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Abstract

This article aims to provide valuable insights into India’s indirect tax landscape and propose

strategic reforms for its future development. Indirect taxation plays a crucial role in India’s

fiscal policy, contributing significantly to government revenue and influencing economic

activities. Over the years, India's indirect tax system has undergone substantial

transformations, evolving from a complex multi-tax regime to a more streamlined structure

with the introduction of the Goods and Services Tax (GST) in 2017. This article examines the

historical evolution, structural framework, challenges, and future prospects of indirect

taxation in India. The pre-GST era was marked by multiple layers of taxation, including

excise duty, service tax, VAT, and customs duties, which often resulted in a cascading tax

effect and inefficiencies. The introduction of GST aimed to simplify tax compliance,

eliminate cascading effects, and promote a unified national market. However, despite its

advantages, the implementation of GST has faced challenges such as high compliance costs,

complex rate structures, technical issues, and frequent policy changes. Additionally, key

sectors such as petroleum, alcohol, and real estate remain outside the GST framework,
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leading to revenue discrepancies. This article also provides a comparative analysis of India’s

indirect tax system with global tax models, highlighting best practices and potential

improvements. Looking ahead, India must focus on rationalizing GST rates, strengthening

digital tax compliance, expanding GST coverage to all sectors, and enhancing the efficiency

of the GST Council’s decision-making process. Adopting technology-driven solutions such

as AI, block chain, and automated tax filing can further streamline tax administration and

minimize evasion. A well-structured, transparent, and efficient indirect taxation system is

crucial for economic growth, ease of doing business, and revenue generation.

Keywords: Indirect Taxation, Goods and Services Tax (GST), Fiscal Policy, Tax Compliance,

Economic Growth, Revenue Generation, Digital Taxation, GST Reforms.

1. Introduction

1.1 Understanding Taxation and Its Importance

Taxation is the backbone of any economy, serving as the primary source of revenue for

governments worldwide. It funds essential public services such as infrastructure, healthcare,

education, defense, and welfare programs. Taxes are broadly categorized into direct taxes and

indirect taxes.

a. Direct Taxes are imposed directly on individuals and businesses based on income or

wealth (e.g., Income Tax, Corporate Tax).

b. Indirect Taxes are levied on goods and services, ultimately borne by the end consumer

(e.g., Goods and Services Tax (GST), Customs Duty, and Excise Duty).

Indirect taxes play a crucial role in India's revenue system due to ease of collection, broad tax

base, and contribution to economic stability. Unlike direct taxes, which require assessment

and filing by taxpayers, indirect taxes are embedded in the price of goods and services,

making them easier to administer.

1.2 The Significance of Indirect Taxation in India

India, being one of the fastest-growing economies in the world, relies heavily on indirect

taxes for fiscal revenue. Historically, the country had a complex and fragmented tax structure,

with multiple levies at different levels of government. The introduction of the Goods and
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Services Tax (GST) in 2017 marked a revolutionary step toward tax simplification and

economic integration.

Key reasons why indirect taxation is crucial in India:

a. Major Revenue Contributor: Indirect taxes contribute a significant portion to India’s

Gross Tax Revenue, with GST alone accounting for over 50% of total tax collections.

b. Reduces Tax Evasion: Since indirect taxes are collected at various transaction points,

they are harder to evade compared to direct taxes.

c. Encourages Compliance: Businesses and consumers automatically comply with tax

rules through the purchase of goods and services.

d. Promotes Economic Growth: By rationalizing tax structures, indirect taxation ensures

seamless trade, industrial growth, and investment.

