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Dear readers, 

The Equanimist is a journal born in the 

era with the perspective of new ideas. It has 

successfully completed three years focusing on 

some specific and current issues relevant for the 

society and economy. This particular issue is 

assigned as special issue which would focus on 

‘Indian Tax System: From Chanakya to GST’, a 

very relevant topic for Indian economy at 

present. However, for an Indian perspective in 

economic thinking, we have included a piece 

which should prompt us to think about the 

purpose of the entire gamut of activities 

included in the study of economics including 

taxation. It is a reminder to remember the 

wisdom contained in the economics of 

Professor J.K. Mehta. The GST together with 

other measures of tax reform should aim at 

simplifying the tax structure to minimize its burden on the tax-payers, enabling the tax 

administration to be efficient and transparent. Together with this, the efficacy in government 

expenditure (which is not the theme of this issue) should also come under the scan of the 

government.  

The concept of tax is not new for Indian society as the tax system has its roots from 

Mahabharata, Arthashastra, Raghuvansham, Manusmriti, Ain-E-Akbari and Constitution of 

India. But what matters is how it is implemented. In this respect, the GST system is as a 

metamorphosis in the history of Indian tax system. GST has shown a drastic change in 

taxation system, so it is appropriate time to review the history of tax system in Indian context.  

This issue is an attempt to review the Indian tax system from Chanakya to GST with 

the hope to find out some better ideas. In order to regain its image of leading global economy 

great financial restructuring in the form of goods and services tax (G.S.T.) is going on in 

India. Except the first paper, other papers received for this special issue have been grouped 

into three parts as they covered three broad aspects: 1. an overview of Indian tax system till 

GST, 2. Impact of GST on Indian economy, and 3. miscellaneous (i.e. tax and Indian 

economy).  

The first group of papers is based on an overview of Indian tax system and GST. The 

second and fifth paper has focused on administrative and historical perspective of tax in India 

concluding that the tax policy and tax administration are inextricably linked and tax 

The Equanimist is the person who 

possesses the quality of Equanimity. 

Equanimity is, “the quality of having an even 

mind”. As an English word, it has been used 

in the context of fairness, or weighing things 

in the balance, as if it were synonymous with 

“equity”, a word often offered as a substitute 

for it.  

The word equity, however, has an 

altogether different Latin root, aequitas, 

meaning “reasonableness”. Equanimity has a 

Latin counterpart as a root word, 

aequanimitas which has its own roots in 

Latin: aequus meaning “even” and animus, 

meaning “soul, mind”. In Latin, soul and 

mind are one word with one and the same 

meaning. In Latin, aequanimitas refers to a 

state of the mind and soul, a balanced state of 

peace, clarity, health, wisdom and insight. 
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administration must, therefore, evolve an internal dynamic process to promote the effective 

application of tax policy. The third paper has analyzed the scope of the GST in India with the 

comparison of world experience. The paper has concluded that GST has had a positive impact 

in the countries which implemented it.  

The next five papers have analyzed the impact of GST on various aspects of Indian 

economy. The sixth and seventh paper has emphasized on the structure of GST and its impact 

on Indian economy as a whole including common persons. Papers have concluded that GST 

is likely to improve tax collections and boost India's economic development by breaking tax 

barriers between States and integrating India through a uniform tax rate. The next three 

papers have discussed about impact of GST on different sectors of Indian economy such as 

MSMEs, food processing industry and financial market of India.  

The remaining papers are related to miscellaneous aspects relating to tax and Indian 

economy. The first three papers under this head have examined the relationship between the 

tax revenue and economic development of India and have also analyzed the impact of 

demonetization on tax revenue. It is found that there is significant relationship between GDP 

growth rate and growth rate of tax revenue. The last five papers have discussed the tax 

inadequacy of urban local bodies in India, trend and pattern of expenditure on medical and 

public health, overview of socio-economic impact of agricultural taxation and fiscal 

consolidation, and efficiency in transmission mechanism of monetary policy.  

The above papers would definitely provide a useful insight for the government, 

stakeholders and policy makers in matters related to the efforts to reform the tax system for 

further economic development of India. This type of study, we hope, will positively 

contribute to a better understanding of issues at stake and adjustment process in the economy, 

thus providing help in strengthening the tax system in India.  

The responsibility for the content and the opinions expressed and provided in the 

research articles and articles published in this issue of the journal are exclusively of the 

author(s) concerned. The publisher/editor is not responsible for errors in the contents or any 

consequences arising from the use of information contained in it. The opinions expressed in 

the research papers/articles in this journal do not necessarily represent the views of the 

publisher/editor of journal. Its Chief editors/ editors/Assistant editors and Managing Editor 

are not responsible for any of the content provided/ published in the journals. 

We are getting enormous suggestions and appreciation from our readers which were 

incorporated in the previous issues. However, if the readers feels that there are scope for 

improvement please email us at theequanimist@gmail.com 

 

Dr. Pradeep Kumar Singh 

(Volume Editor) 
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The Paradox of Existence 

Remembering Professor Jamshed Kaikhusroo Mehta and his Economics on the day of his 

nirvana 

Ram Narain Lohkar
1
 

The maze of life in this phenomenal world has been a riddle which is experienced by 

almost everybody at some stage and generally left for philosophers or seers to explore; 

scholars of different disciplines take for their studies a world-view given as an assumption on 

the basis of its general acceptance by the system. Modern economics with its western roots is 

couched in terms of the material world as it appears to our senses; even though its genesis is 

supposed to emerge from the moral philosophy of utilitarianism, it subsequently followed a 

positive course freeing itself from moral considerations as being given to economics from 

outside. 

Modern economics in India grew in the cradle of the British educational system; 

though the first Professor of Economics in India was Mr. Manohar Lal
2
, the initial shape to 

the formal teaching of this discipline in the Universities of this country should be credited to 

stalwarts like Professors H.S. Jevons in Allahabad, C.J. Hamilton in Calcutta (now Kolkata), 

G. Slater in Madras (now Chennai), and Percy Anstey in Bombay (now Mumbai) during the 

second decade of the last century. Of these, Jevons and Slater, though steeped firmly in the 

western framework of economics, gave significant importance to the Indian ethos, the former 

in north and the latter in south India. But the real transformation in the theoretical framework 

of economics came with Professor J. K. Mehta whose thought process took shape in 

Allahabad during the second quarter of the 20th century and flowed freely like the Ganges 

thereafter till August 9, 1980, when he attained nirvana.  

Professor Mehta observed life keenly on the material plane in a scientific way, 

analysed it precisely and subjected it to deep introspection to understand the paradoxes and 

riddles of existence through the study of economics. He considered knowledge as an integer, 

a whole complete in itself, and not an amalgam of fragmented parts. Since knowledge is too 

vast to be comprehended in its entirety by us, we have divided it into several parts for our 

convenience; thus when Prof. Mehta talks of physics or philosophy or religion in his analysis 

of the economic aspect of a phenomenon, he is neither transgressing into the domain of others 

nor digressing from his own domain. These specialties are arbitrary divisions and can be and 

should be traversed freely to check the broader consistency of generalizations. 

The paradox of wants (a central theme in economics) attracts the attention of 

Professor Mehta when in 1937 in his ‘Economic Interpretation of the Philosophy of Wants’
3
 

he points to the two schools of philosophers; one school stands for control of wants where as 

the other stands for an ever-increasing number of wants and their satisfaction. While 

                                                             
1
 Retired Professor of Economics, University of Allahabad. Allahabad. 
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accepting maximization of satisfaction as the desideratum of economic behaviour, he does 

not come to the hasty conclusion of satisfying as many wants as possible to achieve it. For 

arriving at a sound conclusion he analyses wants in relation to the person who wants and 

what exactly happens when he satisfies it and what is the nature of the satisfaction thus 

derived.  

Since wants, pain, satisfaction, and welfare are all felt in the human mind and hence 

these are important determinants of life of the individual, it is pertinent to examine the 

economic (i.e. want-satisfying) activity in the context of the final object of man. Professor 

G.L.S. Shackle, one of the finest interpreters of, and contributors to, modern economics in the 

west, observes in his Review
4
 of Prof. Mehta’s Rhyme, Rhythm and Truth in Economics, 

observes “The essential predicament of human beings, the nature of the life they are set to 

live, can be looked at from a viewpoint, and with an intellectual and moral attitude, that are 

almost the diametrical opposite of those which prevail in the modern western world, and 

which, when seen with detachment and receptive mind, are, to say the least as reasonable and 

natural a choice of premises as those of the western frenzy for wealth and material success.” 

He cannot restrain himself but to say further “The brilliance and suggestive power of 

Professor Mehta’s thought is matched by a quality for which I can find no other word than the 

old-fashioned one of charity in its moral sense.”  

Prof. Shackle is well aware of the paradox in western view of economics and hence 

he so frankly appreciates the reasoning put forth by Professor Mehta, “The sheer efficiency of 

his exposition, by which arresting ideas are conveyed in a sentence or two of the utmost 

apparent simplicity, makes the book astoundingly easy to read. One is carried down a strange 

current of thought with no wish to resist.” Professor Mehta confronts paradoxes deftly to the 

extent that Prof. Shackle feels “It will occur to the reader from time to time that Professor 

Mehta has confronted a deeply paradoxical task. For he has used the light shed by wealth-

repudiating premisses to illuminate that world whose impelling power is the desire for 

wealth. … The Western reader, I think, will sighingly acknowledge that Professor Mehta and 

his Eastern philosophy are doubtless right, or at least that their logic is irrefutable, but that 

Western man is too deeply committed to his motivation to be able to change.” [September 

1969, pp. 579–581] 

Prof. Shackle’s realization of the hollowness of modern man’s entanglement with the 

obsession of want-satisfaction prompts him to guardedly quote Professor Mehta: “In a state of 

complete wantlessness, the serenely poised mind enjoys a feeling of untainted happiness. But 

we are all so busy satisfying our wants and seeking fleeting pleasures that we do not stop to 

think what the real, ultimate object of satisfying a want is.” However, Prof. Shackle, then, 

wonders: “This uncompromising attitude, if logically followed out, would seem to abolish the 

subject matter of economics. Yet Professor Mehta is an economist of deep and original 

subtlety ….” 
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 Another equally celebrated economist in the western tradition, Prof. Alec Lawrence 

Macfie, Adam Smith Professor of Political Economy at the University of Glasgow (1945–58) 

also highly valued the contribution of Prof. Mehta, in a review of ‘A Philosophical 

Interpretation of Economics’.
5
 He was candid in stating “In spite of our specialisms, we in the 

west continue to share the same world of basic assumptions – as to progress, social obligation 

and ultimately desirable – though very few economists think about these systematically. It is 

therefore a stimulating experience to read a sustained critique of Western economic theory by 

one who has mastered it and is also steeped in the religion and philosophy of a completely 

different culture – one which has as long tradition as, and many more adherents than, ours. 

This it is that gives rather unique interest to Professor Mehta’s book; specially to-day, as our 

world grows ever smaller, and the need to understand Eastern values is ever more urgent.” 

This was around 1963; it is 2017 now, that is more than half a century has elapsed. 

We, perhaps, ignored the wise counsels. Many now feel the world is facing the consequences 

of human greed. Environmental degradation is already at the critical level. The intuitive 

notion of the prediction that ‘we are hardwired to be insatiable wanting machine’ is now said 

to have found scientific basis with the findings of Dr. Kent Berridge
6
; two distinct elements 

govern the want and pleasure. While the element that produces want is very powerful, the 

element that gives us the capacity to find satisfaction is weak and insufficient. Thus, ‘whereas 

the dopamine wanting system is vast and powerful, the pleasure circuit is anatomically tiny, 

has a far more fragile structure and is harder to trigger’. 

At the pragmatic level, Professor Mehta’s economics gives us sound advice to plan 

our wants and elevate them to a level that they cease to be painful. Reason, not wants, has to 

guide our actions and non-attachment to the material possessions is the only way out of 

misery or key to the blissful state.  

Professor Mehta, as Prof. Shackle observed, was an economist of deep and original 

subtlety. We may now add that he had the subtleties of one of the most profound philosophers 

Kant and conviction of the timeless sublime philosopher Spinoza. Buddha believed desire to 

be the root cause of misery. The Upanishads also consider desire not to be satiable. But that 

does not mean a pessimistic end to human existence. Like Spinoza’s substance, the soul is 

permanent and does not depend on any outer force for its ‘being’; rather the existence of 

anything else is not outside it. It is for this reason that practitioner of Vedanta realizes 

blissfulness at the end as against death for the pleasure-seekers. Wantlessness in other words 

is blissfulness. 

1. The author is grateful to Prof. Vinaya Chandra Pande for his valuable observations on the 

original draft. 

2. ‘The Science of Craving’, 1843 [Earlier INTELLIGENT LIFE], Lifestyle and Culture 

Magazine from The Economist, May/June, 2015: Web Edition 

<https://www.1843magazine.com/content/features/wanting-versus-liking. 
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3. Mehta, J. K. (1937, January ). ‘Economic Interpretation of the Philosophy of Wants’. 

Indian Journal of Economics, (Vol. XVII), Part III.  pp. 309–313. 

