the indirect tax system in India suffered from several deep-rooted 

structural weaknesses. A major issue was the cascading effect of taxes, which arose 

because multiple levies were imposed on the same product at different stages of 

production and distribution without allowing setoffs. This increased costs, distorted 

prices, and reduced competitiveness. The lack of uniformity further complicates the 

system: tax rates, exemptions, and procedures vary widely across states, creating 

uncertainty for businesses operating in multiple jurisdictions. 

The barriers to internal trade are another significant concern. Levies such as octroi, entry 

tax, and the Central Sales Tax (CST) have restricted the free movement of goods, 

fragmented the domestic market, and increased logistical costs. The compliance was 

burdensome. Businesses are required to file numerous returns under different laws, 

maintain separate records, and interact with multiple tax authorities. This not only raised 

administrative costs but also created opportunities for discretion and disputes. 
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The tax base remained narrow throughout the study period. Large parts of the economy, 

including services, many agricultural activities, and informal sector transactions, 

remained outside the indirect tax net. Consequently, the burden fell disproportionately 

on a limited set of manufactured goods and formal trade, making the system inefficient 

and regressive. 

The post-independence constitutional framework clearly allocated taxing powers 

between the Centre and the States, enabling both levels of government to mobilise 

resources. While the central excise, customs duties, and later MODVAT supported 

industrial and trade policy, state-level levies such as sales tax, octroi, and entry tax 

reinforced regional fiscal autonomy. However, the coexistence of multiple overlapping 

taxes, differing state regimes, and inadequate coordination has created a fragmented and 

complex tax environment. These structural limitations underscored the need for 

comprehensive reform and ultimately paved the way for India’s transition to a more 

integrated and modern indirect tax system in the post-1991 era. 

5. REFORMS DURING THE LIBERALISATION ERA (1991–2017) 

Main tax reforms introduced during this period are as follows: 

A.  Introduction of Service Tax (1994) 

One of the most important developments was the introduction of Service Tax through 

the Finance Act of 1994. The introduction of the service tax in 1994 acknowledged the 

growing dominance of services in the Indian economy (Rao & Rao, 2006). This initially 

applied to only three services: telephone, stockbroking, and insurance. Over the years, 

it has expanded to more than 120 services. Service tax was deemed essential, with a 

significant increase in the service sector’s contribution to GDP. Eventually, the system 

moved to a negative list approach, taxing all services except exempt ones. Service tax 

represents a major step toward a comprehensive consumption-based tax system. 

B. VAT Reforms Across States (2005) 

By the early 2000s, the shortcomings of state-level sales taxes had been widely 

acknowledged. By 2005, most states had adopted Value Added Tax (VAT), reducing 

cascading on intra-state goods transactions (Mukherjee, 2015). Its key features were the 

allowance of input tax credit on intra-state transactions, simplified rate structure 

(typically 4% and 12.5%), and reduced hidden taxes in the supply chains. Although VAT 

improved transparency, the multiplicity of taxes (octroi, entry tax, and CST) continued 

while excluding services. It was applied only to intra-state sales. 

C.  Phased Excise Duty Reforms 

Excise laws saw ongoing modernisation. Concurrently, excise duties were modernised 

through CENVAT, and tariffs were sharply reduced to integrate India into global markets 

(Panagariya, 2008). CENVAT replaced MODVAT in 2000, thereby expanding credit 

availability. The excise rates were rationalised for fewer slabs. The system moves 

toward a value-added model for manufacturing taxes. 
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D. Customs Duty Rationalisation 

Customs duties were gradually reduced to promote trade competitiveness. Peak tariff 

rates fell from 300% (in the early 1990s) to 10–15% by 2010. India has aligned customs 

classification systems with global standards (HS codes). 

6. EMERGENCE AND EVOLUTION OF GST IN INDIA 

The emergence and evolution of GST in India stems from the need to overcome the 

complexities and inefficiencies of the pre-1991 and post-reform indirect tax structures. 