1.3 Pre-GST Era: The Evolution of Indirect Taxation in India

Before the implementation of GST, India’s indirect tax system was highly fragmented,

consisting of multiple taxes imposed at different levels:

A. Central-Level Indirect Taxes

1. Excise Duty: Levied on the manufacturing of goods within India.

2. Service Tax: Imposed on service providers (introduced in 1994).

3. Customs Duty: Applied on imports and exports.

B. State-Level Indirect Taxes

1. Value Added Tax (VAT): Levied by state governments on the sale of goods.

2. Entry Tax: Charged when goods entered a state from another state.

3. Luxury Tax and Entertainment Tax: Applied to specific industries.

This multi-tax structure resulted in complex compliance requirements, tax cascading (tax-on-

tax), and inefficiencies in interstate trade. Businesses had to register separately in each state

and deal with multiple tax authorities, leading to compliance difficulties. The need for a

unified and simplified taxation system led to the introduction of GST, which subsumed most

of these indirect taxes into a single framework.

1.4 Introduction of Goods and Services Tax (GST): A Paradigm Shift

The Goods and Services Tax (GST) was introduced in India on July 1, 2017, as one of the

biggest tax reforms in the country’s history. The primary objectives of GST were:
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a. Simplification: Replacing multiple taxes with a single, uniform tax system.

b. Elimination of Cascading Effect: Allowing input tax credit (ITC) to reduce the burden

of tax-on-tax.

c. Enhancing Ease of Doing Business: By reducing inter-state trade barriers and

simplifying compliance.

d. Boosting Revenue Collection: By widening the tax base and reducing evasion.

GST Structure in India

GST follows a dual taxation model, with tax being levied by both the Central and State

Governments:

1. Central GST (CGST) – Collected by the Central Government.

2. State GST (SGST) – Collected by State Governments.

3. Integrated GST (IGST) – Applied to inter-state transactions.

4. Union Territory GST (UTGST) – Applied in Union Territories.

Key Features of GST

a. Multi-Tier Tax Rates: India adopted a four-tier GST rate structure – 5%, 12%, 18%,

and 28%. Certain essential goods are exempt from GST, while luxury and sin goods

attract higher rates.

b. Digital Taxation & Compliance: GST introduced an online filing system (GSTN) to

reduce paperwork and enhance transparency.

c. GST Council: A governing body responsible for decision-making on tax rates,

policies, and amendments.

1.5 Impact of GST on India's Economy

Since its introduction, GST has significantly impacted various aspects of India’s economy:

A. Positive Impacts

1. Increased Tax Compliance: Digital invoicing and GST return filing have led to a rise

in taxpayer registrations.

2. Enhanced Business Efficiency: Removal of state-wise tax barriers improved interstate

trade and logistics.
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3. Foreign Investment Growth: A simplified tax structure increased India’s

attractiveness for FDI (Foreign Direct Investment).

4. Lower Tax Evasion: The e-invoicing system and anti-evasion measures have

minimized tax fraud.

B. Challenges and Concerns

1. Complex Tax Slabs: Multiple GST rates create classification disputes and compliance

burdens.

2. Initial Disruptions: The shift from the old system to GST caused short-term business

disruptions.

3. Technical Glitches in GSTN Portal: Businesses initially faced difficulties in filing

returns and claiming ITC.

4. Exclusion of Petroleum, Alcohol, and Real Estate: These sectors remain outside GST,

causing tax inefficiencies

1.6 The Role of Indirect Taxes in India’s Fiscal Policy

Indirect taxes contribute a significant portion of India's tax revenue. Some key statistics

highlight their importance:

a. GST collections exceed ₹ 1.5 lakh crore monthly, indicating steady economic

recovery post-pandemic.

b. Customs Duty contributes to import revenue, impacting trade policies and foreign

exchange reserves.

c. Excise Duties on petroleum and alcohol generate substantial state revenues.

The Indian government continually refines GST laws to make taxation more transparent and

efficient, ensuring better revenue mobilization and business-friendly policies.

1.7 Future of Indirect Taxation in India

Looking forward, India’s indirect taxation system requires further reforms to enhance

efficiency and revenue generation:

1. Rationalization of GST Slabs: Reducing the number of tax slabs to a single or dual-

rate system.

2. Inclusion of Petroleum, Alcohol, and Real Estate under GST: A crucial step for full

tax integration.
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3. Technology-Driven Tax Compliance: AI, Blockchain, and Big Data to enhance

transparency and prevent fraud.

