
 
 

AN OVERVIEW OF GOODS AND SERVICES 

TAX AND ITS IMPACT ON INFLATION 

Dr.M.Sirajudeen1, Dr.M.Mohammed Majid2  & J.Abdul Khader3  
1Assistant Professor, PG & Research Department of Commerce, Jamal Mohamed College, Trichy.  

2 Assistant Professor, PG & Research Department of Commerce, Khadir Mohideen College, Adirampattinam. 

3 Assistant Professor, PG & Research Department of Commerce, Sadakathullah Appa College, Tirunelveli..  

  

Abstract: 

This study attempts to examine the impact of Goods and Services Tax on inflation. Gross 

Domestic Product, inflation, agriculture, interest rates etc., are the important indicators  for 

the growth of the economy. The Consumer Price Index in particular reflects more on inflation. 

The Goods and Services Tax was expected to be a game changer in the country’s economy. 

But, after the implementation of GST many traders in Surat has protested against the 

government for implementing GST. Initially, the central government of India planned to 

introduce single slab on all the goods and services. Later, the government introduced nearly 

five slabs viz., 0% for some goods, 5%, 12%, 18% and 28%. Majority of the goods and services 

were levied under 18% and only few and some luxury products and services were came under 

28%. For instance, for buying a new Sports Utility Vehicle like Toyota’s Innova cars levied 

with nearly 53% of indirect taxes with 28% GST plus 25% Cess and other surcharges. In this 

study, we tries to find out the impact of Goods and Services Tax on Inflation. Inflation is good 

for the economy but hyper inflation is not healthier for the country’s growth. Substantial people 

of the country are below middle income. Inflation affects those people on their day to day life 

even for every basic needs. 

Key words: Goods and Services Tax (GST), Inflation, Consumer Price Index, Cess, Surcharges 
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Introduction: 

The Goods and Services Tax (GST) is an indirect tax that is applied on both goods and services. 

The GST is added to the sales price of the goods and services and to be forwarded by the 

businessmen to the government . 

In 1954, France introduced GST firstly among the world countries and presently nearly 160 

countries are following this system of indirect taxation. Some of the countries with GST 

include Canada, Vietnam, Australia, Singapore, UK, Monaco, Spain, Italy, Nigeria, Brazil, and 
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South Korea. India joined the GST group on July 1, 2017. 

 

India introduced a dual GST set up in 2017, which was the biggest reform in the country’s tax 

structure in decades. The primary objective of implementing the GST is to eliminate tax on tax 

i.e. double taxation which cascades from the manufacturing level to the consumption level. 

 

Inflation: 

Inflation means a gradual increase in the general price level. It is the rate at which the general 

level of prices for goods and services is rising and, consequently, the purchasing power of 

currency is falling. However, this increase in the cost of living can be caused by different 

factors. The following are the types of inflation: 

1. Demand-pull inflation: This type of inflation happens when the Aggregate demand for the 

goods increases than the aggregate supply. Demand pull inflation will typically occur when 

the economy is growing faster than the long run trend rate of growth. If demand exceeds 

supply, firms will respond by pushing up prices.   

2. Cost-push inflation: This type of inflation occurs by increase in the cost of raw materials 

and its related goods and services. Sometimes cost-push inflation is known as the ‘wrong type 

of inflation‘ because this inflation is associated with falling living standards.  

3. Wage Push Inflation: Rising wages tend to cause inflation. In effect, this is a combination 

of demand pull and cost push inflation. Rising wages increase costs for firms, and so these are 

passed onto consumers in the form of higher prices. Also rising wages give consumers greater 

disposable income and therefore cause increased consumption and Aggregate Demand.  

4. Imported Inflation: A depreciation in the exchange rate will make imports more expensive. 

Therefore, the prices will increase solely due to this exchange rate effect. A depreciation will 

also make exports more competitive so will increase demand. 