4. The Economic Journal, (1963, March). pp. 106–108. 

5. The Economic Journal. (1969, September). pp. 579–581. 

6. Krishnamurty, Jayasankar. (2010, May). ‘Manohar Lal: Scholar, Economist and 

Statesman’. Modern Asian Studies, (Vol. 44), No. 3. pp. 641–662. 
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Tax Administration : The Indian Perspective 
Dr. Parul Jain1 

Abstract 

In modern times, taxation is expected not only to raise revenue for the State but also 
to achieve a number of social and economic ends. The increasing requirements of a modern 
developing economy necessitate increased revenue from existing sources and constant search 
for new ones. Also called for is the building up of a professional cadre of administrators who 
can implement the tax system equitably and efficiently. Tax policy and tax administration are 
inextricably linked. Tax administration must, therefore, evolve an internal dynamic to 
promote the effective application of tax policy. This is circuital to the success of government’s 
objective of garnering revenue while ensuring that business decisions are not affected 
adversely due to poor implementation of tax policy. Tax administration does not function in a 
vacuum. Its relationship at every stage is with the public and since the combination of taxes 
reaches nearly every individual in one way or the other, the administration finds itself 
dealing with the public at large. Hence, the attitude of people also affects the effectiveness of 
a tax. It is equally true that the attitude of the public is also, in turn, affected by good 
administration. 

The success of any tax policy depends to a large extent on efficient tax administration 
which would necessitate minimizing arrears of assessment and collection, pendency of 
appeals, tax avoidance and tax evasion and improve taxpayers’ compliance. Despite 
increased collections , the prevailing system of direct and indirect taxes is beset with problem 
of increasing arrears of assessments and collections, pendency of appeals, delays in refunds 
and mounting tax evasion . Collection of every tax involves some money cost for the 
Government and compliance cost (both in money and real terms) for the taxpayers. It is 
desirable that these costs should be minimised. However, minimising cost of collection does 
not mean that administrative staff should be kept at minimum. On the contrary, it is desirable 
that administrative strength of both the Departments should be considerable increased. 
Misguided economy in this regard is not desirable. Stress should be laid on effective and 
efficient administration. 

Introduction  
In modern times, taxation is expected not only to raise revenue for the State but also 

to achieve a number of social and economic ends. The increasing requirement of a modern 
developing economy necessitates increased revenue from existing sources and constant 
search for new ones. Also called for is the building up of a professional cadre of 
administrators who can implement the tax system equitably and efficiently. In the absence of 

                                                            
1 Assistant Professor (Economics), DAV P.G. College, Varanasi. 
Email: msparulj@rediffmail.com 

mailto:msparulj@rediffmail.com
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diligent administration, increased revenue results in multiplication of taxes, ineffective 
enforcement of existing taxes and inequity amongst taxpayers.  

Importance of Tax Administration 
It is desirable that tax administration must receive adequate attention if the goals of 

tax policy are to be attained. E.R.A Seligman, in one of his essays, makes so important the 
idea that practical enforceability is more significant than theoretical perfection. Whether a tax 
is to be judged as ‘good ‘or ‘bad’ depends not only upon its revenue productivity, the 
distribution of its burden, its regulatory aspects but also upon its administrative aspects such 
as the certainty of its application, taxpayers, familiarity with its provisions and procedures, 
convenience of its collection, cost administration, compliance cost and the degree of its 
avoidance and evasion. It is necessary that “the laws must be enforced-but not obnoxiously, 
they must be interpreted –but not unreasonably, their spirit must not be killed by their letter, 
not their objects defeated by improper liberality in administration”.  

Tax policy and tax administration are inextricably linked. Tax administration must, 
therefore, evolve an internal dynamic to promote the effective application of tax policy. This 
is circuital to the success of government’s objective of garnering revenue while ensuring that 
business decisions are not affected adversely due to poor implementation of tax policy. In the 
interest of fairness, it is desirable that more efforts must be devoted to tax administration. D. 
T. Lakdawala has rightly observed that “An excellent and ideally just system, if incapable of 
enforcement, may lead not only to public irritation and ill-feeling, but even defeat its own 
aim.”  Effective administration becomes all the more important in the case of income tax 
where the need for precision grows both as the rates climb upwards and as the base broadens 
with increasing incomes and number of taxpayers.  

Fiscal administration is the backbone of any political system and revenues are the 
sinews of nation’s peace and prosperity. Unless the machinery is efficient and diligent in its 
task, tax evasion will increase and there will be heaps of uncollected arrears. Hence, the tax 
officials have to exercise extraordinary caution: they should try to establish an honest, 
efficient and dedicated tax collection service. Further, they have to ensure that no avoidable 
irritation is caused to the tax payers and inconvenience to them is minimised.  Colbert has 
rightly remarked that “The Art of taxation consists in so plucking the goose as to obtain the 
largest amount of feathers with the least possible amount of hissing”. This requires that the 
administering personnel should discharge their daily tasks with the maximum amount of tact 
and patience, consistent with efficiency. 

Tax administration does not function in a vacuum. Its relationship at every stage is 
with the public and since the combination of taxes reaches nearly every individual in one way 
or the other, the administration finds itself dealing with the public at large. Hence, the attitude 
of people also affects the effectiveness of a tax. It is equally true that the attitude of the public 
is also, in turn, affected by good administration. Rational and efficient procedures, high 
personnel standards, better management, improved public relations and frequent tax payer 
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contact can, in turn, enlist public respect for tax laws and better tax compliance. In one of his 
letters written to Governor A.B. Chandler, Dr. James W. Martin observed that: the role of a 
state tax administrator of tax policies is “To collect all taxes which any person may be 
required by law to pay, but no more; to recognise tax administration as a technical task 
calling for competent personnel ; to develop smooth and efficient functioning within his own 
organisation, and to cultivate cordial and helpful relationships with other public agencies and 
the tax payers”.  Further, successful tax administration must rest upon cooperation rather than 
compulsion-upon compliance rather than enforcement. 

However, in developing economies, successful administration of tax is hampered by 
several factors. Development necessitates larger resources which can only be obtained 
through expanding the tax base tapping new resources of revenue and by increasing the rates 
of existing taxes, where possible. The administration of these new sources of revenues 
increase burden on tax administrators. The tax administrator, on one hand, sees new burdens 
falling on his shoulders-new taxes being imposed and existing levies becoming more severe. 
He must collect more taxes, at higher rates, and from an ever-expanding body of taxpayers. 
On the other hand, he finds himself saddled with staffs which are insufficient, inexperienced 
and poorly paid. He faces a public in large part unfamiliar with the tax knowledge and record 
keeping requirements which a developing State must inevitably demand of its citizens.” The 
tax administrators do not also get the desired support from the legal and accounting 
profession –the necessary allies of tax administration. There is dearth of experienced persons 
in these professions and even those who exist generally help the taxpayers in avoiding and 
evading taxes. The task of tax administrators is made still more difficult because majority of 
individuals and businessmen have antagonism towards tax payment and lack confidence in 
government machinery. These people do not regard taxes as the necessary price for civilized 
society. Instead, they think that payment of tax is erosion on their income. 

The Tax Reforms Committee has also pointed out that “No amount of tax reforms, 
rationalisation or simplification can substantially improve tax compliance, unless there is a 
substantial improvement in public perception regarding the efficiency, technical competence, 
integrity and ability of the tax authorities to relentlessly pursue and punish tax evaders, 
without political or other interference.” The existence of tax administration is a necessity 
even in most law-abiding society. As Bird and Jantscher have said, “The best tax 
administration is not simply one that collects the most revenue. How the revenue is 
raised...effect on equity...and...Economic welfare may be equally important. In short, it can be 
said that tax administration must (i) incorporate genuine threat of penalty but ensure due 
process, (ii) computerise as many administrative process as possible to minimise the interface 
between tax payer and tax official, and (iii) not remain aloof from tax policy but assist in 
every way possible to help design a simple tax structure and its commensurate tax laws. In 
the long run, it has to be ensured that tax administration instruments facilitate, rather than 
ignore or hinder the implementation of tax policy goals. Towards this end, it is desirable that 
the tax administration machinery renders quality taxpayers services to encourage voluntary 
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compliance of tax laws and to defect and penalise non-compliance. It is, thus, evident that tax 
administration does not function in a vacuum. Its relationship at every turn is with the public 
and since the combination of taxes reaches nearly every individual in one way or the other, 
the administration funds itself dealing with the nation as a whole. Hence, its operations and 
effectiveness are inevitably affected by the attitude of the people towards the tax system. 
However, it is equally true that the attitude can, in turn, be affected by tax administration. 

The Central Board of Direct Taxes (CBDT) under the Department of Revenue in the 
Ministry of Finance provides essential inputs for policy and planning of direct taxes in India. 
At the same time, it is also responsible for administration of direct tax laws through Income 
Tax Department (ITD). ITD deals with matters relating to levy and collection of direct taxes 
and inter alia the issues of tax evasion, revenue intelligence, widening of tax base, providing 
tax payers’ services, grievance redressal mechanism. The Department of Revenue also 
exercises control in matters relating to indirect taxes through the Statutory Board, namely the 
Central Board of Excise and Customs (CBEC). CBEC looks after the levy and collection of 
indirect taxes including customs, central excise and service tax.  

The success of any tax policy depends to a large extent on efficient tax administration 
which would necessitate minimising arrears of assessment and collection, pendency of 
appeals, tax avoidance and tax evasion and improve taxpayers’ compliance. Despite increased 
collections , the prevailing system of direct and indirect taxes is beset with problem of 
increasing arrears of assessments and collections, pendency of appeals, delays in refunds and 
mounting tax evasion . High-risk returns in respect of income tax are selected and examined 
by the assessing officers in the form of scrutiny assessments. However, data reveal that 
pendency of scrutiny assessment for disposal have increased from 49530 cases at the end of 
March, 2002 to 391984 cases in March, 2011 and further to 405487 cases in March, 2012 ( 
52.3 per cent). Similarly, cases pending for adjudication with departmental authorities in 
respect of excise duty increased from 14181 cases at the end of March, 2011 to 16125 cases 
at the end of March, 2013 and pendency of call book cases in respect of service tax increased 
from 6430 cases at the end of March, 2011 to 8637 cases at the end of March, 2013. 
Similarly, uncollected demand in respect of direct taxes increased from Rs.202859 crore in 
March, 2011 to Rs.409456 crore in March, 2013, in case of excise duty from Rs.30030 crore 
to Rs.47622 crore and in respect of service tax from Rs.9082 crore to Rs.20361 crore during 
the same period. Further, appeals pending before Commissioners of income tax were 1.99 
lakh cases in March, 2013 with amount locked up in appeals amounting to Rs.2.59 lakh crore. 
The amount locked up in appeals at higher levels (Income Tax Appellate Tribunal/High 
Court/Supreme Court) was 1.52 lakh crore in 69714  cases as on 31st March, 2013 and in case 
of central excise and customs the amount involved in pending appeals was Rs.1.03 lakh crore 
in 91447 cases. The position in respect of refunds is slightly better due to the use of ICT. In 
case of direct taxes, pendency of direct refund claims has gone down 19.5 lakh cases (32.6 
per cent) in March, 2011 to 11.2 lakh cases (28.8 per cent) in March, 2013. However, in case 
of excise duty closing balance of refund cases increased from 36995 cases to 44349 cases and 
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in case of service tax from 6908 cases to 7906 cases (pending beyond 3 months) during the 
same period.  

If an assesses files a false returns or fails to produce accounts documents, penalty 
ranging from 100 per cent to 300 per cent of tax sought to be evaded is leviable, as also 
rigorous imprisonment ranging from 6 months to 7 years if the amount sought to be evaded 
exceeds Rs.1 lakh and from 3 months to 3 years in other cases. However, data reveal that 
during 2012-13, prosecution were launched in 267 cases but conviction could be obtained 
only in 15 cases. The White Paper on Black Money also categorically admits that “...despite 
these provisions being in the Statute , the actual state of criminal prosecution in tax matters in 
India is somewhat dismal...conviction in tax evasion cases is rare and cannot be found even in 
high-profile search cases.” 

Collection of every tax involves some money cost for the Government and 
compliance cost (both in money and real terms) for the taxpayers. It is desirable that these 
costs should be minimised. Tax compliance can be defined as degree to which a taxpayer 
complies (or fail to comply) with the tax rules of the country. As it is not possible to measure 
the compliance cost of tax payers, cost of collection is taken to mean direct money costs to 
the Government of collecting various taxes and excludes costs which arise in the process of 
tax payment or which result from the detrimental effects of various taxes. In the case of direct 
taxes, while the total expenditure on collections stood at 0.60% of total collections in March, 
2012, this ratio was 0.94% for central excise and service tax. However, minimising cost of 
collection does not mean that administrative staff should be kept at minimum. On the 
contrary, it is desirable that administrative strength of both the Departments should be 
considerable increased. Misguided economy in this regard is not desirable. Stress should be 
laid on effective and efficient administration. 

Although the promotion of voluntary compliance is the stated goal of both direct and 
indirect tax administration, there is a basic absence of trust in the taxpayer, inadequate 
emphasis on creation of a tax friendly culture and providing comprehensive and reliable 
guidance on compliance to taxpayers. The tax administration is, by and large, perceived to be 
unfriendly towards the taxpayer. While the vision and strategy documents of both the Boards 
expouse lofty ideals, the actual taxpayer experience is at wide variance with these ideals and 
shows a gulf between what is professed and actual practice. Therefore, it is desirable that 
there should be increased customer focus, improved governance, improved people 
management, effective dispute management and resolution, streamlining the processes and 
enhanced exploitation of information and communication technology. All these measures to 
overcome various administrative problems will help in increased buoyancy of taxes and help 
in containing the problem of deficits.  

