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GST AND ITS LEGAL IMPLICATIONS IN INDIA

AUTHORED BY - RAHUL SHARMA
CT University, Ludhiana

Abstract
The Goods and Services Tax (GST) represents one of the most significant reforms in India’s
indirect tax system. Enacted by the Parliament through the Constitution (One Hundred and
First Amendment) Act, 2016, and implemented on July 1, 2017, GST aimed to simplify and
unify the complex web of central and state indirect taxes. This paper provides a legal and
economic analysis of the GST regime, focusing on its objectives, structural framework, and the
impact it has had on various sectors, including manufacturing, agriculture, services, retail, and

real estate.

The study also examines the legal provisions governing GST, including the classification of
CGST, SGST, IGST, and UTGST, as well as the role of the GST Council. The benefits of
reduced cascading effects, improved compliance, and expanded taxpayer base are weighed
against challenges such as compliance burden, multiple tax slabs, and transitional hurdles.

Sector-wise implications highlight the reform’s uneven effects across different industries.

By analyzing GST from a legal perspective, this paper seeks to understand how effectively the
legislation has met its goals of transparency, efficiency, and “One Nation, One Tax,” while

identifying areas for further policy refinement.
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Introduction
GST, or Goods and Services Tax, is a type of indirect tax that has unified and replaced a
variety of previously existing indirect taxes in India, such as excise duty, service tax, value-
added tax (VAT), and several others. It was introduced to streamline the country's tax structure

and promote ease of doing business.

The Goods and Services Tax Act was passed by the Indian Parliament on 29th March
2017 and was officially implemented across the nation on 1st July 2017. This marked a
significant shift in the Indian taxation system and was considered one of the biggest tax reforms

in the country’s history.

In simple words, GST is applied on the supply of goods and services at every point of sale
or service. It is a comprehensive, multi-stage, destination-based tax that is charged on each
stage of value addition. This means that tax is collected at every step of the supply chain, but

the burden of the tax is ultimately borne by the final consumer.

Before GST, the tax system in India was fragmented, with each state having its own rules and
rates, leading to complexity and inefficiencies. With the introduction of GST, a single, unified
tax structure was established, replacing a complex web of multiple taxes levied by both the

central and state governments.
Another important feature of GST is that it follows the destination principle, meaning the tax

revenue is collected by the state where the goods or services are finally consumed, not where

they are produced.
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GST is divided into different types:

CGST (Central GST) — collected by the central government
SGST (State GST) — collected by the state government
IGST (Integrated GST) — applied to inter-state transactions and collected by the central

government, then shared with states

This system not only increases transparency and efficiency but also reduces tax evasion and

promotes compliance through a technology-driven platform called the GST Network (GSTN).

Overall, GST has helped create a common national market, improved the flow of goods and

services, and encouraged greater tax discipline across sectors.

Objectives of GST

1. To Realize the Concept of ‘One Nation, One Tax’

One of the fundamental goals of GST is to achieve the vision of ‘One Nation, One
Tax’. Before GST, India's tax system was complex, with different taxes imposed by
both the central and state governments on the same goods or services. This resulted in
varied tax rates across different regions, complicating tax administration.

With the implementation of GST, a unified tax rate is applied across all states for
similar goods and services. The Central Government now controls the tax rates and
policies, simplifying the administrative process. Moreover, standardized laws, like the
introduction of e-way bills for goods transportation and e-invoicing for reporting
transactions, have further streamlined tax compliance. GST also reduces the burden of
multiple forms and deadlines, offering a more efficient and straightforward tax system.

To Combine Multiple Indirect Taxes into One

India’s tax system before GST included several indirect taxes, such as service tax,
VAT, and central excise duties, which were imposed at various stages of the
production and sales process. These taxes were governed separately by the central and
state governments, leading to a lack of uniformity.