4. GST Rate Stabilization: Ensuring fewer rate changes for better policy certainty.

5. Stronger GST Council Decision-Making: Quick resolution of industry concerns for

faster tax policy implementation.

A stable and well-structured indirect taxation system is essential for India to achieve higher

economic growth, global trade competitiveness, and improved ease of doing business.

3. Evolution of Indirect Taxation in India

Indirect taxation in India has undergone a significant transformation over the centuries.

From ancient forms of tax levies during the Mauryan and Mughal empires to the British

colonial tax system, and finally, to the modern-day Goods and Services Tax (GST),

indirect taxation has evolved to meet the changing economic needs of the country. This

section explores the historical development, key reforms, and the gradual shift towards a

unified and transparent tax system.

A. Ancient and Medieval Taxation Systems (Pre-Colonial Era)

3.1 Taxation in Ancient India

a. During the Mauryan Empire (322–185 BCE), taxation was a key element of state

revenue.

b. The Arthashastra, written by Kautilya (Chanakya), provided a detailed account of

various taxes such as:

a. Customs duties on goods entering and leaving the kingdom.

b. Salt tax and levies on agricultural produce.

c. Trade and transit duties on merchants.

c. The Gupta Empire (4th–6th century CE) further developed trade taxation, with taxes

imposed on handicrafts, gold, silver, and foreign trade.

3.2 Taxation during the Medieval Period

a. The Delhi Sultanate (1206–1526 CE) and the Mughal Empire (1526–1857 CE)

continued the tradition of indirect taxes.
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b. The Mughal ruler Akbar (1556–1605) introduced a standardized taxation system,

which included:

a. Customs duties on imported and exported goods.

b. Jizya tax (levied on non-Muslims).

c. Zakat (Islamic tax on wealth) and octroi (entry tax on goods entering

cities).

These early forms of indirect taxation played a crucial role in revenue generation and trade

regulation.

B. Indirect Taxation during British Rule (1757–1947)

3.1 Introduction of Modern Taxation

a. With the expansion of the British East India Company, a formal taxation system

was introduced.

b. Indirect taxes were imposed on salt, textiles, tea, and opium, which became key

revenue sources for the British administration.

3.2 Key Tax Reforms under British Rule

a. 1786: The British introduced Excise Duty on liquor and opium.

b. 1878: Introduction of Customs Duty on imports to protect British industries.

c. 1935: The Government of India Act divided taxation powers between the central

and provincial governments.

The colonial taxation system favored British economic interests while burdening Indian

producers and traders.

C. Post-Independence Era (1947–1990s): The Development of India’s Indirect Tax

System

3.1 Initial Years and the Taxation Framework

a. After Independence in 1947, India inherited a complex and outdated British-

era tax system.

b. The Constitution of India (1950) gave taxation powers to the Union and

State Governments, dividing indirect taxes as follows:

a. Central Government: Excise duty, customs duty, and service tax.

b. State Governments: Sales tax, entry tax, and entertainment tax.
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3.2 Key Indirect Taxes Introduced (1947–1990s)

1. Excise Duty (1944): A tax on the manufacturing of goods, collected by the Central

Government.

2. Customs Duty (1962): Levied on imported and exported goods to regulate trade.

3. Sales Tax (1957): Introduced by states on the sale of goods within their jurisdictions.

4. Service Tax (1994): Levied on services such as banking, insurance, and

telecommunications.

This period saw high tax rates, multiple levies, and inefficiencies, leading to a cascading

effect (tax-on-tax burden).

D. Economic Reforms and Indirect Taxation (1991–2017)

3.1 Economic Liberalization and Tax Reforms (1991)

a. The 1991 economic reforms under Prime Minister P.V. Narasimha

Rao and Finance Minister Dr. Manmohan Singh focused on tax

rationalization and trade liberalization.

b. Indirect tax reforms included:

a. Reduction in customs duties to promote globalization.

b. Expansion of service tax base to include more sectors.

c. Introduction of MODVAT (Modified Value Added Tax) in

1986 to allow manufacturers to claim tax credits.