Conclusion 
From the aforesaid, it is clear that tax administration must receive adequate attention 

if the goals of tax policy are to be attained. Effective administration becomes all the more 

Volume 3, Issue 3&4. July-December 2017 125 
 



Dr. Parul Jain 

important in case of income tax where the need for precession grows both as the rate climbs 
upwards and as the tax base broadens with increasing incomes and number of tax payers. If 
taxes are not diligently executed, increased revenue results in multiplication of taxes, 
ineffective enforcement of existing taxes and inequity among the tax payers. 
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Abstract 

Tax reforms are an integral part of the development process of any country. Even 

developed countries like United Kingdom and United States, which are often the role models 

for developing countries such as India, too undertook reforms in the last few years. So, India 

is no exception to tax reforms. Ever since economic reforms were unveiled in the early 90’s, 

tax reforms became a crying need. After much deliberation, the then government felt that any 

taxation system should be reasonable, fair and non-discriminatory so that, both the 

individual tax payer under the direct tax category and the corporate and industry accounting 

for bulk of the indirect taxes became only tax compliant and feel the social and civic 

obligation to pay taxes. So, tax reforms have been one dynamic process through successive 

governments until 2016. The GST is expected to be a legislative measure that will help to 

transform the economy ushering in transparency and most of all, bringing the concept of 

“One Country One Tax” into fruition. The tax rate under the GST regime will be kept at 

“minimum workable rate” so that no state government ends up annoying its people with a 

higher tax rate.(Ashok.T.N., 2016) 

  The GST forges a single economic zone for the country from a thicket of overlapping 

federal and state taxes. The GST is widely viewed as a breakthrough that will allow the 

authorities to confront the problem, eventually creating a more unified economy that will 

allow businesses to expand nationwide far more easily. Another objective of GST is to reduce 

the scope for disputes and minimize litigation. It seeks to provide stability in the tax regime as 

it is based on the accepted principles of taxation and best international practices. In the long 

run, the GST is expected to attract foreign investment reducing the cost of capital goods; 

raise manufacturing and exports, increase tax collections and most importantly create jobs, 

the need of the hour.This paper analyzes the Indian tax system in the light of GST’s 

implications on Indian economy and based on secondary work after reviewing of various 

publications. Also the alternative models of tax system reform are presented with a view to 

identifying the best-practice approach followed in tax system reforms.  

Keywords-Tax System, GST, Tax Reforms, Economic Growth. 

Introduction 

Taxes, the word conjures up an image of a person rushing to pay his income tax 

before the last date. Or an income tax raid on a businessman where wealth and money is 

unearthed. However, scary the term may sound but it is a fact that taxes are essential for the 

development of any country. It is these very taxes which the citizens of a country pay that go 

towards development activities like building roads and bridges, constructing dams, 
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maintaining the railways network, offering health care services, etc. The rajas and maharajas 

of yore also collected taxes. The more enlightened ones like Ashoka and Akbar evolved a 

systematic taxation policy and also tax collection policy so as to earn revenue to run the 

kingdom without creating much hardships for the comman man. Some kings had an arbitrary 

tax collection system which they used to maintain their lavish lifestyles and wage wars. 

Today, in the modern economies, taxes are regulated by various rules and regulations and are 

monitored by the people’s representatives. 

Indian tax system is the most complicated in the world with the Centre, the States and 

the local bodies having powers to levy variety of taxes to earn revenue. Various kinds of 

taxes are collected at different levels like the direct taxes which affect the common man 

directly like the income tax and the wealth tax. Indirect taxes which the common man pays 

for goods and services availed of like VAT and service tax, corporate tax, etc. Every budget 

sees expectations on tax reforms by both the common man and the corporates. The common 

man wants the income tax slab raised, while the corporates want tax relief in various sectors. 

Government handles these requests according to the economic necessity. (Yojana 2016) 

Over the years, India has experienced unprecedented rates of economic growth. This 

growth required reforms in the taxation system to make it simpler and attractive for the 

foreign as well as domestic investors. In an effort to keep in line with the changes in global 

economy, Indian taxation system has undergone remarkable reforms during the last decade 

with rationalization and simplification of tax laws.The evolution of the Indian tax system was 

driven by similar concerns and yet, in some ways, it is different and even unique. Unlike most 

developing countries, which were guided in their tax reforms by multilateral agencieseven, 

when the government sought assistance from multilateral financial institutions, the 

recommendations of these institutions did not directly translate into an agenda for tax reform. 

Despite this, the tax system reforms were broadly in conformity with international trends and 

advice proffered by expert groups and was in tune with inter-national best 

practices.Inevitably tax policy in the country has responded to changing development strategy 

over the years.(M. Govinda. Rao & R. Kavita. Rao, 2006) 

The wave of tax reforms that began in the mid-1980s and accelerated in the 1990s 

was motivated by a number of factors. In many developing countries, pressing fiscal 

imbalance was the driving force. Tax policy was employed as a principal instrument to 

correct severe budgetary pressures.In others, the transition from a planned economy to a 

market economy necessitated wide-ranging tax reforms. Besides efficiency considerations, 

these tax reforms had to address the issues of replacing public enterprise profits with taxes as 

a principal source of revenue and of aligning tax policy to change in the development 

strategy. Another motivation was the internationalization of economic activities arising from 

increasing globalization. On the one hand, globalization entailed significant reduction in 

tariffs, and replacements had to be found for this important and relatively easily administered 

revenue source. On the other, globalization emphasized the need to minimize both efficiency 
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and compliance costs of the tax system. The supply-side tax reforms of the Thatcher-Reagan 

era also had their impact on the tax reformsin developing countries. 

The Goods and Services Tax (GST) which passed recently is one of the most historic 

tax reforms in Indian taxation system. It seeks to streamline the taxation system so that there 

is only a single tax paid for supply of goods and services. The bill will replace nearly 15 state 

and federal taxes which is in line with the government’s focus on cooperative federalism. 

With 16 States ratifying the GST bill so far, minimum requirement of 50 percent states 

ratifying the bill has completed. The Government is all set to usher in a new era on 1
st
 April, 

2017 with the roll out of the Goods and Services Tax (GST) in the country. It is expected that 

this landmark reform will go a long way in facilitating ease of doing business and enabling 

India to compete with world trade. 

The International Experiences 

The international experience shows that the success of a GST depends mostly on the 

model and effective implementation. Over the time many countries have fine-tuned their 

framework to reap the benefits of GST in terms of growth, revenues and price stability. So 

far, the experiences in countries like Australia, Canada and New-Zealand is better fiscal 

finance and price stability in short to medium term. Of course, in case the GST rate is high, 

there is always the fear of price hike immediately after GST implementation in the short run. 

  There are around 160 countries in the world that have implemented VAT/GST. There 

are seven countries in ASEAN, 19 in Asia, 53 in Europe, 7 in Oceania, 44 in Africa, 11 in 

South America and 19 in Caribbean, Central and North America. (Sahoo & Bishnoi., 2016) 

Table-1: Economic Performances of GST Implementing Countries 

 

Country 

Year 

of 

Intro

ducti

on 

 

GDP Growth (%) 

 

Fiscal Balance (% of GDP) 

  1961 

- 

1970 

1971

- 

1980 

1981

- 

1990 

1991

-

2000 

2001

-

2010 

2011

-

2016 

1961

- 

1970 

1971

- 

1980 

1981 

- 

1990 

1991 

- 

2000 

2001 

- 

2010 

2011 

- 

2016 

Australia 2000 5.09 3.02 3.42 3.32 3.05 2.64 - 0.11 0.04 -1.36 -0.14 -2.50 

Brazil 1964 6.19 8.51 1.77 2.60 3.73 1.02 - - -3.39 -2.26 -2.37 -2.13 

Canada 1991 5.21 4.06 2.67 2.87 1.87 2.13 - - - -2.17 0.77 -0.16 

France 1954 5.57 3.64 2.49 2.10 1.22 0.85 - 1.16 -1.05 -4.50 -4.94 -4.21 

Japan 1989 9.308 4.50 4.64 1.14 0.80 0.62 - -3.32 -3.31 - -4.01 -7.72 

Korea 1977 8.71 9.05 9.74 6.63 4.44 2.96 - - 1.53 1.90 1.49 1.69 

Mexico 1980 6.81 6.71 1.88 3.64 1.82 2.84 - - -2.55 -0.45 - - 

New-

Zealand 

1986 - 1.26 1.91 3.06 2.55 2.71 - 0.49 -2.47 - 1.41 -2.16 

Singapore 1994 9.35 9.09 7.79 7.19 5.91 3.96 - - 10.51 14.95 5.75 8.92 

United 

Kingdom 

1973 3.06 2.14 2.95 2.44 1.62 2.10 - -1.24 -0.70 -3.62 -4.90 -6.44 

Source: World Development Indicators, World Bank. 
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The table no.1shows the year of introduction of GST in various countries and also its 

contribution in GDP growth rate. France was one of the first countries to implement GST in 

1954, followed by Brazil in 1964 and United Kingdom in 1973. Typically, GST is unified tax 

systems in most of the countries but Brazil and Canada have dual GST like India. The 

standard rate of VAT/GST in most of the countries ranges between 16-20 percent similar to 

India’s GST rate of between 18-22 percent.The macro indicators like GDP growth rate and 

fiscal balance have improved in most of the countries, particularly in case of Canada, 

Australia, New Zealand, Korea, Singapore and United Kingdom. However, the performance 

of the economy in general and major macro indicators as mentioned in the above table varies 

in great deal across countries due to the level of development of these countries and also 

effective implementation of proper GST model. Moreover, the performances of the macro 

variables are not only dependent on the taxation structure but many other structural, policy 

and endowment factors. 

Table-2: Current Account Balance & Tax GDP ratio of GST Implementing Countries 
 

Country 

Year 

of 

Intro

ducti

on 

 

Current Account  Balance (% of GDP) 

 

Tax to GDP (%) 

  1961

- 

1970 

1971 

- 

1980 

1981 

- 

1990 

1991 

- 

2000 

2001 

- 

2010 

2011 

- 

2016 

1961 

- 

1970 

1971 

- 

1980 

1981 

- 

1990 

1991 

- 

2000 

2001 

- 

2010 

2011 

- 

2016 

Australia 2000 - - -5.56 -3.95 -5.32 -3.64 - 19.40 22.27 21.34 23.75 21.53 

Brazil 1964 - -4.40 -1.55 -1.93 -0.68 -3.32 - - 12.01 11.31 15.39 14.50 

Canada 1991 -1.91 -2.87 -2.28 -1.43 0.49 -3.00 - - - 14.16 13.07 11.75 

France 1954 - 0.23 -0.58 1.26 0.11 -0.84 - 18.45 19.32 20.45 22.12 22.74 

Japan 1989 - - - 2.39 3.44 1.64 - 10.27 11.84 12.27 9.84 10.24 

Korea 1977 - -3.80 -0.74 0.60 1.64 5.12 - - 13.35 13.08 14.23 14.44 

Mexico 1980 - -4.69 -0.79 -3.28 -1.30 -1.93 - - 11.78 9.53 - - 

New-

Zealand 

1986 - - - -3.30 -4.32 -3.17 - 27.86 30.42 - 29.74 27.34 

Singapore 1994 - -11.41 0.34 13.99 19.71 19.21 - - 14.54 15.45 12.80 13.58 

United 

Kingdom 

1973 1.51 -0.30 -0.77 -1.33 -2.32 -3.99 - 23.02 24.26 25.33 26.33 25.52 

Source: World Development Indicators, World Bank. 

The table no.2 shows that after the implementation of GST the Tax-GDP ratio have 

improved in most of the countries, particularly in case of Canada, Australia, New Zealand, 

Korea, Singapore and United Kingdom. The macro-economic performances in terms of 

growth, government finance and tax revenues have improved in case of Canada during post-

GST period. Similarly Australia which implemented GST in 2000 has experienced positive 

outcomes particularly in case of tax revenues and in current account balance. Another country 

that has been successful in implementing GST is New Zealand which introduced GST in 

1986. However, many countries have had to increase rates very soon after introduction of 

GST. This is highly relevant in the India’s context where once revenue-neutral rate was 
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discussed at 27 percent and now realistically being talked about at 16-18 percent. It is 

imperative that a reasonable rate structure is adopted to ensure the success of GST. 

Table-3:  Inflation growth and GST Implementing Countries 

 

Country 

Year 

of 

Intro

ducti

on 

 

Taxes on Goods & Services  (% of revenue) 

 

Inflation (Growth in CPI) 

  1961 

- 

1970 

1971 

- 

1980 

1981 

- 

1990 

1991 

- 

2000 

2001

-

2010 

2011

-

2016 

1961 

- 

1970 

1971 

- 

1980 

1981 

- 

1990 

1991 

- 

2000 

2001 

- 

2010 

2011 

- 

2016 

Australia 2000 - 21.10 23.12 20.04 24.03 23.37 2.47 10.45 8.13 2.22 3.01 2.30 

Brazil 1964 - - 24.17 25.09 31.02 25.99 - - - - 6.69 6.72 

Canada 1991 - - - 17.38 15.97 14.21 2.94 8.06 5.97 2.00 2.02 1.68 

France 1954 - 34.47 29.67 26.37 23.59 21.57 4.22 9.67 6.37 1.72 1.71 1.10 

Japan 1989 - 22.22 19.38 13.87 31.78 37.04 5.80 9.10 2.06 0.84 -0.26 0.72 

Korea 1977 - - 34.72 32.33 28.01 24.88 - 16.48 6.39 5.10 3.19 1.90 

Mexico 1980 - - 56.05 55.03 - - 2.87 16.80 69.08 18.69 4.68 3.61 

New-

Zealand 

1986 - 18.94 21.06 - 26.27 26.29 4.02 12.52 10.76 1.83 2.57 1.57 

Singapore 1994 - - 16.00 17.07 22.83 24.29 1.19 6.72 2.28 1.73 1.62 2.53 

United 

Kingdom 

1973 - 26.23 29.99 32.80 31.32 32.98 - - - 2.69 2.10 2.27 

Source: World Development Indicators, World Bank. 