The introduction of GST consolidated these multiple taxes into a single unified tax
system. This has simplified compliance for businesses and streamlined tax
administration for the government. By merging various taxes under one law, GST has
significantly reduced the compliance burden on businesses and created a more

transparent tax environment.
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3. To Eliminate the Tax-on-Tax Effect

A major objective of GST was to eliminate the tax-on-tax effect that existed in the
previous tax structure. Earlier, businesses could not offset taxes paid on raw materials
(input taxes) against taxes due on the final product (output taxes), which led to higher
prices for consumers due to taxes being levied at multiple stages of the supply chain.

Under GST, businesses can claim input tax credits on the taxes paid at each stage of
production or service provision. This system ensures that tax is applied only on the net
value added at each point, removing the cascading tax effect and lowering overall costs
for consumers. It has streamlined the flow of tax credits and improved efficiency in tax

collection.

4. To Reduce Tax Evasion

One of the key advantages of GST is its ability to reduce tax evasion. The system
includes stringent measures to ensure that businesses can only claim input tax credits
on invoices that are verified and uploaded by their suppliers. This reduces the possibility
of claiming fraudulent credits based on fake invoices.

Additionally, the introduction of e-invoicing has further enhanced transparency and
accountability. With a nationwide tax framework and real-time monitoring, authorities
can detect irregularities quickly and efficiently, making it harder for businesses to evade
taxes. As a result, GST has contributed to reducing tax fraud and improving overall tax

compliance.

5. To Expand the Taxpayer Base

The implementation of GST has expanded the overall taxpayer base in India.
Previously, each tax regime had its own threshold limits for registration, meaning only
businesses exceeding a certain turnover were required to pay taxes. With GST, a unified
tax on both goods and services has increased the number of businesses registered under
the tax system.

Furthermore, the stricter regulations around input tax credits have also brought several
previously unregistered sectors, like construction, into the tax fold. This expansion of
the tax base has made it more difficult for businesses to remain outside the formal tax

system and has increased the overall collection of taxes.
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6. To Simplify Business Operations with Online Processes

Before GST, businesses often dealt with different tax authorities for various tax laws,
and while return filing was digital, other processes like assessments and refunds were
handled ofline, causing delays and inefficiencies.

With GST, most procedures have been digitized, making the entire process from
registration to return filing, refunds, and e-way bill generation much more efficient
and accessible. By centralizing these functions online, GST has significantly reduced
the burden on businesses, especially small and medium enterprises (SMEs). The
government is also working towards introducing a central portal that will allow
businesses to manage all indirect tax compliance, further enhancing convenience and

reducing paperwork.

7. To Improve the Logistics and Distribution Network

The introduction of GST has greatly enhanced India’s logistics and distribution
system. Previously, the need to comply with state-level checkpoints caused delays and
added to transportation costs. With GST, the requirement for multiple state-level
inspections has been eliminated, making the movement of goods faster and more
efficient.

The implementation of the e-way bill system has further streamlined the transportation
of goods, reducing delays and ensuring that documentation is simplified. As a result,
GST has reduced the overall cost of logistics, leading to a more efficient and cost-
effective supply chain. This has also contributed to lowering warehousing costs and

improving the overall business environment in India.

8. To Encourage Competitive Pricing and Boost Consumption

One of the important outcomes of GST is the creation of more competitive pricing in
India. Under the previous system, varying taxes and rates between states created price
disparities and higher costs. With a single GST rate across the nation, prices for goods
and services have become more uniform, benefiting consumers and businesses alike.

By removing the cascading effect of taxes and ensuring that businesses pay tax only on
the net value added, GST has lowered the cost of products and services, leading to
higher consumption. This has not only helped make Indian products more competitive
globally but has also contributed to increased tax revenues, thus supporting overall