3.2 Value Added Tax (VAT) Reforms (2005)

 To remove cascading effects, states replaced sales tax with Value Added Tax (VAT).

 VAT allowed businesses to claim input tax credit (ITC), reducing the burden of tax-

on-tax.

Despite these reforms, India’s tax structure remained fragmented, with different rates and

rules across states.

E. Introduction of Goods and Services Tax (GST) (2017-Present)

53.1 GST: A Unified Tax System
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a. The Goods and Services Tax (GST) was introduced on July 1, 2017, as India’s

biggest tax reform.

b. GST replaced multiple indirect taxes like VAT, excise duty, service tax, and entry

tax with a single, unified tax structure.

3.2 Key Features of GST

a. Dual Tax Structure:

a. Central GST (CGST): Levied by the Central Government.

b. State GST (SGST): Levied by State Governments.

c. Integrated GST (IGST): Applied to interstate transactions.

b. Multi-Tiered Tax Slabs: 5%, 12%, 18%, 28% (higher rates for luxury

goods).

c. Input Tax Credit (ITC): Eliminates tax-on-tax effect.

d. GSTN (Goods and Services Tax Network): A digital platform for tax filing

and compliance.

3.3 Impact of GST on Indirect Taxation

Positive Outcomes:

a. Reduced Tax Complexity: One tax replaces multiple levies.

b. Ease of Doing Business: Interstate trade is seamless and efficient.

c. Higher Tax Compliance: Digital invoicing minimizes tax evasion.

Challenges:

a. Frequent Rate Changes: GST rates are revised often, creating uncertainty.

b. Technical Issues: The GSTN portal faced initial glitches.

c. Exclusion of Key Sectors: Petroleum, alcohol, and real estate remain outside

GST.

F. The Future of Indirect Taxation in India

3.1 Proposed Reforms

a. Reducing the number of GST slabs to make tax rates simpler and uniform.

b. Bringing petroleum, alcohol, and real estate under GST to ensure tax neutrality.
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c. Strengthening digital tax compliance using Artificial Intelligence (AI) and Block

chain.

d. Improving the GST Council's efficiency for faster decision-making.

3.2 Towards a More Transparent and Efficient System

a. Indirect tax reforms should promote economic growth, increase tax collection, and

enhance ease of doing business.

b. Technology-driven tax administration will play a crucial role in fraud detection and

compliance monitoring.

4. Key Benefits of Indirect Taxation in India

Indirect taxation plays a crucial role in India’s fiscal policy and economic framework. It

contributes significantly to government revenue and ensures a stable and structured

taxation system. Unlike direct taxes, which are levied on income and wealth, indirect taxes

are imposed on goods and services, making them a broad-based and efficient means of

taxation. The introduction of Goods and Services Tax (GST) has further streamlined the

indirect tax system, eliminating multiple layers of taxation.

Here are the key benefits of indirect taxation in India:

4.1. Revenue Generation for Government

Major Contributor to Government Finances:

a. Indirect taxes contribute a significant share of total tax revenue in India.

b. GST alone accounts for over 50% of total tax collections.

c. Customs and excise duties also play a crucial role in financing government

expenditure on infrastructure, healthcare, defense, and education.

Stable and Predictable Revenue Source:

a. Since indirect taxes are collected on consumption, they provide consistent

revenue to the government, unlike direct taxes, which fluctuate with income

levels.

4.2. Ease of Collection and Compliance

Simplified Tax Administration:



https://doi.org/10.47059/AJMS/V4I2/27 267

a. Indirect taxes like GST are collected automatically at the point of sale, reducing the

need for direct assessment.

b. The Goods and Services Tax Network (GSTN) enables businesses to file returns

digitally, reducing paperwork.

Lower Tax Evasion:

a. Since indirect taxes are levied on transactions, they are harder to evade compared to

direct taxes.

b. The input tax credit (ITC) mechanism in GST ensures that businesses comply with

tax regulations to claim benefits.