The above table no 3 shows that the type of GST framework varies from country to 

country viz. Australia adopted the least neutral, New Zealand most neutral while Canada’s 

GST was intermediate. Most of the countries experienced a temporary spike in their price 

levels immediately after the GST implementation. However, price levels stabilized and then 

declined after few years and in the medium term. As reported in the table, the inflation rate in 

most of the countries have stabilized t lower rate after the implementation of the GST. 

Therefore, a simple and unified tax system like GST has made these economies more 

competitive; helps improve exports, generate more revenues to the exchequer and stabilize 

prices. 

The Indian Experiences  

The Union Budget for 2016-17 can well be described as an exercise which has some 

merit in it, as it heralds a much awaited move towards rationalization of taxes, and 

tantalizingly holds promises of further rationalization which could lower taxes while 

abolishing exemptions in the years ahead. It was perhaps an opportune moment for the 

Finance Minister to come out with bold taxation measures taking advantage of the all-time 

low crude oil prices which have resulted in steadily plummeting subsidy pressures which 

could also address the need to give Indian economy stimulus and prop up its growth engine in 

the face of a global slowdown. 
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Tax-GDP Ratio and Progressivity of Taxes in India 

A country’s tax-GDP ratio is an important indicator that helps to understand how 

much tax revenue is being collected by the government as compared to the overall size of the 

economy. A higher tax GDP ratio gives more room in a government’s budget so that it can 

spend more without borrowing. 

Table 4: Tax-GDP Ratio in India 

Year Total Tax-GDP 

Ratio 

Direct Tax-GDP Ratio Indirect Tax-GDP 

Ratio 

2001-02 13.39 3.11 10.28 

2002-03 14.08 3.45 10.63 

2003-04 14.59 3.86 10.73 

2004-05 15.25 4.23 11.02 

2005-06 15.91 4.54 11.37 

2006-07 17.15 5.39 11.77 

2007-08 17.45 6.39 11.06 

2008-09 16.26 5.83 10.43 

2009-10 15.5 5.8 9.6 

2010-11 16.3 5.8 10.50 

2011-12 16.3 5.6 10.7 

2012-13 16.9 5.6 11.3 

2013-14 17.1 5.7 11.4 

2014-15 17.4 5.8 11.6 

2015-16 17.3 5.7 11.5 

Source: Indian Public Finance Statistics 2015-16, Min. of Finance, Govt. of India. 

The above table no.1 shows the tax GDP ratio of Indian economy. However, despite 

many years of growth, India’s tax GDP ratio continues to remain low, so much so that it has 

the lowest tax-GDP ratio among the BRICS countries. There is therefore, an urgent need to 

raise this ratio. Another aspect of India’s tax structure is the lack of progressivity in it. Taxes 

that impose a greater burden (in relation to their consumption or income) on the lower income 

groups than on the higher income groups are described as being regressive taxes shown in the 

table in the form of indirect taxes, since the rich and poor are subject to the same tax rate for 

similar goods they consume. Direct tax on the other hand, are considered to be progressive 

since they are linked to the tax payee’s ability to pay and the average tax rate increase as the 

taxable income of the tax payer increases. In India, more than 60percent of the tax collected 

(Centre and State) is accounted for by indirect taxes, implying that the tax structure is 

extremely regressive.  

Reforms in Taxes 

Over the years, a number of tax reforms, especially in the indirect taxes system have 

been initiated by the government to make India more tax friendly as well as make the tax 

system less complicated. One major tax reform being pursued currently refers to the Goods 

and Services Tax (GST). Although, the sales tax was replaced by the VAT in all States by 
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2005, at present, a number of other indirect taxes are levied in addition to the VAT. This 

leads to the problem of cascading effect of taxes, whereby an item is taxed several times from 

the production to the final retail sales stage. That, in turn, has the effect of raising the tax 

component of products and results in higher tax-induced prices. Further, multiple taxes 

imposed by different States and the Central government give enormous scope for tax evasion. 

(Chakraborty.Malini, 2016) 

The GST is to put an end to the complex web of multifarious indirect taxes that exist 

at present and replace them with one indirect tax, the GST. It is similar to a VAT and hence, 

is expected to reduce the problem of cascading effect of taxes. It is to be levied on most 

goods and services barring items such as petroleum, tobacco. alcohol, etc. The GST, though a 

single tax, would comprise to components: a central GST and a State GST. As per the 

committee headed by A. Subramaniam, the number of rates is likely to be limited to – i) a 

standard rate to be levied on majority of goods and services, ii) a lower rate on merit goods 

and essential items, and iii) a higher rate on merit and non-merit goods like luxury goods. 

With the GST, the demarcation of taxation powers between the Centre and the States would 

get diluted considerably as both the Centre and States can impose indirect taxes on 

production as well as sale of goods and services.It is hoped that introduction of GST would 

help to simplify and rationalize the tax system and increase compliance. At the same time, it 

is also important that the government take some steps to increase direct taxes that would help 

to increase progressivity of India’s tax structure. 

GST: A Game Changer for Indian Economy 

The Constitution Amendment Bill for Good and Services Tax (GST) was passed in 

the Parliament; both Rajya Sabha and the LokSabha on 3
rd

 and 8
th

 August 2016 respectively. 

President Pranab Mukherjee has given his assent to GST bill on 8th September 2016, a major 

step towards rolling out the new indirect tax regime which the current government wants to 

bring into effect from 1 April 2017. With the President's assent, the focus now shifts to 

enabling the Acts, which have to be passed in the Centre and the states. Eighteen of the 

country's 31 states (Assam, Bihar, Jharkhand, Chhattisgarh, Himachal Pradesh, Gujarat, 

Madhya Pradesh, Delhi, Nagaland, Maharashtra, Haryana, Sikkim, Mizoram, Telangana, 

Goa, Odisha, Andhra Pradesh and Rajasthan) have already ratified the GST which meets the 

law for a constitutional amendment bill requiring ratification from 50 percent of the 

states.The Goods and Services Tax, (GST)  is proposed to be a comprehensive indirect tax 

levy on the manufacture, sale and consumption of goods and services at the national level. It 

will replace all indirect taxes levied on goods and services by the Indian Central and State 

governments. GST which is a value added tax will be levied at all points in the supply chain 

but credit will be allowed for the taxes paid on inputs (used in making the supply) 

acquired.Considering the federal structure of India, it is proposed that GST be levied 

concurrently by the Centre (CGST) and the States (SGST). The tax base and other essential 

design features would be common between CGST and SGST, across SGSTs for the 
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individual States. Both CGST and SGST would be levied on the basis of the destination 

principle
.
 

Accordingly, imports would be subject to GST, while exports would be zero-rated. In the 

case of inter-State transactions within India, the State tax would apply in the State of 

destination as opposed to that of origin. Inter-State supplies within India would attract an 

Integrated GST (aggregate of CGST and the SGST of the destination state).In addition to the 

GST, with respect to the supply of goods; an additional tax of up to 1% has been proposed to 

be levied by the Centre. The revenue from this tax is to be assigned to the origin states. This 

tax is proposed to be levied for initial two years or a longer period, as recommended by the 

GST Council.GST has been envisaged as a more efficient tax system, neutral in its 

application and attractive by the way it will be distributed. The advantages of GST are as 

follows- 

 Wider tax base, necessary for lowering the tax rates and eliminating classification 

disputes. 

 Elimination of multiplicity of taxes and their spillover effects. 

 Rationalization of tax structure and simplification of compliance procedures. 

 Harmonization of center and State tax administrations, which would reduce 

duplication and compliance costs. 

 Automation of compliance procedures to reduce errors and increase efficiency. 

 

The table no.5 shows that how GST would replace most indirect taxes currently in 

place such as the excise duty, service tax, custom duty, VAT, etc. and would create 

harmonization in the tax system by avoiding dual taxes.On the whole, GST is likely to 

eliminate multiplicity of taxes and lack of credits. However, it may also lead to increase in 

tax rates. 

Table 5:Taxes to be subsumed inGST 

Central Taxes State Taxes 

1. Central Excise Duty including additional 

excise duty under the Medicinal and Toilet 

Preparations (Excise Duties) Act , 1955 

2. Service Tax 

3. Additional Custom Duty (CVD) 

4. Special Additional Duty of Customs (SAD) 

5. Central Sales Tax (levied by the Centre and 

collected by the States) 

6. Central surcharges and cesses (relating to 

supply of Goods and Services) 

1. Value Added Tax 

2. Octroi and Entry Tax 

3. Purchase Tax 

4. Luxury Tax 

5. Taxes on lottery, betting & gambling 

6. State cesses and surcharges 

7. Entertainment Tax (other than the tax levied 

by the local bodies) 

8. Central Sales Tax (levied by the Centre and 

collected by the States) 

Source: Economic Times. 
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The table no. 6 shows the key imperative features for corporate sector/companies which they 

have to go through like- understand key areas of impact in their business,  prepare different 

scenarios for the design and application of GST, continually track policy development 

regarding GST and update prepared scenarios, identify any areas of adverse impact and 

prepare contingency measures, identify issues and concerns requiring representation to 

authorities and develop a strategy for effective advocacy. 

Table 6: Key Business Impacts of GST 

Sourcing of 

inputs 

 Inter-state procurement could prove viable. 

 May open opportunities to consolidate suppliers /vendors. 

 Additional Duty/CVD and Special Additional duty components of Custom 

duty to be replaced. 

Distribution  Changes in tax system could warrant changes in both procurement and 

distribution arrangements. 

 Current distribution of finished good may no longer be optimal with the 

removal of the concept of excise duty on the manufacturing. 

 Current network structure and product flows may need review and possible 

alterations. 

Pricing and 

Profitability 

 Tax savings resulting from the GST would require reprising of product. 

 Margins or price mark-upswould also need to be re-examined 

Cash flow  Removal of the concept of excise duty on manufacturing could result in 

improvement in cash flow and inventory costs as GST would now be paid at 

the time of sale/supply rather than at the time or removal of goods from the 

factory. 

System 

changes and 

transaction 

management   

 Potential changes to accounting and IT systems in areas of master data, supply 

chain transactions, system design. 

 Existing open transactions and balances on the cut-off date need to be migrated 

out to ensure smooth transition to GST. 

 Changes to supply chain reports (e.g., purchase register, sales register, services 

register), other tax reports and forms (e.g. invoices, purchase orders) need 

review. 

 Appropriate measures such as training of employees, compliance under GST, 

customer education and tracking of inventory credit are need to ensure smooth 

transition to the GST regime. 

Source: Economic Times. 

GST won't be a Game-changer, only a Name changer 

Under the Indian taxation system, GST will have two components: one levied by the 

Centre (CGST), and the other by the states (SGST). Both will apply to a common base of 

goods and services. Goods will be classified in four baskets: exempt from tax, taxable at a 

nominal rate (mainly precious metals taxable at one to two per cent), taxable at the 

concessional rate, and taxable at the standard rate. The base for goods, as well as their 

division into the four baskets, will be the same as what it is under the value-added tax (VAT) 
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currently levied by the states. The status quo will also prevail for the base for services. The 

current base for the service tax levied by the Centre will be adopted for both CGST and 

SGST, except that it will be broadened to include those services currently under the exclusive 

domain of the states (for example, movie admissions). This status quo for the base would 

mean no tangible reduction in tax-cascading that occurs through taxation of raw materials, 

parts, and capital goods acquired for use in production and distribution in exempt sectors. 

GST has been estimated to provide a boost to the gross domestic product of 0.9 to 1.7 per 

cent, but all of this is critically dependent on a substantial reduction in cascading. (Poddar, 

Ernst & Young) 

There will be no GST on real property and, thus, no credit or offset allowed for the 

building materials and equipment acquired for use in commercial and industrial construction. 

Petroleum will come within the scope of GST under the Constitution, but is kept outside the 

GST law at least initially. There will be no credit for the taxes on exploration, development, 

refining or distribution of petroleum. The alcohol industry will continue to suffer the pain of 

cascading in perpetuity since it will be excluded (exempted) from the GST domain within the 

Constitution itself. Exemptions are rampant in the service sector, as well. The most notable is 

the exemption for virtually the entire infrastructure sector. This means no offset for the taxes 

that get embedded in the cost of highways, bridges, railways, and international shipping. 

There is speculation that electricity generation and distribution may also meet the same fate. 

Health and education sectors are also exempted, but the amount of cascading in these sectors 

is relatively small. 

The Central Sales Tax (CST) and the entry tax are other major sources of cascading 

under the current system. Both of these were to be subsumed under GST, except for an entry 

tax levied and collected by municipalities. The states have now sought a broader exception 

for the entry tax, i.e., for any entry tax in lieu of Octroi levied by the state. The states also 

remain apprehensive of revenue loss from the elimination of CST. They are actively 

considering options to continue it at two or four per cent. With neither a pruning of the 

exemptions nor any change in the composition of the concessional rate basket, the revenue-

neutral rate for SGST is being worked out to be close to the current rate, which is 

approximately 12.5 per cent.  