economic growth.
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Sector-wise Analysis of the Impact of GST
Although the GST framework has largely been beneficial for India’s economy and businesses,
its effects vary across different sectors. Let’s explore how GST has impacted each specific
industry.
1. Manufacturing Sector
The manufacturing industry is among the biggest beneficiaries of the GST system. A
major advantage is the easier interstate movement of goods, which has resulted in
lower logistics costs and better access to cheaper raw materials. Prior to GST, the
old multi-layered indirect tax system led to cascading taxes, raising the overall cost of
materials and finished goods. Manufacturers often had to choose suppliers based on the
tax implications rather than their actual quality or capabilities.
With the introduction of GST, these cascading effects have been eliminated.
Manufacturers can now claim input tax credits (ITC) for taxes paid at any stage of
production, regardless of the supplier’s location. The GST regime has effectively
created a single national market, giving manufacturers broader access to new markets
and suppliers. Additionally, the online nature of GST has helped large manufacturers
automate many of their tax-related processes, leading to better control over
compliance and audit costs.
However, the GST system is not without its drawbacks. The heavy penalties for delays
in tax payments or non-compliance can result in liquidity challenges, forcing
manufacturers to maintain higher levels of working capital. This often increases the
cost of financing such capital, which can negatively affect smaller manufacturers’ cash

flow.

2. Agriculture Sector

Agriculture plays a crucial role in India’s GDP and employment. Under the GST, small
farmers who engage in self-cultivation using personal or family labor are exempt
from paying taxes. Essential commodities like fruits, vegetables, grains, pulses, and
milk are also GST-exempt to prevent price hikes for basic food items.

On the other hand, larger agricultural businesses or those operating with a profit
motive are required to register for GST. In the long run, the system holds significant
potential for the agriculture sector. The reduction in logistics costs and the removal
of interstate trade barriers have transformed the country into a unified market for

agriculture.
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Moreover, GST makes it easier for agricultural businesses to claim tax credits on
inputs, such as fertilizers, machinery, and seeds. This has increased transparency in
the taxation process. However, the digital nature of GST presents challenges for many
farmers and agri-businesses, particularly those with limited access to technology or who

are unfamiliar with online tax filing systems.

3. Services Sector

The services sector has undergone several positive changes due to GST. Previously,
there was confusion about how goods and services were taxed, particularly in sectors
like software development or IT services. For example, companies selling bundled
software and hardware had to separate the taxes for each, leading to double taxation.
Additionally, tax treatments between VAT and service tax created complexities and
additional compliance issues.

GST has addressed these challenges by offering a uniform tax treatment for both
goods and services. The ability to claim input tax credits (ITC) for services used as
inputs has also benefited service providers by lowering their overall tax burden.
Despite these advantages, the GST framework for services still faces some issues. GST
rate rationalization has yet to be fully implemented, and many services now face
higher tax rates than they did under the previous tax structure. As a result,
compliance costs for small service businesses have increased. While more service
providers are registering under GST to take advantage of ITC, this has also added to

the administrative burden for smaller entities.

4. Retail Sector

The retail sector has benefited from the introduction of GST in multiple ways.
Retailers can now source products from anywhere in India without worrying about
state-specific tax implications, which was a significant obstacle prior to GST. They are
no longer subject to multiple taxes like VAT, CST, and service tax, making the process
of sourcing goods easier and less expensive.

Moreover, the tax burden on retailers has decreased under GST, with tax rates now
ranging from 12% to 28%, compared to the 30%o rates that were previously applicable.
Retailers can also claim input tax credits (ITC) on the taxes they pay for purchased
goods, reducing their overall tax liability.

These changes have not only made retail operations more efficient but also expanded
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the market reach for retailers across the country. However, while large retailers have
adjusted well to the new tax regime, smaller businesses still face challenges related to
compliance and technology adoption, which may hinder their ability to fully benefit
from GST.

5. Impact of GST on the Real Estate Sector

The real estate sector in India plays a crucial role in the nation’s economy, contributing
approximately 7.8% to India’s GDP. Not only does it significantly impact the
country's economic growth, but it is also a major employment generator, ranking
second only to the Information Technology (I1T) industry. The introduction of Goods
and Services Tax (GST) on the real estate sector was aimed at reforming the sector,
bringing much-needed transparency, streamlining tax structures, and addressing
persistent challenges that have long plagued the industry.