4. 3. Wide Coverage and Fair Tax Burden Distribution

Applies to All Consumers:

a. Unlike direct taxes, which only affect income earners, indirect taxes apply to all

consumers, ensuring a wider tax base.

b. Everyone contributes to government revenue, reducing dependency on a small group

of taxpayers.

Progressive Taxation Through GST Slabs:

a. Basic necessities like food and medicines are either exempt or taxed at lower rates

(5%).

b. Luxury and sin goods (e.g., tobacco, alcohol, high-end cars) attract higher GST rates

(28%), ensuring that those who can afford more, pay more.

4.4. Encourages Economic Growth and Industrial Development

Eliminates Cascading Effect (Tax-on-Tax):

a. Under the pre-GST system, multiple taxes resulted in a cascading effect, increasing

costs for businesses.

b. The input tax credit (ITC) under GST allows businesses to claim a refund on taxes

paid at previous stages, reducing costs and improving competitiveness.

Boosts Business and Foreign Investment:

a. A unified tax system (GST) makes India an attractive destination for foreign direct

investment (FDI).
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b. Ease of Doing Business has improved, as businesses no longer have to deal with

multiple tax regulations across states.

4.5. Promotes Transparency and Digitalization

Reduction in Corruption and Manual Intervention:

a. The shift to online tax filing and automated tax collection (GSTN) minimizes

manual intervention, reducing corruption and tax fraud.

Real-time Monitoring and Tracking:

a. E-invoicing and digital compliance mechanisms allow the government to track

transactions in real time, preventing tax evasion.

b. Artificial Intelligence (AI) and Big Data Analytics are being used to identify

discrepancies in tax filings.

4.6. Promotes Interstate Trade and Economic Integration

One Nation, One Tax Policy:

a. Before GST, businesses had to deal with different state-wise tax systems (VAT,

CST, octroi, etc.).

b. GST has created a common national market, eliminating trade barriers between

states.

Boost to Logistics and Supply Chain Efficiency:

a. Removal of interstate tax barriers and checkpoints has reduced transportation

time and costs.

b. Businesses now operate with greater efficiency, leading to improved productivity

and economic growth.

4.7. Encourages Consumption and Generates Employment

Stimulates Demand for Goods and Services:

a. Lower tax rates on essential goods encourage consumer spending.

b. Increased demand leads to higher production and job creation in sectors like

manufacturing, retail, and services.

Encourages Small and Medium Enterprises (SMEs):
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a. The Composition Scheme under GST allows small businesses to pay taxes at a

lower rate, reducing their compliance burden.

b. This helps in the growth of startups and small businesses, fostering

entrepreneurship.

4.8. Helps in Inflation Control and Economic Stability

Better Control Over Prices:

a. With input tax credits available under GST, taxes on businesses have reduced,

leading to lower costs for consumers.

b. Reduced cascading effects ensure stable pricing of goods and services.

Prevents Over-Taxation and Economic Distortions:

a. A structured multi-tier tax system ensures that essential items remain affordable

while luxury items bear higher taxation.

b. Helps maintain economic balance and prevents inflationary pressures.

4.9. International Competitiveness and Alignment with Global Standards

Aligns India with Global Taxation Practices:

a. GST follows the international best practices of VAT/GST systems adopted by over

160 countries worldwide.

b. Foreign investors find it easier to do business in India due to a transparent and

harmonized tax system.

Improves India's Global Trade Position:

a. Lower compliance burdens and easier import/export taxation rules have made India

a more competitive trade partner.

b. Customs duty reforms have simplified import-export procedures, benefiting Indian

exporters.

5. Major Challenges in India's Indirect Tax System

Despite significant reforms, including the introduction of the Goods and Services Tax (GST)

in 2017, India’s indirect tax system still faces several challenges. These challenges impact

businesses, consumers, and the overall economic framework. Below are some of the major

issues:
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5.1. Complex GST Structure and Multiple Tax Slabs

Issue:

a. Unlike many countries with a single or dual GST rate, India has multiple tax slabs:

5%, 12%, 18%, and 28%, along with special cess on luxury and sin goods.

b. This complexity makes tax compliance difficult, particularly for small businesses and

startups.