Assuming full harmonization of CGST and SGST tax bases, the CGST revenue-

neutral rate could also be in the 10 per cent-plus range, yielding a combined rate of 22.5 per 

cent-plus. A tax at this rate would be bad economics and bad politics. It would erode 

compliance, and be susceptible to leakages and intense pressures for further exemptions. It 

would be a drag on the service tax, which would experience a near doubling of the tax burden 

from the current rate of 12.36 per cent. For goods, the combined CGST+SGST rate would 

remain approximately the same as the current VAT plus the central excise rate. However, 

with conversion of the invisible central excise into a visible CGST, consumers would find 

GST twice as painful. State governments would be well advised to go back to the drawing 

board and put some politics back into the GST design by broadening its base and lowering 
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the rates. Without it, GST will remain a mirage - a squandered opportunity for visionary 

reform of our tax system.  

Conclusion 

GST will be a game changing reform for the Indian economy as it will create a 

common Indian market, reducing the cascading effect of tax on the cost of goods and 

services. It will impact the tax structure, tax incidence, tax computation, tax payment, 

compliance, credit utilization and reporting, leading to a complete overhaul of the current 

indirect tax system. GST will have a far-reaching impact on almost all the aspects of the 

business operations in the country, for instance, pricing of products and services, supply 

chain optimization, IT, accounting, and tax compliance systems.In terms of growth, price, 

current account deficit and budget balance, the macroeconomic impact due to the introduction 

of GST will be significant. GST will be a shift from income based tax to consumption based 

tax and this will provide substantial boost to source of government revenue from a flourishing 

service sector of today's India. A short lived limited price impact is expected in the form of 

inflation with the introduction of GST. However, a larger impact is expected on the 

administrative compliance cost of GST which is likely to increase tax revenue thus reducing 

fiscal deficit. 
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Abstract 

Taxation is a general concept for devices used by every government from earlier 

monarchy to today’s democracy to generate their own revenue from the peoples by using law 

of land and related to taxation. Although their name, nature, structure, scope and rate has 

been different since its evolution.  Every society faces some inevitable problems like defense, 

social welfare, to develop infrastructure, unforeseen natural calamities etc through the ages 

which could be solved by competent authority. Present day societies of the world are more 

developed but face complex challenges than ancient, so nature and scope of tax system has 

been changed. Now government’s role has increased dramatically to resolve these problems. 

Beyond laissez faire, the government intervention in economic activities are frequent to 

manage externalities to prevent sever economic failure; instead of maintain law and order, 

protection of the peoples from external aggression.  

A developing country like India faces vicious circle of socio-economic problems such 

as poverty, unemployment, illiteracy, availability of primary health services, income 

distribution; inequality which compelled it performs various other roles for upliftment of 

society. Therefore both direct and indirect taxes are essential to bring adequate revenue to 

the state for meeting the increasing public expenditure without compromising legal 

framework of the FRBM Act roadmap. Tax revenue facilitate to faster economic growth and 

economic stability. But still low tax to GDP ratio is matter of worry. It is continues to 

constant due to small number tax payers, tax avoidance, tax erosion and difficult tax 

administration. Direct taxes has limited scope to raise revenue for government; so indirect 

tax play big role but its structure and nature as cascading effects , simplicity to implement 

and general understanding of the public, convenience to collect, rates keeping view of 

inequality, and economy to compliance. In this line GST would reduce some our problems 

related to indirect tax system but still there are lots to do. This paper has been tried to 

understand basic tax system in different period of Indian history. 

Introduction  

Taxes are defined as ‘compulsory charges levied by a government for the purpose of 

financing services performed for the common benefit’.   Taxation is “the condition of the 

existence of governments” as described by Mill.  Tax is a basic foundation of government 

financial resources to perform necessary action in interest of the people throughout the ages. 

Therefore people’s contribution in the form of taxes is important. This position is of the 

governments may be traced back to the evolution of mankind into political organization to 
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modern day system. The ancient India witnessed to this. The Vedic texts, epics, smritis, 

puranas, Arthashatra, other literary texts and epigraphs of the time had given supreme 

importance of taxes to governments. There was a regular system of taxation has started in the 

Vedic period. The taxes were popular by various name such as ‘bali’, 

‘shulka’,’bhaga’,‘udaja’, and ‘niraja. These taxes are frequently mentioned in the text of this 

period. Taxation had evolved in gradual way- from voluntary to compulsory and regular in 

nature which were continued further by Manu,Kautilya,gupta rulers, chol, chera, 

pandya,Mughal and Maratha rulers in various form with different rate. Primarily taxes on 

agricultural produces was main source of government revenue but its source on which 

taxation applied, were increase with respect to time. Now it levied on various commodities 

and services even agriculture sector hugely relieved from taxation. At the same time, 

functions of government also increases is wide and different. There are many responsibilities 

of modern welfare state to its fellow citizens. It becomes most difficult task to discharge their 

responsibilities a country like India which have huge population to provide all of them a 

sustained living standard with better human development indicators instead of to maintain 

law and order, peace and security. Government needs a required level of revenue to achieve 

desired level of economic growth, generation of jobs and their social welfare programme. So 

taxes are major source of revenue to increase general welfare standard of country through 

financing these policy and programme. 

A Brief History of Taxation in Ancient India 

Tax is a compulsory payment to state by its citizens to increase general welfare level 

of people. Taxation is always an integrated part of every system of governance in India viz. 

monarchy, republic and modern democratic system. Taxation is found in ancient India as it 

described by Manusmriti and Arthasastra. Present Indian tax system is based on ancient tax 

system which was based on the theory of maximum social welfare. As Kalidas described in 

Raghuvansham eulogizing king Dalip- 

"It was only for the good of his subjects that he collected taxes from them, just as the Sun 

draws moisture from the Earth to give it back a thousand fold"  

  The ancient scholar advised to king that taxes should be related to the income and 

expenditure of the subject. They also know the negative effect of excessive taxation that is 

why they suggested to a king that there should neither impose high rate of tax which effects 

we know today as Laffer Curve, nor exempt all from tax which is now a moot concern in 

modern tax system. There was a very general consensus in ancient India that tax should be in 

such manner as nobody feel to hurt. As Mahabharata (XII 88, 7-8) in Shantiparva reported- 

“the king should gather the tax from the state in the manner as the bees collects honey 

without hurting the flower.”Kautilya's concept of taxation emphasized on two basic cannon 

of taxation i.e. equity and justice. The affluent had to pay higher taxes as compared to the 

poor. The text also explained that taxes should be levied at the proper time, place and form, 

and realized in a pleasing manner as the calf suckles the udders of the mother. 
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The arrangement of the collection of taxes should be in such a manner that the tax 

payer did not feel pinch, as reported by Manusmriti, is very basic of current tax 

administration. A rule was laid down that traders and artisans should pay 1/5
th
 (20%) of their 

produce in silver and gold, while the agriculturists were to pay 1/6
th
 (~16.5%), 1/8

th 
(~12.5%) 

and 1/10
th
 (10%) of their produce depending upon their circumstances.  

The great political economist of ancient India- Kautilya has also described in detail 

the system of tax administration in the Mauryan period. It is remarkable that the today’s tax 

system in India is similar in some extent as it was third century BCE. Arthasastra mentioned 

that each tax was specific and there was no scope for arbitrariness. Tax collectors determined 

the schedule of each payment, and its time, manner and quantity being all pre-determined like 

modern sophisticated tax system. Taxes were fixed as- 1/6
th
 (16.5%) share of total produce in 

the form of land revenue. Import and export duties were determined on ad-valorem basis. The 

import duties on foreign goods were roughly 20% of their value. Similarly, tolls, road cess, 

ferry charges and other levies were all fixed. 

Taxation system was subject friendly- in the difficult situation there were many 

relieves given by state in the affairs of general peoples. As Kautilya mentioned in 

Arthasastra that during any kind of disaster e.g. war or natural like famine or floods, etc. the 

taxation system should be made more stringent and the king could also raise war loans. The 

land revenue could be raised from 1/6th to 1/4th during the emergencies. The people engaged 

in commerce were to pay big donations to war efforts. 

Starting with the Vedic period, there existed a regular system of taxation. The 

technical fiscal terms like kar, kalpita, bhog, prataya, bali, shulka, bhaga, 

udaja, and niraja are frequently mentioned in the literature of this period which reasonably 

and legitimately lend support to the view that taxation had evolved from voluntary to 

compulsory and regular in nature that were almost common across ancient India in the era of 

Maurya, Shak, Satvahan, Kushan, Gupta, Gurjara-Pratihara, Rashtrakuta, Pal, Pallava, and 

Chola, etc.   

The Revenue System in the Medieval India 

Sultanate Period 

The two major institutions were popular during the time of sultanate, one of them 

was- the iqta which was a transferable territorial tax- assignment and military charges. The 

other was a tax on land was major source of revenue for state in sultanate period which called 

kharaj. It was levied at the rate of 1/5 th share of total produce during the reign of Ala-Ud-

Din Khilzi which was further increased to ½ of the produce in the time of Muhammad 

Tughlak. The sultanate also demanded fawazil, which was any surplus revenue into royal 

treasury. Instead of this sultans had a khalisa- a certain areas which were under direct control 

of sultans.   
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 One of the different kind of tax known as Zazia was imposed in medieval India 

which was paid by Non-Muslims. Its rate was varied according to tax payer’s income.  

Mughal Period 

 Abu’l Fazl’s Ain-I Akbari is rich in statistical material and main source to tell us a 

lot about Indian economy at the time of Mughal. He justified the imposition of taxes by the 

state saying that these are the remuneration of sovereignty, paid in return for protection and 

justice. Taxation in Mughal period was systemized, but there was no universal tax system. 

Although even at that time the land tax was a central fact of Indian economy. It was ½ of the 

total produce. The magnitude of the taxes varied with the productivity and minimum cost of 

peasant subsistence in the different region of the empire. The land tax was known as mal or 

kharaj which was set as a portion of crop after harvest. Ghalla-bakhshi, kankut and jabt 

system was evolved for land revenue assessment.  

  Ghalla-bakhshi was a system of crop-sharing. In some areas it was called bhaoli and 

batai. And Kankut or dambandi was a system where the grain yield was estimated. In Kankut, 

at first instances the field was measured after that revenue demand was fixed accordingly the 

productivity of per bigha as estimated. Sher Shah established a standard crop yield system 

known as Rai. Rai was levied on per bigh yield for lands which were under continuous 

cultivation. This system of Sher Shah is followed by Akbar reign and termed as Zabti which 

was the most important method of assessment of grain production. The tax rate was fixed in 

money terms as per productivity of each unit of land known as biha. The schedules tax rate in 

different areas over the year is called dasturs. 

 Maratha Period  

Shivaji abolished the jagir and zamindari system and established direct contact to the 

cultivators. The whole land measured and divided into different categories. During his rule 

the taxation was fixed at 40% of the total produce which could be given in kind or in cash. 

There was a system of subsidies and easy installment in the case of adverse situation. Shivaji 

introduced two new taxes namely- Chauth and Sardeshmukhi to enhance revenue. The 

Chauth was equal to ¼ (25%) and Sardeshmukhi was equal to 1/10 (10%) of the total produce 

which collected from entire area.  

Taxation System in British India 

 Zamindari, Ryotwari, and Mahalwari were major source of revenue collection existed 

in India. 

Zamindari system 

 Lord Cornwallis introduced Zamindari System in 1793 through Permanent 

Settlement Act that is it is called Permanent Settlement. It was introduced in provinces of 

Bengal, Bihar, Orissa and Varanasi. Zamindars, who were the owner of the lands, were given 

the rights to collect the rent from the peasants. The realized amount would be divided into 11 
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parts. 1/11 of the share belongs to Zamindars and 10/11 of the share belongs to East India 

Company. 

Ryotwari System  

This System was introduced by Thomas Munro in 1820 in Madras presidency, 

Bombay presidency, and parts of Assam and Coorgh provinces of British India. In Ryotwari 

System the ownership rights were handed over to the peasants. Taxes to government were 

given by peasants, directly. The tax rates were 1/2th where the lands were dry and 3/5
th
 in 

irrigated land of total produce. 

Mahalwari system 

It was introduced in Central Province, North-West Frontier, Agra, Punjab, Gangetic 

Valley, etc of British India in 1833 during the period of William Bentinck. In this system, the 

land was divided into Mahals. Each Mahal comprises one or more villages. Ownership rights 

were vested with the peasants. The village committee was held responsible for collection of 

the taxes. 

Salt tax 

Salt taxation was in practice in India since ancient time but it had increased 

tremendously during the British rule in India. In 1835, special taxes were imposed on 

Indian salt to facilitate its import. This paid huge dividends for the traders of the British East 

India Company. The stringent salt taxes imposed by the British were vehemently condemned 

by the Indian public. 

Modern Tax system in India  

Modern tax system in present time is more sophisticated than was prevailed in 

ancient and medieval India. Now it developed on well defined principle of taxation such as- 

Canon of Equality, Certainty, Convenience, Economy, Productivity, Simplicity Diversity, 

Elasticity, and Flexibility. It is well organised system, with clear tax rate and tax slab on 

different products although advancement is still continued. It has two broad category e.g. 

direct tax- without incident another is indirect tax has incident and impact. These are covers 

varieties of commodities and services. Now central and integrated authority and their 

accountability, transparency and area of jurisdictions are defined by legislation of the time 

which empowered tax system of the land from time to time. 