Before the implementation of GST, the real estate sector was governed by a complex
and fragmented system of taxes. These included VAT, service tax, and stamp duty,
among others, making it difficult for businesses and individuals to navigate. By
introducing a single tax regime with GST, the government aimed to simplify the
taxation process and remove barriers that hindered the smooth functioning of the sector.
GST is designed to create a more unified tax structure, which can significantly reduce
compliance burdens, encourage investment, and promote growth in the sector.
Now, let’s take a closer look at how GST has impacted key components within the real
estate industry, such as construction, residential property sales, commercial real

estate, and property leasing.

Impact of GST on Businesses

Advantages

GST has made the tax system more
streamlined with a uniform tax structure and
centralized tax collection. This has helped
businesses operate more efficiently and cut

down on costs.

Disadvantages
Although GST aims for
currently has five different tax rates, including

uniformity, it

a 0% rate. Other countries have fewer rates.
Different tax rates on similar products (like
types of popcorn) create confusion and

increase complexity in tax reporting.
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Advantages

It removed barriers to moving goods across
state borders by eliminating checkpoints and
entry taxes. This has helped businesses trade
across states more easily and made them more

competitive.

With GST, businesses can handle most of
their tax work through one online portal. Less
human involvement means reduced chances

of corruption or misuse by tax officials.

Businesses only need to generate an e-way
bill to move goods anywhere in India. This
has made logistics and supply chains more
efficient by removing interstate transport

restrictions.

GST removed the problem of multiple taxes
on the same goods or services. This has made
many products and services cheaper by

lowering the total tax burden.

Companies can now claim tax credit on raw
materials bought from any part of businesses
in remote or rural areas where India. This has
encouraged small firms to register under GST

and save money by claiming ITC.

ISSN: 2582-6433

Disadvantages

Although GST aims for uniformity, it
currently has Under GST, businesses must file
2 returns every month and 1 yearly return —
adding up to 25 filings per year. This is a
heavy load for small and medium enterprises

with turnover over %5 crore.

GST filing requires a good understanding of
technology and systems, which can be hard
for smaller businesses or those lacking digital

know- how.

Refund delays in input tax credit (ITC) can
cause cash flow issues for small businesses

that don't have enough working capital.

Filing GST returns and handling compliance

often needs professional help, which

increases expenses for smaller companies.

Refund delays in input tax credit (ITC) can
cause cash flow issues for small businesses

that don't have enough working capital.

Filing GST returns and handling compliance

often needs professional help, which

increases expenses for smaller companies.

Relying on a digital tax system can be tough
for businesses in remote or rural areas where
internet access and technology support may

be poor.
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Conclusion
The implementation of the Goods and Services Tax (GST) marked a historic milestone in
India’s indirect taxation regime, transforming the way goods and services are taxed across the
country. By subsuming a multitude of central and state-level indirect taxes into a single unified
system, GST aimed to simplify the tax structure, improve compliance, and promote the concept
of “One Nation, One Tax.” This reform has significantly enhanced transparency, reduced the

cascading effect of taxes, and fostered a more integrated national market.

Legally, the GST framework introduced a well-defined classification of taxes—CGST, SGST,
IGST, and UTGST—alongside the establishment of the GST Council to ensure cooperative
federalism. The use of a digital platform for registration, return filing, and compliance has

modernized India’s tax administration and made it more efficient.

Economically, GST has had a varied impact across sectors. While industries such as
manufacturing, logistics, and retail have witnessed substantial benefits in terms of reduced
costs and streamlined operations, sectors like agriculture and small-scale services continue to
face challenges related to digital infrastructure and compliance burdens. The real estate sector,
though more transparent post-GST, still navigates transitional complexities.

espite its many advantages, GST is not without its shortcomings. The presence of multiple tax
slabs, complex return filing processes, and initial disruptions for small and medium enterprises
(SMEs) have posed operational challenges. However, as the system matures, these issues are

being gradually addressed through policy refinements and technological advancements.

In conclusion, GST has brought about a significant shift in India's tax landscape, aligning it
with global best practices. While it has largely succeeded in its core objectives of unification,
efficiency, and compliance, continuous improvements and stakeholder engagement are

essential to ensure that the system remains inclusive, robust, and growth-oriented.
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