Impact:

a. Frequent rate changes create uncertainty in pricing and business planning.

b. Businesses struggle with classification disputes (e.g., whether an item should be taxed

at 5% or 18%).

5. 2. High Compliance Burden and Frequent Policy Changes

Issue:

a. The GST system requires businesses to file multiple returns (GSTR-1, GSTR-3B, etc.)

every month.

b. Frequent changes in tax rules and updates from the GST Council create confusion.

Impact:

a. Small businesses lack the resources to manage compliance and often face penalties for

errors.

b. Businesses need tax consultants, increasing operational costs.

5.3. Delayed Refunds and Working Capital Issues

Issue:

a. Exporters and businesses claiming input tax credit (ITC) face delays in refunds,

affecting their cash flow.

b. Inverted duty structure (where input tax is higher than output tax) creates credit

accumulation issues.

Impact:

a. Businesses struggle with working capital shortages, affecting production and

expansion.

b. Delayed refunds reduce India’s attractiveness as an export-friendly economy.

5.4. Exclusion of Key Sectors from GST

Issue:
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a. Petroleum products, alcohol, and real estate are not under GST and continue to be

taxed separately by states.

b. This breaks the input tax credit chain, increasing costs for businesses.

Impact:

a. High fuel prices due to separate taxes raise transportation and logistics costs.

b. Consumers face higher prices due to non-uniform taxation.

4.5. Evasion, Fraud, and Fake Invoicing

Issue:

a. Fake GST invoices and fraudulent ITC claims are a major concern.

b. Underground businesses operate without paying taxes, creating an uneven playing

field for honest taxpayers.

Impact:

a. The government loses revenue, leading to higher taxes on compliant businesses.

b. Enforcement agencies struggle to detect and prevent fraud effectively.

4.6. Technical Glitches in GSTN Portal and Digital Compliance Issues

Issue:

a. The GSTN portal (Goods and Services Tax Network) has faced technical glitches,

especially during peak filing periods.

b. Businesses in rural and semi-urban areas struggle with internet connectivity and

digital compliance.

Impact:

a. Missed deadlines and penalties for businesses.

b. Increased dependence on tax professionals for filing, raising compliance costs.

4.7. State-Center Coordination Issues

Issue:

a. Since GST is a dual tax (CGST + SGST), conflicts arise between the Central and

State Governments regarding revenue distribution.

b. Some states demand higher compensation, arguing loss of revenue post-GST

implementation.

Impact:

a. Revenue disputes slow down decision-making in the GST Council.

b. States with lower tax collection face financial strain.
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6. Comparative Analysis: India vs. Global Indirect Tax Systems

Indirect taxation is a key component of a country’s revenue system, impacting trade,

businesses, and consumers. India’s indirect tax system, particularly after the introduction of

Goods and Services Tax (GST) in 2017, aligns with global practices but still has unique

challenges and differences compared to other countries. This comparative analysis examines

India's indirect tax system versus global counterparts, highlighting key similarities and

differences.

6.1. Structure of Indirect Taxation: India vs. Global Models

India (GST + Other Indirect Taxes)

a. Multi-tier GST System: India follows a four-tier GST structure (5%, 12%, 18%,

28%) with additional cess on luxury and sin goods.

b. Dual GST Model: GST in India is divided into CGST (Central GST) and SGST

(State GST), making it a dual tax system.

c. Non-GST Indirect Taxes: Certain sectors like petroleum, alcohol, and real estate

remain outside GST, subject to separate taxes.

Global Models

a. Single/Uniform GST (Example: Canada, Australia, UAE, Singapore)

a. Many countries use a single GST rate or few slabs for ease of

compliance.

b. Example: Singapore has a flat 8% GST, while Canada follows a

federal and provincial GST system similar to India but with fewer

complications.

b. VAT-Based System (Example: European Union, UK)

a. Most European countries follow a Value Added Tax (VAT) model

with standard and reduced rates.

b. UK VAT Rates: Standard (20%), Reduced (5%), and Zero-rated (0%)

items.

c. Sales Tax Model (Example: USA)

a. The United States does not have a national GST; instead, each state

levies its own sales tax, leading to variations across states.
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b. Lack of uniformity increases compliance costs for businesses

operating in multiple states.