5. Temporary Factors: The inflation rate can also be increased due to temporary factors such 

as increasing indirect taxes. If you increase VAT rate from 17.5 to 20, all goods which are 

International Journal of Scientific Research and Review

Volume 7, Issue 8, 2018

ISSN NO: 2279-543X

http://dynamicpublisher.org/682



 
 

VAT applicable will be 2.5 more expensive. However, this price rise will only last a year. It is 

not a permanent effect. 

GST and its working structure: 

 Goods and Services Tax is a destination based tax and it is opposite to the previous tax 

system of origin based. Goods and Services Tax are collected at every stage of goods 

movement. But, the state government can collect GST only from their production and 

not on the consumption.  This helps to eliminate "tax on tax" or the cascading impact 

of tax. GST shifts the tax incidence near to the consumer and benefits the industry 

through better cash flows and better working capital management. From consumer 

point of view, GST helps to bring down overall tax. 

 Input tax credit: This means that at the time of paying tax on output manufacturers or 

service providers, for example, can reduce the tax by the amount they have already paid 

on inputs. For example, a manufacturer's total tax on output comes to Rs. 10,000 while 

tax paid on input (purchases) is Rs. 6,000. In this case, the manufacturer needs to 

deposit only Rs. 4,000 (Rs. 10,000 - Rs. 6,000) as tax, after claiming credit  

of Rs. 6,000, thus reducing the overall incidence of tax on final product. But credit 

available to the recipient (the manufacturer in this case) only if invoice is matched. So 

GST helps in checking evasion of taxes. 

 GST rates: GST rates on goods and services have been broadly classified into four tax 

rates: 5 per cent, 12 per cent, 18 per cent and 28 per cent. Some goods and services are 

exempted from GST. Precious metals like gold will attract a separate tax rate of 3 per 

cent. A cess will be levied over the peak rate of 28 per cent on specified luxury and sin 

goods. Under GST, businesses are required to file returns each month. But the 

government has let companies file late returns for the first two months so that they can 

adapt to a new online filing system. 

 CGST, SGST, IGST: The GST to be levied by the Centre would be called Central GST 

(CGST) and that to be levied by the States (including Union territories with legislature) 

would be called State GST (SGST). An Integrated GST (IGST) would be levied on 

inter-State supply (including stock transfers) of goods or services. This would be 

collected by the Centre. Import of goods would be treated as inter-State supplies and 
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would be subject to IGST in addition to the applicable customs duties. Exports will be 

treated as zero-rated supplies which means no tax will be payable on exports of goods 

or services. However, exporters can claim input tax credit. 

 GST is applicable to: Businesses with an annual turnover of Rs. 20,00,000  and 

Rs. 10,00,000 for special category states like North- eastern states are exempted from 

GST. A composition scheme (to pay tax at a flat rate without input credits) is available 

to manufacturers and service providers having an annual turnover of up 

to Rs. 75,00,000.  

 On stocks unsold before GST rollout, manufacturers and retailers have been allowed to 

carry forward input tax credit for 90 days. On such goods they can claim as much as 

60 per cent of the input tax credit on stocks lying unsold up to June 30. 

 An authority will be set up to see that any reduction in rate of tax of any supply of 

goods or services for the benefit of input tax credit will be passed on the recipient by 

commensurate reduction in prices.  

 GST Council will make recommendations on everything related to GST including laws, 

rules and rates etc. Union Finance Minister Arun Jaitley heads the panel while ministers 

of finance or taxation of each state are its members. Decisions in the Council are taken 

by a 75 per cent majority. Centre and a minimum of 20 states are required for majority 

because Centre would have one-third weightage of the total votes cast and all the States 

taken together would have two-thirds of weightage. 

 Petroleum products such as petrol, diesel and aviation turbine fuel have been kept out 

of GST as of now. The GST Council will take a decision on it at a later date. Liquor 

has also been kept out of GST. 