The Establishment of Income Tax in Modern India 

The first Income Tax Act in India was introduced by James Wilson which came into 

force on 24
th
 July 1860 with the approval of The Governor General. It was a tax selectively 

imposed on the rich royalty and Britishers. The act lapsed in 1865 and was reintroduced in 

1867. Later, Governor General Lord Dufferin introduced a comprehensive Income Tax Act in 

1886 with the purpose of collect more revenue to fight Anglo-Russian war. It was 

combination of License Tax and Income Tax. Taxes were collected in the same manner as 

land revenue. The most comprehensive Income Tax Law was the Income Tax Act of 1922. 
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1919 Chelmsford reforms made a distinction between the functions and resources of the state 

and the Central Govt. and Income Tax became a primary source of revenue for the central 

Government.  

Income Tax Act of 1992 systematized income tax in India which regulated taxes rate 

to every year by a special Finance Act at the time of the Annual Budget. Tax deducted at 

source (T.D.S.) was made compulsory for private employers. Reopening of the assessment 

was permitted. 

Constitutional provision 

 Constitution of India has already been provided the provision of taxes, which could 

be levied by authority as article 265 states that no tax shall be levied or collected except by 

the authority of law. Therefore each kind of tax in India is backed by legislation. And there 

are also very clear provision of distribution of power to levy taxes between centre and states 

under the union list and state list in respect of both types of taxes e. g. direct and indirect. 

 The 101
st
 constitutional amendment act made important changes in constitution 

related to indirect taxation -  

1)Article 246 (A)  

2)Article 269A  

3)Article 279-A 

4)Changes in the 7th Schedule Union List &State List 

5)And Other Important amendments in existing articles. 

Article 246 (A)- empowered  both Union and States  to make law with respect to goods & 

services. The intra-state trade now comes under the jurisdiction of both centre and state; 

while inter-state trade and commerce is “exclusively” under central government jurisdiction 

Article 269A says that in case of the inter-state trade, the tax will be levied and collected by 

the Government of India and shared between the Union and States as per recommendation of 

the GST Council. The article also makes it clear that the proceeds such collected tax will not 

be credited to the consolidated fund of India or state but respective share shall be assigned to 

that state or centre. Article 279-A: This Article has provision for constitution of a GST 

council. The GST council will constitute the following members: Union Finance Minister as 

chairman of the council Union Minister of State in charge of Revenue or Finance One 

nominated member from each state who is in charge of finance or taxation. 

Other Institutional provisions 

The Wealth Tax Act, 1957, the Expenditure Tax Act, 1957 and the Gift Tax Act, 

1958 were introduced on the recommendations of Prof. Nicholas Kaldor. And various 

institutions were constituted viz. central and All India Services at National Academy of 

Administration at Mussoorie, Law Commission Report on new Income Tax Act was 

submitted in 1958; Direct Taxes Administration Enquiry Committee was setup in 1958. 

Later, Income Tax Act, 1961 provide the provision of Central Board of Revenue with two 

different Boards viz. Central Board of Direct Taxes (CBDT) and Central Board of Excise 
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and Customs (CBEC) for administering direct and indirect taxes respectively.  Now CBDT & 

CBEC are responsible for essential policy inputs for policy formation and their planning. The 

GST council is newly constituted body responsible for all matters related to GST. 

Direct Tax system in India  

 Corporation Tax (CT): This is biggest source of revenue is levied on the incomes of 

registered national and multinational or foreign companies/corporations in the country. 

Taxes on Personal Income: This is a tax on the income of individuals, firms, etc. under the IT 

Act, 1961 except Companies.  Direct taxes also include other Taxes such as the ‘Securities 

Transaction Tax’, which is levied on transaction in listed securities undertaken on stock 

exchanges and in units of mutual funds. 

Capital Gains Tax: Profits generated from the sale of a physical and financial capital asset 

such as- any kind of property held by an assessee, paintings, jewellery and ornaments, 

business stocks, mutual funds, etc., are taxable as capital gains, either short-term or long-

term. The capital gain or net profit which is taxable is basically the difference between the 

price at which the asset is sold and the price at which it was purchased. The tax is applicable 

in the year in which the sale of the capital asset takes place.  

Property Tax: As per the Income Tax Act of India, incomes from properties are regarded as 

one of the heads of income. Therefore, tax is levied on the income from property. These 

usually include buildings, flats, shops and land etc. 

Wealth Tax is abolished in 2015-16 and replaced by additional surcharge on super- rich 

having annual income of Rs. 

New Indirect tax regime in India 

Recently on 1
st
 July 2017 a new indirect tax system- GST introduced in India in line 

of world’s advanced economy. GST is one indirect tax for the whole nation, which will make 

India one unified common market.GST is a single tax on the supply of products, right from 

the producers to the final consumer which avoid cascading effect. Credits of input taxes paid 

at each stage will be available in the subsequent stage of value addition, which makes GST 

essentially a tax only on value addition at each stage. The final consumer will thus bear only 

the GST charged by the last dealer in the supply chain, with set-off benefits at all the previous 

stages. It would formalized the economy and government could  realize desired result with 

the availability of real time data through it. 

All indirect taxes of centre viz. central excise duty, additional excise duty, service 

tax, additional customs duty (countervailing duty), and special additional duty of customs; as 

well as state level taxes- State Value Added Tax/Sales Tax, Entertainment Tax (other than the 

tax levied by the local bodies), Central Sales Tax (levied by the Centre and collected by the 

States),Octroi and Entry tax, Purchase Tax, Luxury tax, and Taxes on lottery, betting and 

gambling are being subsumed in GST. 
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There are two components of GST – Central GST (CGST) and State GST (SGST). 

Both Centre and States would collect GST across the value chain simultaneously. Centre 

would levy and collect CGST, and States would levy and collect the SGST on all transactions 

within their territory. The input tax credit of CGST and SGST would be available for 

discharging the CGST and SGST liability on the output at each stage. No cross utilization of 

credit would be permitted.  

The GST council is apex body to administer GST and responsible for all decision 

related to indirect tax system in country. It consist 29 states and Delhi and Puduchery along 

with centre which have 1/3
rd

 voting rights, remaining for others. Decisions are taken on the 

basis of majority.  Currently under the GST, goods and services are taxed at the following 

rates, 0%, 5%, 12% ,18% and 28%.There is a special rate of 0.25% on rough precious and 

semi-precious stones and 3% on gold. In addition a cess of 15% or other rates on top of 28% 

GST applies on few items like aerated drinks, luxury cars and tobacco products.   

  There is a Goods and Services Tax Network (GSTN) which provide IT platform for 

the smooth functioning of the Goods & Services Tax regimen. It is a common and shared IT 

infrastructure and services to the Central and State Governments, Tax Payers and other 

stakeholders for implementation of the Goods & Services Tax (GST). 

Evaluation of GST 

ONE NATION ONE TAX is the tagline of the GST implementation i.e. GST is a 

single, unified and transparent tax system that reduces number of indirect taxes, and service 

tax integrated with it. It is simple and easy to administer for both centre and states based on 

robust IT platform. It would reduces the inter- state tax variations.  Economic survey 2016-17 

vol. 2 has observed a revived optimism on structural reforms in the Indian economy in the 

form of GST. According to survey the key benefits of GST such as furthering cooperative 

federalism, reducing corruption and leakages, simplifying complex tax structure and unifying 

tax rate across the country, are creating a common market. Instead of this there some hidden 

benefits of GST, these are as follows- 

1. Textile sector inclusion  

The textile and clothing sector is now fully part of GST. Previously, some parts of the 

value chain, especially fabrics, were outside the tax net, leading to informalisation and 

evasion. Some anomalies favoring imports of fabrics over domestic production will need to 

be rectified but overall the tax base has expanded.GST would streamline the process of 

claiming input tax credit thus allowing the textile industry to be more competitive in the 

export market. 

 Export promotion capital goods scheme is available for all the cotton-based textile 
exporters. Under this scheme, exporters can claim the exemption for duty paid if they export 

six times the value of duty within a period of next six years. It is expected that this scheme 

would lose its significance under  GST. 
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 2. Work contracts 

Next hidden benefit of GST is the inclusion of an important part of real estate 

sector—“work contracts”, housing that is being built. This, in turn, would allow for greater 

transparency and formalization of cement, steel, and other sales, which tended to be outside 

the tax. The formalization will occur because builders will need documentation of these input 

purchases to claim tax credit. 

3. Effective taxation of imports 

Earlier, the countervailing duty to offset the excise tax and the special additional duty 

(SAD) to offset the state VAT was not adequate. "Under the GST, the full taxes on domestic 

sales levied by the Centre and the states (the IGST) will be levied when imported goods. The 

new tax will remove the earlier inadequacies and will lead to more transparent and more 

effective taxation of imports.  

4. Expanding tax base 

The survey finds early signs of expansion of tax base, all due to GST. On top of 

the over 71 lakh excise, service tax and VAT payers, who have migrated to the GST 

regime, there are over 15 lakh entities who have taken fresh registrations under the new 

indirect tax regime. The survey says the number is expected to rise consistently as more 

people would find the benefits of GST. GST has unified over 17 different taxes. 

5. More data 

GST will generate a lot of vital information on direct tax collections. Earlier, as the 

excise was imposed at the manufacturing stage, the Centre had little data on small 

manufacturers and consumption. The states had little data on the activities of local firms 

outside their borders. Under the GST, there will be seamless flow and availability of a 

common set of data to both the Centre and states, making direct tax collections more 

effective. 

6. Financial inclusion 

Since businesses have to keep detailed records under GST, these can be beneficial for 

them in the long run. Small businesses can build up a real-time track record of tax payments 

digitally, and this can be used by lending institutions for credit rating and lending purposes. 

Currently, small businesses are credit-constrained because they cannot credibly demonstrate 

their financial capability. 

7. Smoother transport 

The transport sector stands to benefit from the recently rolled out GST in several 

ways. Pre- GST, the complex tax structure and paper work forced the transport industry to 

spend a lot of resources on tax compliance and deposit of interstate sales tax. Monitoring and 

collection of sales tax at interstate check posts led to major traffic congestion at these points, 

resulting in slower movement of freight and passenger, and consequently higher costs and 
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pollution. An average Indian truck covers only about 50,000-60,000 km a year as against 3 

lakh km done by a truck in US. 

GST has result in reducing the travel time of long-haul trucks and other cargo 

vehicles by at least one-fifth. This, coupled with the proposed E-way bill that requires online 

registration for movement of goods worth more than Rs 50,000, brought more transparency in 

the whole process. Efficient freight movement boosted the demand for high tonnage trucks 

and reduced the cost of transportation of freight. 

GST has made transport a lot smoother. The inter-state check-posts were removed 

within days of GST coming into force. So far, 24 states have abolished these check-posts 

while others are in the process of eliminating them. If this trend continues, the reduction in 

transport costs, fuel use, and corruption could be significant. GST will also reduce logistics 

costs and boost inter-state trade. 

Challenges  

  There are some products excluded from GST  such as  Alcohol, petroleum and 

energy products, electricity, and some of land and real estate transactions. Health and 

education are outside the tax net altogether, exempted under the GST and not otherwise taxed 

by the Centre and states.  Inclusion of these products would be made it competitive by 

lowering cost of manufacturers, if electricity included. For more transparency and reducing 

corruption it needs to bring land and real estate and alcohol in the GST.  Keeping health and 

education completely out is inconsistent with equity because these are services consumed 

disproportionately by the rich. Moreover, gold and jewellery products are taxed at 3 percent 

which requires revision because these items are consumed by the very rich, 

disproportionately. The GST Council will need to take up these challenges and various others 

problems related to small traders and common business men as reported during in the last 

three months- ahead to take India at a better GST practices in the world.     

Issues and the way forward 

A tax reform is non-discrete process help to tax collection and tax administration. 

Tax reforms include moderate tax rate, widened tax base, universal coverage, simple 

legislation, and unified tax system, making the system easy understandable and accountable 

and progressive taxation. The government should ready to improve productivity and create 

business environment to deal with externality. 

 India still has considerable corporate tax near about 34 percent including cess and 

surcharge higher in the world. This creates scope to major tax evasion. Government in 2017-

18 budget prioritized tax incentives for job-creating smaller companies with annual turnover 

up to Rs 50 crore. The Corporate tax rate for MSMEs reduced to 25% from 30% to make 

them competitive and shift to a company format, keeping untouched large corporate.  
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To promote its flagship programs such as ‘Make in India’, ‘Start – up India’, ‘Digital 

India’, government should continue incentivizing these initiatives through tax benefits with 

appropriate clauses making them competitive. 

To tackle ‘tax dispute regime’ is another important clause. In December 2015, around 

75000 direct tax disputes and 72000 indirect tax cases were pending in Supreme Court and 

various other forums including the Income Tax Appellate Tribunal and high courts. There is 

several dispute resolution mechanisms available under the tax law but these take too long and 

are not very so effective. In this response direct tax resolution scheme was announced by 

finance minister Arun Jaitely in the budget 2016-17 came into force since June 1,2016. But 

this is not effective still we need the amendment of the present tax legislation to incorporate 

internationally accepted best practices of alternate dispute resolution, conciliation, mediation, 

negotiation that could be utilized before tax demand is raise and will not be subject to any 

further appeal by any of parties. 