6.2. Compliance and Administration

India

a. Businesses must file multiple GST returns (GSTR-1, GSTR-3B, etc.) every month

and annually.

b. The Goods and Services Tax Network (GSTN) portal digitizes compliance, but

technical glitches and high compliance burden remain concerns.

Global Practices

a. Simpler Compliance Mechanisms: Countries like Singapore and New Zealand have

quarterly or annual GST filing, reducing compliance burden.

b. E-invoicing and Automated Systems: The EU and Canada use AI-driven tax

systems to track transactions and prevent fraud.

6.3. Taxpayer Burden and Refund Mechanisms

India

a. Delayed GST refunds, especially for exporters, impact working capital.

b. Inverted Duty Structure (where input taxes are higher than output taxes) creates

credit accumulation issues.

Global Systems

a. Faster Refunds:

b. EU countries process VAT refunds within weeks.

c. Singapore and UAE have automated refund systems, ensuring seamless cash flow

for businesses.

6.4. Tax Evasion and Fraud Prevention

India

a. Fake invoicing and ITC fraud are major concerns.

b. E-way bills and e-invoicing have been introduced, but enforcement is still evolving.

Global Systems

a. Stronger Digital Integration:
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a. Countries like Canada, Germany, and Australia use

blockchain and AI-based tax monitoring to track evasion.

b. Strict Penalties:

a. The EU has harsher tax evasion penalties than India,

reducing fraud.

6.5. Economic Impact and Trade Facilitation

India

a. GST has reduced internal trade barriers but petroleum and alcohol exclusions

create inconsistencies.

b. Import duties and GST on international trade make India less competitive compared

to global markets.

c.

Global Best Practices

a. Uniform GST/VAT helps promote ease of business.

b. European VAT model supports exports through zero-rated tax policies.

c. Middle Eastern countries (UAE, Saudi Arabia) have lower tax burdens to attract

foreign investment.

7. Future Prospects and Suggested Reforms in India’s Indirect Tax System

India’s indirect tax system, particularly Goods and Services Tax (GST), has significantly

improved tax collection, compliance, and ease of doing business. However, several

challenges remain, such as complex tax structures, high compliance costs, refund delays,

and tax evasion. To ensure a more efficient and globally competitive tax system, key

reforms are necessary. This section outlines the future prospects and suggested reforms for

India's indirect tax regime.

7.1. Simplification of GST Structure

a. Currently, India follows a multi-tier GST system (5%, 12%, 18%, and 28%),

which creates classification disputes and increases compliance burdens.

b. The government may move towards a two or three-tier GST system (e.g., 5%, 15%,

28%) to make tax administration easier.
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c. c.A simplified structure would reduce confusion, minimize tax evasion, and boost

economic activity.

7.2. Expansion of GST to Excluded Sectors

Certain critical sectors—petroleum products, alcohol, electricity, and real estate—are

currently outside the GST system, leading to tax inefficiencies and a broken input tax

credit chain.

Bringing these sectors under GST would:

a. Lower fuel costs and transportation expenses.

b. Reduce tax cascading effects in industries dependent on these products.

c. Increase government revenue by broadening the tax base.

7.3. Enhancing Digital Integration and AI-Driven Tax Compliance

India's Goods and Services Tax Network (GSTN) has digitized compliance, but technical

glitches and fraud prevention need improvement.

The future of tax administration will rely on:

a. AI-based tax monitoring to detect fraud and fake invoices.

b. Block chain-powered tax collection systems for transparent and secure transactions.

c. Advanced data analytics to track non-compliant businesses.

7.4. Faster and Automated Refund Processing

One of the biggest concerns for businesses is the delay in GST refunds, particularly for

exporters and businesses with an inverted duty structure.

Future improvements should focus on:

a. Automated refund processing with real-time tracking.

b. Reducing manual verification and increasing AI-driven assessments.

c. Ensuring quicker disbursement of refunds (within 15–30 days).