 Administrative control: To ensure single interface, all administrative control of 90 per 

cent of taxpayers having turnover below Rs. 1.5 crore would vest with state tax 

administration while 10 per cent with the central tax administration. Further, all 

administrative control over taxpayers having turnover above Rs. 1.5 crore will be 

divided equally between central and state tax administrations. States will be 

compensated for any revenue loss from GST implementation for five years. 

GST around the world:  
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We taken the examples 

of some developing and 

developed countries 

around the world for 

comparison of taxes. 

Among the GST 

implemented countries, 

India is having the 

highest indirect tax rates 

on goods and services. Under the dual-GST structure both the central and the state governments 

have the power to collect taxes. India has the highest tax rate out of all the countries that have 

implemented GST. France is following 4 rates of VAT in France viz., 2.1 per cent, 5.5 per 

cent, 10 per cent and 20 per cent since its first implementation in 1954.Since 2011, United 

Kingdom’s VAT is set at 20 per cent. Ukraine follows two VAT slabs such as 20 per cent for 

most goods and services and 7 per cent mostly for medicines. GST was introduced in New 

Zealand in 1986 at a rate of 10 per cent which was later increased to 15 per cent in 2010. 

Australia introduced GST in 2000, the rate has been set at 10 per cent For Vietnam, three VAT 

rates of 0 per cent, 5 per cent and 10 per cent are applied to most goods and services. Singapore 

implemented GST at 3 per cent in 1994 and then was increased to 7 per cent in 2007. Malaysia 

introduced GST in 2015 was set at 6 per cent. 

GST is set at 5 per cent on supplies of goods or services and includes most products in some 

provinces of Canada, a common Sales Tax of 15 per cent is also charged. 

GST and its impact on the basic necessities:  

There are many basic necessities like water for drinking, food, electricity, shelters, fuel etc., 

Nowadays, in most of the cities mineral water or packaged drinking water are in use for healthy 

reasons. As the world is moving towards globalization, most of the people in our India are also 

preferring hotel food more which comes under GST bracket. For electricity, it is believed to 

be that most of the states in India is distributing electricity on subsidized rates. In case of fuel, 

the number of transport vehicles has been increased in large numbers. The demand for two-

wheelers are also drastically increased from last decades. Here, is the list of some important 
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commodities that provides changes in the previous tax structures and newly introduced Goods 

and Services Tax. 

 

Increase/Decrease in tax rates after GST 

Description of goods 
Pre-GST 
tax 
incidence 

GST 
rate 

Increase/ 
Decrease 
In  

Wheat 2.5 0
-2.50

Rice 2.47 0
-2.47

Unbranded flour 3.5 0
-3.50

Curd/lassi/butter milk 4 0
-4.00

Unbranded natural honey 6 0
-6.00

Ultra high temperature (UTH) milk  6 5
-1.00

Tea (other than unprocessed green leaves 
of tea)  

6 5 -1.00

Milk powder  6 5
-1.00

Sugar  6 5
-1.00

Sweetmeats  7 5
-2.00

Vegetable edible oils  6 5
-1.00

Spices  6 5
-1.00

Ketchup and sauces  12 12
0.00

Mustard sauces  12 12
0.00

Toppings, spreads and sauces (other than 
mayonnaise, salad dressings, mixed 
condiments and mixes seasonings)  

12 12 0.00

Mineral water  27 18
-9.00

Sugar confectionery  21 18
-3.00

Children's picture/drawing/colouring 
book 

7 0 -7.00
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Footwear of RSP (retail sale price) up 
to Rs. 500 per pair  