Discussions on a unified tax began in the early 2000s, leading to the introduction of 

VAT.  

at the state level in 2005, which demonstrated the benefits of harmonisation. Building 

on this momentum, the idea of a nationwide Goods and Services Tax gained traction to 

eliminate cascading, unify markets, and modernise administration. After extensive 

negotiations between the Centre and States, GST was constitutionally approved in 2016 

and finally implemented on July 1, 2017, marking a major tax reform. 

A. Early Steps Toward GST 

The concept of GST was formally proposed in the 2006 Budget Speech by Finance 

Minister P. Chidambaram with a target introduction in 2010. However, political and 

administrative challenges have delayed progress. The Empowered Committee of State 

Finance Ministers examined key design issues, while the 2009 Task Force on GST 

recommended a dual GST structure involving both the centre and states. To enable the 

new system, the 115th Constitutional Amendment Bill was introduced in 2011; 

however, it lapsed with the dissolution of the Lok Sabha, leaving the reform process to 

be carried forward in subsequent years. 

B. Constitutional Amendment and Legal Foundation 

The Landmark 101st Constitutional Amendment Act (2016) ultimately enabled the 

introduction of GST by granting concurrent taxing powers to both the Centre and the 

States on goods and services. It also established the GST Council as a federal consensus-

driven decision-making body. The amendment paved the way for subsuming a wide 

range of central and state taxes, including central excise duty, service tax, various cesses, 

state VAT, CST, entertainment tax, luxury tax, entry tax, and purchase tax, thereby 

creating a unified and efficient indirect tax structure across the country. 

C. GST Rollout – 2017(GST 1.0) 

The GST was launched on July 1, 2017, implementing a unified indirect tax system 

across India. The key features of this model were the Dual GST model, CGST and 

SGST. In addition, on intrastate supplies, IGST was implemented. It was a destination-

based tax, meaning tax revenue accrues when goods/services are consumed. The input 

tax credit mechanism ensures a seamless flow of credit across the supply chain. E-way 

bills, Goods and Services Tax Network GSTN (IT backbone), and an online filing 
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system made the GST fully digitised. The GST Council has emerged as a consensus-

driven institution of overseeing rates, exemptions, and policy changes. 

7. IMPACT AND STRUCTURAL FEATURES OF GST 

The introduction of GST has brought several major benefits to India’s indirect tax 

system. Most importantly, it eliminates the cascading effect inherent in the earlier 

structure by allowing seamless input tax credit across goods and services, thereby 

reducing the tax-on-tax burden (World Bank, 2018; Mukherjee, 2020). By replacing 

multiple central and state levies with a unified national tax and removing internal 

barriers, such as entry tax and CST, GST improved supply chain efficiency and created 

a more integrated domestic market. Significant digitalisation —through e-invoicing, an 

online GST portal, automated return matching, and electronic records—further 

streamlined compliance. Increased formalisation, supported by invoice matching and 

clear audit trails, enhanced transparency, and broadened the tax base. Consequently, 

GST revenue collection has shown consistent growth over time (Rao, 2019). 

However, the transition to GST is challenging. Initially, technical issues in the GSTN 

platform and a complex filing process created substantial compliance difficulties. 

Frequent rate changes during the first few years have added uncertainty to businesses. 

India’s multi-slab GST structure—0%, 5%, 12%, 18%, and 28%—also complicates 

classification and interpretation. Exporters face liquidity pressure due to delays in IGST 

refunds, affecting their working capital. Small businesses have struggled with evolving 

rules related to the composition scheme, registration thresholds, and ongoing reporting 

requirements. Despite these hurdles, successive reforms and system improvements have 

gradually strengthened GST’s functioning and acceptance across the economy. 

8. EVOLUTION OF GST POST-2017 (GST 1.0) 

The GST has undergone continuous refinement since its introduction. Digital reforms 

such as the e-way bill system improved the tracking of goods movement, while phased 

implementation of e-invoicing from 2020 strengthened transparency (World Bank, 

2018). Automated return matching helped curb fraud, and the gradual rationalisation of 

exemptions and rates is ongoing. Compliance has improved through analytics-driven 

audits, AI-based risk assessments, and stricter penalties. Through special provisions, the 

tax base has expanded with the inclusion of more services, including digital platforms 

and gig economy players. Numerous amendments, notifications, and circulars have 

further clarified issues related to classification, place of supply, exemptions, and 

valuation, thus enhancing overall system stability. (World Bank, 2018) 

9. FEDERALISM UNDER GST 

GST exemplifies a new model of cooperative federalism in India (Sinha, 2016), 

balancing the fiscal autonomy of states with national economic integration. At its core 

is the GST Council, comprising the Union Finance Minister (Chairperson), the Union 

Minister of State for Finance, and all State Finance Ministers. While decisions are made 
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by the majority vote, the Council operates largely on a consensus-driven approach, 

ensuring that both the Centre and States have a voice in key policy matters (Rao, 2019). 