Milka Casanegra’s famous statement ‘Tax administration is tax policy’ is very true to 

reduce cost and increase organizational capacity of tax administration. A sophisticated and 

coordinated tax administration is still far away from clean, fast, and simpler and transparent 

system.  Digitization is one of the effective tools to mitigate the problems of administration 

and it becomes more important in the era of GST. Central government is taking their right 

position in this ethos but problems lies with the state. To improve organization efficiency of 

states is necessary. The merger of, as recommendation of tax administration reforms 

commission (TAARC), the central board of direct taxes (CBDT) and central board of excise 

and customs (CBEC) for integrated and coordinated tax administration is pending. So a step 

like ‘RAPID’ i.e. revenue, accountability, probity, information, and digitization in this 

direction to achieve the goal of minimum government and maximum governance to transform 

tax system. The governments centre and state needs to addressed implementation challenges 

and set the international excellence. 

Very small number of tax payer in India is another concerning point. Only 1.5 

percent (1.9 crore) individuals out of 125 crore are paying income tax. And there are huge 

disparities among the few who do pay income tax- top 0.1% pay 26%, next 1% pay 19%, 

next 2% pay 14%, and another 7% pay 18% remaining 89.9% pay 23% of tax revenue. A 

small fraction of Indians bear most of taxes because there is huge imbalance in distribution of 

national income. In fact, the number of income tax payers has fallen as tax revenue rises. In 

2014-15 number of tax payers is 1.9 crore and tax revenue is Rs.2, 58,326 while in 2002-

2003, the number of tax payers were 2.7 crore and tax revenue was 36, 85 because of as 

exemption limit went up many drop out from tax net. (income tax return statistics (assessment 

year 2014-15), NSSO 68
th
 round). So there is no need to shrinking tax base as large number 

of Indians does not liable to pay income taxes, but we could include farmers who earn more 

than 2.5 lakh and to increase tax rate for non-salaried earners such as consultants, doctors, 

and lawyers pay a lower rate of income tax.  Professionals and business class whose 
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unaccounted income is not in purview of IT department surveillance so government needs to 

take some stringent action against them. 

  India has joined the club of 160 nation which have ‘unified tax’ system. Making tax 

business easier, GST subsumed the multiple central, state and local taxes and cesses levied on 

goods and services. It will attract investors worldwide as well as domestic and more revenues 

scope for the exchequer. It is not ‘good and simple tax’ as claimed by prime minister, 

currently it  has a complex structure and multiple tax rate system ranging from 0% to 28%, 

and cesses on some products is additional. As the government has left petroleum out of GST, 

this will increase manufacturing cost of industries as input. It is required large number of 

professional for assistance for filing multiple returns.  It is an important task to protect our 

digital based system from anti hacking spyware, malware etc.  So the GST council must work 

to chart a road map to simplify the tax regime. It will proved be a game changer in long run 

only when it will eradicate its birth defects.  

Conclusion  

Tax rate in ancient India was moderated but it increased rapidly in medieval and 

British India. Although in medieval time higher tax rate did not affects agricultural 

production much but higher tax rate in the time of English ruined Indian economy. During 

ancient, medieval and British rule in India agriculture was main source of revenue of the 

government paid by mainly farmers- productive class. Religious tax and irrigation taxes were 

levied during medieval India. They bearded huge burden of society. They did not enjoy 

equity in comparison of today. Brahmins were exempted from tax with exception. Widows 

were also exempted from taxes.  These systems of taxation were changed as society 

advanced.  

From ancient to present day India’s tax system has made significant progress. Its 

nature and scope much widened as public finance as a discipline became most popular with 

respect time- from kingship to democracy. Various economic tools and concepts are 

developed to better understand of tax system in the interest of peoples of the country. Now 

we have advance and sophisticated tax system. Which is a story of from limited taxes on 

agriculture and others produces in the form of bali, shulka, bhaga, Ghalla-bakhshi, kankut 

and jabt system to wide and broad taxation covering almost all taxable items produces in 

economy, collected in the form of corporation tax, income tax, GST system. These were 

possible through multiple tax reforms process which was intensified in last three decades. 

Tax reform is a continuous episode which included broadening the tax base, moderation of 

tax rate, revenue efficiency, and business friendly transparent administration, is still 

continued.   
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 भारतीय कर प्रणाली-प्राचीन एव ंवततमान अवधि : एक सूक्ष्म अध्ययन 

              डॉ. धिनेश कुमार
1
 

धनरूपमा धसंह
2
 

सारांश 

 प्राचीन भारत स ेअब तक सरकार का मलू उद्देश्य जनता की दखेभाल करना ह,ै परन्त ुइस उद्देश्य में सरकार 

द्वारा जो सवुिधाएँ लोगो को महुयैा करायी जाती ह,ै उसके बदले में एक छोटा भाग लोगों द्वारा सरकार कों चकुाया जाता 

ह,ै वजससे इस सवुिधा के दपुपयोग को रोंका जा सके। प्राचीन भारत में भागा, वपण्डीकरा, वहरण्या,प्रणया, इत्यावद कर 

प्रचलन में थ,े जब ितपमान समय में इनका वमला जलुा रूप प्रत्यक्ष कर, अप्रत्यक्ष कर, सीमा शलु्क, सम्पवि कर, आय 

कर इत्यावद प्रचलन में  ह।ै ितपमान में जीएसटी मखु्य रूप स ेप्रचलन में आया ह,ै जो 01 जलुाई 2017 स ेप्रभािी ह।ै 

जीएसटी स ेकर चकुाना आसान ह,ै व्यापार करना आसान ह,ै तथा इसकी सबसे अच्छी विशेषता उपभोक्ता िगप का 

लाभाांवित होना ह।ै भारत में जीएसटी स ेयह उम्मीद की जा सकती ह ैवक भविष्य में आवथपक िवृि दर को एक नई ऊँचाई 

प्राप्त होगी, विकास के रास्त ेआसान होगें। 

(1) भारतीय कर प्रणाली - कर एक अवनिायप अांशदान हैं, कर भारत सरकार की आय का बहतु बड़ा श्रोत ह।ै कर की 

इस रावश को राष्र के विकास कायप मे प्रयोग वकया जाता ह।ै केन्र एिां राज्य सरकारो द्वारा अपने स्तर पर कर वनधापररत 

वकये गये हैं, भारतीय कर प्रणाली को कुछ इस प्रकार दखे सकते हैं। 

(a) केन्र सरकार के अन्तपगत सीमा शलु्क, आय कर, केन्रीय िस्तकुर इत्यावद आते ह ैजबवक राज्य सरकार के अन्तपगत 

कृवष आयकर, िावणवज्यक कर, मलू्य िवधपत कर (VAT), राज्य िस्त ुकर, भवूम आय एिां स्टाम्प कर आते हैं। इसके 

अवतररक्त सम्पवि कर सीिर और जल आपवूतप कर राज्य सरकार द्वारा िसलेू जात ेहैं।
1 

(b)  कर को सामान्यतः प्रत्यक्ष एिां अप्रत्यक्ष कर के रूप में बाँटा जाता ह,ै दोनों के बींच एक बहतु बड़ा अन्तर ह,ै 

प्रत्यक्ष कर लोगों स ेसीधे िसलेू जाते हैं, जबवक अप्रत्यक्ष कर को िस्त ुएिां सिेाओ ां स ेिसलू करत ेहैं।
2 

(2) चाणक्य की कर प्रणाली- चाणक्य (350-283 ई.पू.), प्रथम मौयप योिा चन्रगपु्त (340-293 ई.प.ू) के 

सलाहकार थे। चाणक्य का जन्म एक ब्राम्हण िांश में हआु, वजन्हे कौवटल्य के नाम स े भी जाना जाता ह,ै वजन्होंने 

अथपशास्त्र की रचना की।
3 

 चाणक्य के अनुसार- “करारोपण जनता के वलए कष्टकारी नही होना चावहए” इसमें दयाभाि एिां सािधानी 

होना चावहए, जब करारोपण को वनधापररत वकया जाये, आदशप रूप में सरकार को शहद उत्पादन जैस े कायों पर कर 

                                                             
1
 अवस. प्रोफेसर, अथपशास्त्र, राजकीय महाविद्यालय हरीपरु वनहस्था, रायबरेली (उ.प्र.) 

2
 अवस. प्रोफेसर, राजनीवत विज्ञान, राजकीय स्नात्कोिर महाविद्यालय,  बदायूँ (उ.प्र.) 
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िसलू करना चावहए क्योंवक शहद का श्रोत पषु्प हैं। परन्तु इस कर को सकू्ष्म होना चावहए चाणक्य ने इस बात का िणपन 

अथपशास्त्र  में वकया ह।ै
4 

 सम्राट चन्रगपु्त मौयप शासन काल मे भ-ूजोतको स ेसीता और भागा के रूप में कर िसलू वकया जाता था, 

ग्रामीण जनता स ेकई प्रकार के कर िसलू वकये जात ेथे। जो वनम्न हैं।
5 

a) भागा कर, राजस्ि का मखु्य प्रकार था, जो वक दण्ड के रूप में एक चौथाई स ेछठिाँ वहस्सा तक होता था। 

b) वपण्डीकरा, यह ग्रामीण समहू पर आरोवपत कर होता था तथा यह कृषक द्वारा चकुाया जाता था। 

c) वहरण्या, मरुा के रूप में चकुाया गया कर था। 

d) बाली, एक प्रकार का दण्ड था जो िैवदक समय स ेजाना जाता था वजसको मौयप िांश ने जारी रखा। 

e) प्रणया, आपातकाल में राज्य सरकार द्वारा िसलूा जाने िाला कर था, इसका अथपशास्त्र में प्रथम बार िणपन 

हआु था, जबवक पावणनी ने ही इसकी खोज की थी। 

f) वनयापत-आयात कर, आयात कर 20 प्रवतशत तक था लेवकन वनयापत कर के बारे मांेे कोई वनवित जानकारी 

नहीं ह।ै आयात कर को प्रबेश्या तथा वनयापत कर को वनशक्रम्या कहते थे। 

g) वबक्री कर, शलु्काध्यक्ष प्रत्येक िस्त ुपर कर िसलू करता था, यह 9.5 प्रवतशत तक था। 

h) आयकर, नगर के अन्तपगत मवदरा वनमापण कर, नमक वनमापण कर, घी-तेल पर कर, पशिुध कर, मवन्दर आय 

पर कर  इत्यावद आते थे। 

(3) वस्तु एवं सेवा कर (GST) - िस्त ुएिां सिेा कर भारतीय कर प्रणाली में एक क्रावन्त के रूप मे आया ह,ै जीएसटी 

अवधवनयम लोकसभा में 29 माचप 2017 को पाररत वकया गया था तथा 01 जलुाई 2017 को यह प्रभािी हआु। 

जीएसटी को वनम्न वबन्दओु स ेसमझ सकते ह।ै
6 

(a) जीएसटी क्या है? - साधारण शब्दो में जीएसटी एक प्रकार का दण्ड के रूप में अप्रत्यक्ष कर ह ैजो िस्तओु ां एिां 

सिेाओ ां की आपवूतप पर लगाया जाता ह।ै जीएसटी ने कई अपत्यक्ष कराांेे को प्रवतस्थावपत वकया ह।ै यह  प्रत्येक मलू्य 

िधपन पर िसलूा गया शलु्क ह।ै 

(b) भारत मे जीएसटी का इधतहास -  06 मई 2015 लोकसभा ने िस्त ु एिां सिेा कर नाम  स े बह-ुप्रतीवक्षत 

सांिैधावनक सांशोधन वबल को पाररत वकया, कर क्षेत्र में यह एक नये वबल के रूप में था। वबल को राज्य सभा द्वारा 

समीक्षा वक वलए सांसद सवमवत को भेजा गया। 

 काांगे्रस ने इसका विरोध करत ेहएु कहा वक िह जीएसटी वबल के पक्ष मे ह ैलेवकन िह चाहते हैं वक बीजेपी 

द्वारा इसमें सांशोधन वकया जाये इसके वलए राज्यसभा की चयवनत सवमवत बनाई जाये वजसमें िह मखु्य रूप में हों।
7 

 
लोक सभा में मखु्य विरोधी पाटी इससे बाहर हो गई, इस प्रकार बीजेपी ने इसके उद्देश्यों में बदलाि वकया, 12 

िषप पहले एक सांविधान सांशोधन के दौरान इस वबल पर बात की गई थी। परन्त ुसभी राज्य इसके पक्ष में नहीं थे वजससे 

इसका कायप रूक गया।
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 विि मांत्री अरूण जेटली द्वारा 01 अपै्रल 2016 को इस पर बात की गई, उन्होनें कहा वक जीएसटी एक 

अप्रत्यक्ष कर के रूप में ह,ै जो महगँाई को कम करेगा तथा आवथपक िवृि को दीघपकाल में ले जायेगा। इस प्रकार तमाम 

तरह की मवुश्कलों के बाद 01 जलुाई 2017 स ेयह लागू हो गया।
8 

(c) जीएसटी के घटक - यहाँ पर इसके अन्तगपत 3 प्रकार के करों की बात की गई ह-ै 

सीजीएसटी - इसे केन्र सरकार द्वारा एक राज्य की वबक्री पर िसलूा जाता ह।ै( जैसे- कनापटक में इत्यावद) 

एसजीएसटी - इसे राज्य के अन्तगपत वबक्री पर राज्य सरकार द्वारा िसलूा जाता ह।ै ( जैसे- कनापटक में) 