10 5 -5.00

Kerosene pressure lantern  8 5
-3.00

Coal  9 5
-4.00

Tooth powder 12 12
0.00

LED  15 12
-3.00

X-ray films for medical use  23 12
-11.00

Diagnostic kits and reagents  16 12
-4.00

Fixed speed diesel engines of power not 
exceeding 15HP  

16 12 -4.00

Fly ash bricks and fly ash blocks  16 12
-4.00

Sewing machine  16 12
-4.00

Hair oil  27 18
-9.00

Toothpaste  27 18
-9.00

Soap  27 18
-9.00

Footwear of RSP more than Rs. 500 per 
pair  

21 18 -3.00

LPG stove  21 18
-3.00

Aluminum foil  19 18
-1.00

School bag  22 18
-4.00

Printers (other than multifunction 
printers)  

19 18 -1.00

Staplers  27 18
-9.00

Tractor rear tyres and tractor rear tyre 
tubes  

20 18 -2.00

Helmet  20 18
-2.00

CCTV  19 18
-1.00

Baby carriages  27 18
-9.00

Plastic tarpaulin  19 18
-1.00
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Bamboo furniture  23 18
-5.00

Headgear and parts thereof  27 18
-9.00

Cement  29 28
-1.00

 

From the above table, we can easily identify that the newly introduced Goods and Services 

Tax were very comfortable, remains constant and decreased for many of the items that we are 

using for our daily needs. 

Consumer Price Index: The Consumer Price Index (CPI) is a measure that evaluates 

the weighted average of prices of a basket of consumer goods and services, such as 

transportation, food and medical care. It is calculated by considering the price changes for each 

item in the predetermined basket of goods and averaging them. Changes in the CPI are used to 

assess price changes associated with the cost of living; the CPI is one of the most frequently 

used statistics for identifying periods of inflation or deflation. 

 

Consumer Price Index for the year 2017 

Monthly comparison 
  

Inc/Dec 
in % 

 Yearly comparison Inc/D
ec in 

% 
 January 2017 - December 2016 -0.36    January 2017 - January 2016 1.86   
 February 2017 - January 2017 0.00    February 2017 - February 2016 2.62   
 March 2017 - February 2017 0.36    March 2017 - March 2016 2.61   
 April 2017 - March 2017 0.73    April 2017 - April 2016 2.21   
 May 2017 - April 2017 0.36    May 2017 - May 2016 1.09   
 June 2017 - May 2017 0.72    June 2017 - June 2016 1.08   
 July 2017 - June 2017 1.79    July 2017 - July 2016 1.79   
 August 2017 - July 2017 0.00    August 2017 - August 2016 2.52   

 September 2017 - August 2017 0.00    September 2017 - September 
2016 

2.89   

 October 2017 - September 2017 0.70    October 2017 - October 2016 3.24   

 November 2017 - October 2017 0.35    November 2017 - November 
2016 

3.97   
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 December 2017 - November 2017 -0.69    December 2017 - December 
2016 

4.00   

 

 

 

From the above table, It clearly shows  the highest changes in the inflation is 1.79% increase 

in consumer price index in the month of July 2017. And incase of yearly comparison the 

consumer price index have increased to 4.00% in the month of December 2017 when 

comparing to December 2017. 

Suggestions: 

As Indians are one of the highest tax payers among the Asian countries, 28% of Goods and 

Services Tax is not advisable. Deductions in Goods and Services Tax rates may help to curb 

inflation. Small traders and businessmen finds difficult for online filing of Goods and Services 

Taxes and its returns. So, more user friendly systematic filing of GST is needed. People will 

be happier if petroleum and diesels comes into the fold of Goods and Services Tax. Petroleum 

is one of the important factor for inflation; the government is levying more than 50% of indirect 

taxes on petrol and diesels. Government must revise the GST rates in the service sector. 

Conclusion: 

Goods and Services Tax is healthier for the economy. One nation and one tax system made the 

trade easier. Goods and Services Tax  implemented in our India is higher than other foreign 

countries which follows GST. The Consumer Price Index has increased slowly due to GST. 

The small traders argues that the GST has slowed their business progress. Goods and Services 

Tax has made a little impact on inflation. Service sector has suffered inflation due to 

implementation of Goods and Services Taxes than manufacturing sector. 
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