The Council is empowered to determine tax rates, exemptions, registration thresholds, 

procedural rules, and mechanisms for dispute resolution, making it central to the smooth 

functioning of the GST framework. To encourage adoption and stabilise state finances, 

the system initially guaranteed a 14% annual revenue growth for the first five years. The 

cess-based compensation ended in 2022, triggering debates on revenue autonomy and 

the ability of States to manage finances independently (Rao & Singh, 2005). Overall, 

GST strengthens cooperative federalism while fostering a unified national market. 

10. GST 2.0: A Vision for Economic Transformation and Simplified Taxation 

Building on the foundational success of the original Goods and Services Tax (GST 1.0), 

the Government of India is set to unveil a groundbreaking reform in late 2025, popularly 

dubbed GST 2.0. While GST 1.0 successfully unified the country under the “One 

Nation, One Tax” philosophy and significantly expanded the taxpayer base, the evolving 

economic landscape demands a more refined approach. GST 2.0 is designed to address 

legacy challenges by introducing a streamlined, technology-driven, and consumer-

centric tax architecture. 

The most significant shift in GST 2.0 is the simplification of the tax slabs. Moving away 

from the complex multi-tiered structure of the past, the new regime proposes a 

simpler two-tier system with primary rates of 5% and 18%. The confusing 12% and 

28% slabs have been largely eliminated for most goods, reducing classification disputes 

and litigation. To maintain equity, a special rate of 40% is reserved exclusively for 

luxury items and “sin goods,” ensuring that high-net-worth consumption continues to 

subsidise essential needs. 

Using consumer-centric approach and putting the Common Man First, at the heart of 

GST 2.0 is a commitment to reducing the cost of living. The reforms prioritise the 

consumer by keeping essential goods within the 0% to 5% tax bracket. Everyday items, 

including many food products and agricultural necessities, will see reduced rates, 

directly lowering household inflation. Recognising the importance of health, services 

such as fitness centers will attract lower taxes. In a major boost to aspirational buyers, 

tax rates on high-value items, including automobiles, have been rationalised. For 

instance, taxes on small vehicles (≤350cc) and cars previously in the 28% bracket have 

been brought down to 18%, making personal mobility more accessible. 

The Micro, Small, and Medium Enterprises (MSME) sector—the backbone of the 

Indian economy—is a primary beneficiary of these reforms. A critical fix in GST 2.0 is 

the resolution of the “inverted duty structure” (where taxes on raw materials are higher 

than on finished goods). This correction will boost cash flow for manufacturers and 

support the “Make in India” initiative. Registration processes for small and low-risk 

businesses have been simplified to encourage formalisation without the burden of red 

tape. 
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GST 2.0 leverages cutting-edge technology to create a frictionless compliance 

environment. The system introduces advanced Artificial Intelligence (AI) for risk 

detection to curb tax evasion without harassing honest taxpayers. Mandatory e-

invoicing and digital compliance mechanisms are being scaled up to ensure 

transparency. To boost global competitiveness, exporters are now eligible for a 90% 

upfront provisional refund, drastically reducing working capital blockages and allowing 

for faster reinvestment. 

The economic logic behind GST 2.0 is rooted in the “Laffer Curve” principle: 

rationalised lower tax rates lead to higher compliance and increased consumption. As 

appliances, electronics, and construction materials like cement become cheaper due to 

the removal of the 28% slab, consumer demand is expected to surge. Lower prices will 

increase disposable income for families, leading to higher spending. This cycle of 

consumption will drive industrial growth, creating a sustainable revenue stream for 

State Governments. By ensuring steady revenue growth through higher volume rather 

than higher rates, the reform aims to financially empower states through fiscal 

federalism, adhering to the belief that “Stronger States lead to a Stronger Bharat.” 