7.5. Strengthening Anti-Evasion Measures

Fake invoicing, underreporting, and fraudulent input tax credit (ITC) claims cause

significant revenue losses.

Future reforms should focus on:
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a. Real-time invoice matching to prevent fraud.

b. Stronger penalties and legal action against tax evaders.

c. Cross-checking business transactions with banking records to identify

discrepancies.

8.Suggested Reforms for a More Efficient Tax System

8.1. Reducing Compliance Burden for Small Businesses

Small and Medium Enterprises (SMEs) struggle with multiple return filings and complex

GST procedures.

Suggested reforms include:

a. Quarterly filing for businesses below ₹ 5 crore turnover instead of monthly.

b. Expanding the Composition Scheme to include more businesses with lower tax

rates and simplified filing.

c. Easier online compliance tools for small businesses with limited digital expertise.

8.2. Rationalizing GST Rates for Essential Goods and Services

Some essential goods and services fall under higher tax brackets (e.g., healthcare devices,

packaged food, etc.).

The government should consider:

a. Shifting essential items to lower tax slabs (5% or exempt category).

b. Reducing the 28% GST slab to include only luxury and sin goods

8.3. Improving Interstate Trade Mechanisms

While GST has eliminated interstate tax barriers, some states still face revenue

imbalances.

Suggested reforms:

a. Stronger compensation mechanisms for states to prevent revenue shortfalls.

b. Better coordination between the Center and States in GST Council decisions.

c. Reducing dependency on state-specific taxes that disrupt the GST framework.

8.4. Expanding GST Coverage to Digital Economy and E-Commerce
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The rise of e-commerce, gig economy, and digital services creates new tax challenges.

Future reforms should:

a. Ensure uniform taxation on online businesses.

b. Introduce a clear tax policy for crypto transactions and digital assets.

c. Prevent tax avoidance by foreign digital service providers operating in India.

8.5. Strengthening Dispute Resolution Mechanisms

Businesses often face disputes over GST classifications, refund claims, and input tax

credit.

Suggested reforms:

a. Dedicated GST Appellate Tribunal for faster resolution of tax disputes.

b. Digitized legal processes to reduce litigation time.

c. Better grievance redressal mechanisms for small taxpayers.

Conclusion

India’s indirect tax system has evolved significantly, with the introduction of the Goods and

Services Tax (GST) in 2017 marking a major milestone. The shift from a complex multi-tax

regime to a unified GST framework has improved tax compliance, increased revenue

collection, and enhanced ease of doing business. However, despite these advancements,

several challenges persist, including high compliance burdens, multiple tax slabs, refund

delays, and tax evasion. To ensure a more efficient, transparent, and business-friendly tax

system, key reforms are necessary.

These include:

a.Simplifying the GST structure by reducing the number of tax slabs.

b. Bringing petroleum, alcohol, and real estate under GST to eliminate tax in efficiencies. c.

Enhancing AI-driven compliance and fraud prevention measures to curb tax evasion. d.

Faster and automated GST refunds to improve business liquidity.

e. Reducing compliance burdens for MSMEs to support economic growth.

f.Strengthening interstate coordination and dispute resolution mechanisms to ensure smooth

tax administration.
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India can learn from global best practices, such as simplified VAT/GST models, AI-driven

tax compliance, and real-time refund mechanisms, to make its indirect tax system more

competitive on the world stage. By implementing these reforms, India can achieve a robust,

equitable, and technology-driven taxation system that supports long-term economic growth,

trade facilitation, and revenue stability. A well-structured and efficiently managed indirect

tax system will not only boost investor confidence but also enhance India’s global standing as

a progressive and tax-friendly economy. India’s indirect tax system has undergone

significant transformation with the implementation of GST, but further reforms are needed

to simplify tax rates, reduce compliance burdens, improve refund mechanisms, and

strengthen digital enforcement. By adopting global best practices and leveraging

technology, India can create a more business-friendly, transparent, and efficient tax

system that supports economic growth and enhances global competitiveness.
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