GST 2.0 represents a maturation of India’s indirect tax system. By shifting focus from 

mere revenue collection to ease of doing business and ease of living, these reforms 

promise to unlock the next phase of India’s economic potential. With a simplified rate 

structure, robust technological backing, and a pro-consumer stance, GST 2.0 is poised 

to make the Indian economy more resilient, competitive, and inclusive. 

11. SOCIAL AND CULTURAL IMPACT OF GST REFORMS IN INDIA 

While extensive scholarship has examined the economic and administrative 

consequences of GST (Sharma, 2018; Rao, 2020), the social and cultural implications 

of the reform remain comparatively underexplored. GST reform, beyond its fiscal intent, 

has shaped patterns of social behaviour, cultural interaction, civic attitudes, and 

economic participation across diverse segments of the population. 

A significant social impact of GST has been the creation of a unified national market, 

which reduced the economic fragmentation that previously characterised inter-state 

trade. Prior to GST, varied state-level taxes and check-post inspections contributed to 

delays, inefficiencies, and regional disparities in the circulation of goods. The 

uniformity introduced by GST facilitates the seamless movement of commodities across 

state boundaries, enhancing the cultural and economic connectivity of regions 

(Mukherjee, 2019). This standardisation enabled a greater distribution of region-specific 

cultural goods, such as textiles, handicrafts, artisanal wares, and traditional food items, 

allowing them to reach wider consumer bases nationwide. Consequently, the reform 

contributed to heightened cultural exchange and visibility, reinforcing national 

integration, while preserving regional identities. 

GST also advanced the formalisation of India’s economy. The digitised compliance 

framework, which requires electronic invoicing, return filing, and maintenance of 



                                                                                      ISSN (Print Version) 0975-3931 

  ISSN (On-Line Version) 2278-1277 

222  

Journal of Global Economy, 

 Volume 21 No 4, December 2025 
 

digital records, brought numerous small and medium enterprises into the formal sector. 

This shift generated significant social outcomes, particularly in relation to labor 

practices and accountability. Formalised enterprises are more likely to adhere to 

regulated working conditions, provide documented wages, and extend social security 

benefits, thereby supporting greater equity and social protection (Bharadwaj & Gupta, 

2021). Moreover, the transparency embedded in GST processes fostered a broader 

cultural shift toward lawful business practices and civic responsibility. This change, 

while gradual, contributed to the strengthening of societal norms around accountability 

and ethical economic behavior. 

The digital infrastructure underpinning GST has profoundly shaped the social dynamics 

in India. The GST Network (GSTN), one of the largest tax technology systems 

globally, necessitates the widespread adoption of digital tools and competencies. Small 

business owners, artisans, and traders, who previously operated through informal or 

manual systems, were compelled to engage with digital platforms (Kumar & Saran, 

2020). The resulting increase in digital literacy has generated new employment 

opportunities for tax facilitation, accounting, and digital compliance assistance. These 

changes also produced subtle shifts in generational roles, as younger individuals often 

assumed responsibility for technological tasks within family-owned enterprises, thereby 

altering traditional hierarchies and interpersonal dynamics. 

The cultural and creative industries of India have experienced both opportunities and 

challenges as a result of GST. Sectors, such as handicrafts, handlooms, and artisanal 

production, are deeply intertwined with India’s cultural heritage. Under GST, these 

industries have gained access to broader markets owing to standardised tax rates and 

reduced logistical barriers (Chatterjee, 2021). However, the compliance burden 

associated with digital filing and the complexities of input tax credit mechanisms 

present difficulties for artisans and micro-entrepreneurs unfamiliar with formal 

procedures. This disruption temporarily affected production practices and income 

stability, indicating the need for targeted support mechanisms to protect traditional 

cultural livelihoods during large-scale fiscal transition. 

GST also plays a role in shaping consumption patterns and social behaviours. The 

standardisation of tax rates on consumer goods, food services, entertainment, and 

hospitality has influenced the pricing of various commodities and services, thereby 

altering lifestyle practices, particularly in urban and semi-urban environments. The 

expansion of e-commerce, facilitated by GST’s uniform tax structure, further reshaped 

consumer habits by making online shopping more accessible and price transparent 

(Verma, 2022). This shift not only transformed retail ecosystems but also modified 

social interactions centred on consumption, such as dining, leisure, and festival-related 

expenditures. Although taxation on event management and related services temporarily 

increased the cost of cultural celebrations, essential cultural goods largely remained 

accessible because of moderate tax rates. 
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In addition, GST has strengthened cooperative federalism in India through the 

establishment of the GST Council, which serves as a platform for collaborative 

decision-making between central and state governments. This institutional framework 

fostered a culture of consensus building and mutual negotiation, promoting greater 

political stability and contributing to public trust in the legitimacy of tax policies (Rao 

& Sen, 2019). The cooperative governance model helped mitigate regional disparities, 

and its inclusive decision-making process reinforced democratic norms in the fiscal 

administration. 

The reform has also had implications for trust between citizens and the state. GST’s 

emphasis on transparency, manifested in digital trails, invoice matching, and uniform 

tax structures, reduced discretionary authority and opportunities for corruption. As 

consumers increasingly demanded receipts for purchases, civic engagement and 

awareness of tax-compliance responsibilities grew. These behavioural shifts, though 

incremental, reflect a broader transformation in how individuals interact with formal 

institutions and perceive their obligations within the economic system. 

Furthermore, GST has had indirect social inclusion effects, particularly for women and 

marginalised communities. Women engaged in micro-enterprises, handicrafts, and 

home-based production benefited from improved access to digital marketplaces 

facilitated by the GST’s standardised tax conditions. Similarly, small businesses owned 

by members of the Scheduled Castes and the Scheduled Tribes have experienced 

enhanced access to inter-state markets and formal financing channels (Mehta, 2022). 

These developments have contributed to expanding social mobility, empowerment, and 

economic participation among groups historically excluded from mainstream economic 

structures. 

GST reforms in India have exerted multifaceted social and cultural influences that 

extend beyond the boundaries of taxation policies. GST has contributed to the 

transformation of India’s socioeconomic landscape by fostering national market 

integration, promoting digital adoption, encouraging transparency, and reshaping 

consumption behaviours. Although the reform posed challenges for traditional sectors 

and small enterprises, its broader societal effects underscore its role as a catalyst for 

social modernisation. Therefore, GST constitutes not merely a fiscal restructuring but a 

significant social transition that continues to shape cultural practices, civic attitudes, and 

societal relations across the country. 

India’s GST is unique because of its dual structure, multiple rates, large federal units, 

high population diversity, and varied consumption patterns that influence tax design. 

The problem that still exists is the inclusion of excluded items, such as petroleum 

products, alcohol for human consumption, and electricity, which create inefficiencies. 

To reduce these inefficiencies, further automation of full return matching and audits is 

ongoing. The rules continue to evolve as digital transactions increase. For successful 

implementation, continuous cooperation among states and centers is necessary. 
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12. CONCLUSION 

The evolution of India’s indirect tax structure represents a journey from ancient trade 

levies to a modern technology-driven unified GST regime. Each phase—ancient, 

medieval, colonial, post-independence, liberalisation era, and GST era—introduced 

new institutions, laws, and administrative innovations. The shift from fragmented 

excise, customs, sales tax, octroi, and service tax systems to a cohesive GST framework 

marks one of the most ambitious reform efforts in India’s fiscal history. 

GST has achieved significant milestones: creating a unified national market, improving 

transparency, reducing cascading, increasing tax compliance, and modernising 

administration. However, challenges persist: rate rationalisation, inclusion of excluded 

goods, balancing federal interests, reducing compliance burdens, and adapting to 

evolving digital business models. 

Despite these hurdles, GST continues to evolve toward greater efficiency, equity, and 

simplicity. As India’s economy grows and globalises, indirect tax reforms will remain 

crucial for sustaining revenue, promoting industry, and ensuring a fair, inclusive, and 

robust tax system. 
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