आईजीएसटी - इसे एक राज्य की िाह्य वबक्री पर केन्र सरकार द्वारा िसलूा जाता ह।ै(जैसे कनापटक स ेतवमलनाडु)। 

(d) जीएसटी के लाभ - इसके लाभों को वनम्न तरह स ेदखे सकते हैं।
9 

 एक मजबतू एिां व्यापक सचूना प्रौद्योवगकी प्रणाली भारत में जीएसटी व्यिस्था की नींि होगी, इसवलए 

पांजीकरण, ररटनप, भगुतान जैसी सभी कर भगुतान सिेायें कर दाताओ ां को आन-लाईन उपलब्ध होंगी, वजससे 

इसका अनपुालन बहतु सरल एिां पारदशी हो जायेगा। 

 जीएसटी सवुनवित करेगा वक अप्रत्यक्ष कर दरें  परेू दशे मे एक समान ह ै वजससे व्यापार करना आसान हो 

जायेगा।  

 मलू्य श्रांखला एिां समस्त राज्यों की सीमाओ ां स ेबाहर टैक्स के्रवडट की सचुारू प्रणाली स ेसवुनवित होगा वक 

करों में कम स ेकम कराधान हो इससे छुपी हयुी लागत कम होगी।  

 जीएसटी स ेवनवमपत िस्तओु ें एिां सिेाओ ां की लागत कम हो जायेगी इससे व्यापार को बढ़ािा वमलेगा।  

 केन्र एिां राज्य स्तर पर बहआुयामी अप्रत्यक्ष करों को जीएसटी लागू करके हटाया जा रहा ह।ै  

 जीएसटी के अधीन अवन्तम उपभोक्ता पर लगने िाले करों मे पारदवशपता को बढ़ािा वमलेगा वजससे उपभोक्ता 

लाभावन्ित होंगे।  

(4) धनष्कर्त एवं सुझाव - चाणक्य से लेकर अब तक करों के इवतहास को दखेें तो पता चलता ह ैवक विशेष सवुिधा के 

बदले में सरकार को शलु्क/दण्ड दनेा होता ह ैवजससे उस सवुिधा का दपुपयोग न हो। प्राचीन एिां आधवुनक करों को बीच 

समानता ह,ै बस उसके रूप बदल गये हैं। आधवुनक कर प्रणाली के अन्तगपत दण्ड का रूप न दकेर इसे बेहतर बनाया 

गया ह ैवजससे लोगों को कष्ट न हों। जीएसटी स ेकर चकुाना आसान हो गया ह ैतथा वनवित रूप से व्यापार मे िवृि होगी 

एिां उपभोक्ता लाभावन्ित होंगे। व्यवक्तगत स्तर पर इसकी इमानदारी बहतु आिश्यक ह,ै भारत सरकार को इस क्षेत्र में 

शवक्त स ेकदम उठाना चावहए। 

 

 



डॉ. धिनेश कुमार एवं धनरूपमा धसंह 
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How Good is Goods and Services Tax (GST) for the Common Man 
Dr. Nisheeth Rai1 

India’s tax system is complex and multi-layered. Cross-border compliance, 
compounding of taxes on domestically produced goods and services, in addition to several 
central and state taxes, exacerbate the complexity of the system. This is why the government 
has realized the need for an efficient, transparent, and simple method of indirect taxation in 
the form of the Goods and Services Tax (GST). The GST is a tax on the final consumption or 
the actual supply of goods and services. The basic provision of the tax is that economic 
activity at every stage of production is taxed at the same rate, preventing further 
fragmentation. Thus it will help in solving issues related to economy.  

While introducing GST, the government has promised that it will increase 
employment and remove poverty. In a conscious and vibrant democracy it was desirable from 
the government that before introduction of such reform, a debate should be organized both 
inside and outside the Parliament about the pros and cons of GST, the basis of GST and 
which countries of the world have adapted it. Besides, the government must have also told us 
as to in which countries having GDP equal to, more than and less than India, have adapted 
GST and what were its consequences? But it was not done. So, let’s first have some idea 
about the present economic scenario.    

The present economic scenario as reported in the latest report of McKinsey Global 
Institute says that between 2005 and 2014 the actual income of the two third of the world’s 25 
developed economies have come down. This will have very serious financial and social 
consequences. The report also says that the actual income of only 2% of household has 
increased. It has also been reported in many studies that more than 50% of the property in any 
country has been deposited in the hands of 50-100 people. Under these economic scenarios, 
whether it was necessary to introduce a tax reform or it was necessary to strengthen the 
economy and delay the tax reform is a matter of debate. 

Even if GST was delayed there was no need to panic. In Australia the discussion 
started in 1975 and GST came into effect in 2000. Like Congress and BJP in India, the 
Labour and Conservative parties of Australia change their stand on GST. The Conservative 
party had deleted it from their manifesto but after coming into power they implemented it. 

Looking into history of GST, the first country to implement GST was France way 
back in 1954. Malaysia has implemented GST in April 2017. Canada and South Africa 
applied in it 1991 .140 countries have implemented GST, yet USA has not implemented it 

                                                            
1 Assistant Professor, Department of Anthropology, Mahatma Gandhi Hindi Vishwavidyalaya, Wardha 
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.The GST of New Zealand is considered to be the best in the world. They implemented it in 
1986.  

The GST of New Zealand is considered best because no products are excluded from 
the GST scope. The rate of GST is uniform and applicable to all sector and products. It is not 
like India where there are three types of GST. It is easy for New Zealand as it does not face 
the challenge of different state system like India.  In India alcohol, tobacco, petrol and real 
estate have been excluded from GST due to state politics. Basic services like education, 
health and food have not been excluded in India but they are excluded in Australia because 
applying the same tax of GST will increase the service tax on health and education which in 
turn will become more expensive and this will harm the poor. 

Wherever GST has been implemented there was tax rate stability for few years but 
after that it has been increased. Like in New Zealand GST was raised from 10 to 15 percent. 
Australia also increased it from 10 to 15% and a debate of increasing it to 19% is going on. 
UK has recently increased it to 20%. Organization of Economic Cooperation and 
Development (OECD) an organization of 30 countries in the last 5 years, where 20 out of 30 
members have increase rate of GST from 17.6% to 19.1% .The basic idea of the GST was to 
tax everything so that the overall tax should decrease. But the data shows that gradually the 
consumer will have to pay more. 

Why does GST rate increase? What, as a social scientist I understood is, it is 
increased because corporate tax get reduced in GST. The income tax on rich people is already 
low, due to this the government gets less revenue. The government disguises it and says that 
GST participation in the total revenue is very low .So the rate of GST is increased. In 
Australia only 12.1% of revenue comes from GST. In Japan it is 19.5%. Australian 
government has claimed that due to decrease in tax collection, during the last 10 years, 80 
million Australian Dollar budgetary allocations were reduced from education and health 
sector. If GST has increased the revenue in Australia why there has been budget reduction on 
education and health. Yet the Indian government is claiming that revenue will increase and 
how it is possible only the government has the answer.  

As far as Australia, New Zealand and Britain are concerned, the implementation of 
GST was followed by Income Tax reduction so that the common Income Tax payer can bear 
the shock of inflation. But in India the issue of reduction of income tax is only seen in the 
manifestos of political parties. Instead of deduction in income tax, the government is reducing 
the corporate Tax. So is the GST is only for corporate and upper class so they can bear the 
shock of inflation? 

The impact of GST on small industries in Australia in the initial year was harmful as 
the cost of computer software, accounting sector was increased but later they have benefited. 
It is true that GST makes the business process simpler which is important for business to 
flourish but is it does not mean that it makes the life of a common man simpler and that of a 
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poor people is only a utopia. Many reports say that GST will provide India's biggest industrial 
houses most profit. But government claims that it will benefit the poor. Out of the 140 
countries only New Zealand provides a lot of financial help to poor so that they may cope 
with the ill-effects of GST but we didn't find such measures in India. 

To conclude I can only say that GST is basically a consumption tax, which is paid by 
the last consumer. It has been introduced in the 1950s as a substitute for income tax 
worldwide. In the current world economic scenario, the capital does not stay anywhere. It 
goes from one country to another country overnight.  Therefore, many types of discounts are 
allowed in tax and interest rates to attract and hold capital. Yet this nature of capital has not 
changed. So, the idea was taken out that if the tax on the consumption of all the products is 
put in the name of GST, the basis of tax collection will be broadened.  

When GST was implemented, it was said that it will be a uniform and permanent tax. 
But further, all the governments throughout the world have taken measures to increase rates 
of GST so that the corporate tax is reduced and corporate houses were been given packages. 
 Relief has been provided to those who have more institutional and personal earnings, 
systems have been introduced to bring uniform tax on the common and the poor. Those who 
earn more, give less tax and who earn less, pay a higher tax in the name of the same tax. 
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Goods and Service Tax (GST) : Make In India by Making One India 
Dr. Yogita Beri1 

Abstract 

Tax policies play an important role in the economy through their impact on both 
efficiency and equity. There are number of indirect taxes either levied by the central 
government or by state government. They are imposed on import, manufacture, sale and even 
purchases of goods and services. The laws of these taxes aren’t well-defined in terms of Acts, 
circulars and notifications that are given by relevant government bodies. It can be 
burdensome trying to understand every feature of indirect taxes in India. GST is a logical 
step and a major breakthrough in the history of tax reforms in the country.  

The subsuming of major centre and state indirect taxes would reduce the cost of 
locally manufactured goods and services. This is likely to increase the competitiveness of 
Indian goods and services in the international market and to boost Indian exports. The main 
objective of the paper is to discuss the key features of GST in India. The paper also evaluates 
the rationale of GST in India. GST is likely to improve tax collections and boost India's 
economic development by breaking tax barriers between States and integrating India through 
a uniform tax rate. 

Introduction 
Mobilization of resources is a primary and traditional function of taxation. The policy 

for resource mobilization is primarily directed towards most efficient use of the available 
resources, proper and effective allocation of the unutilized resources and tapping of new 
sources. Taxation has become one of the most important instruments of economic 
development. The classical economists have classified the taxes into two categories: direct 
and indirect on the basis of their incidence. In India, instrument of taxation has been used to 
accomplish various objectives such as restraining or curtailing consumption and transferring 
resources from consumption to investment, enlarging the area of incentives to save and 
invest, transferring resources from the hands of the general people to those of the government 
machinery to make public investment and reducing economic inequalities. Indirect taxes have 
existed in India for more than half century, but these are complex and compliance. 

In India, there exist a number of indirect taxes that were either levied by the central 
or the state government such as Excise Duty, custom duty, service tax, stamp duty, octroi and 
many more. There had been various or several attempts of reforming the indirect tax structure 
for making tax system simple stable and less burdensome. At federal level, efforts were being 
made to integrate taxes. The process of tax reform has already started in India.  

                                                            
1 Assistant Professor, Department of Economics, Vasanta College for Women, Rajghat Fort (B.H.U), 
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The indirect tax regime is undergoing a change and in the coming times the tax 
reforms will centre on an efficient and harmonized consumption tax system in country VAT 
at state level or CENVAT at the central level along with Service Tax have been major steps 
in tax reforms. Before the present tax regime, there was a cascading effect on tax, VAT has 
removed this burden, but it had deficiencies. There were several states taxes which were not 
subsumed in any one tax. The inter-state sales tax or CST was not fully relieved. All this will 
accomplished in the indirect tax system; GST is a logical step and a major breakthrough in 
the history of tax reforms in the country. The main objective of the paper is to discuss the key 
features of GST in India. The paper also evaluates the rationale of GST in India. Currently, 
the indirect tax system in India is complicated with overlapping taxes levied by the Centre 
and the State separately. It is one of the biggest indirect tax reforms which will facilitate a 
uniform tax levied on goods and services across the country. 

Objectives 
• To examine the need and justification of GST in India. 
• To study the key features of GST in our country. 
• To discuss the problems and prospects of GST in India. 

Justification of GST in India 
 The introduction of GST is justified at both levels central as well as state. At Centre it 
is justified because of the following reasons:  

• The introduction of GST at the Central level not only includes comprehensively more 
Central indirect taxes and integrated goods and services tax for the purpose of set-off 
relief, but may also give revenue gain through widening the base. 

• Earlier Input tax credit was allowed only on excise duty paid on the raw material. For 
other taxes and duties paid for post-manufacturing expenses, there is no mechanism 
for input credit.  

• GST brings comprehensive system under which both the goods and services are 
covered.  

• It redistributes the burden of taxation equitably between manufacturing and services 
by bringing about a qualitative change in the tax system.  

• It builds a transparent and corruption-free tax administration. GST levied only at the 
destination point, and not at various points (from manufacturing to retail outlets). 

The GST at State- level is also justified: 

• It gives additional power of levy of taxation of services to the states. 
• It removes the burden of CST. 
• With the minimization of exemption it broadens the tax base and lowers the tax rates. 

The compliance cost also goes down. 
• Many of the States are still continuing with various types of indirect taxes, such as 

luxury tax, entertainment tax, etc. 
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What is GST? 
In a simple words GST is a single unified tax on supply of goods and services which 

replaces the multiple taxes at various points. GST is a comprehensive tax that levy on 
manufacture, sale and consumption of goods and services at a national level. It is a multi-tier 
tax where ultimate burden of tax fall on the consumer of goods or services. It is called as 
nation wide value added tax because at every stage tax is being paid on value addition. GST 
is likely to improve tax collections and boost India's economic development by breaking tax 
barriers between States and integrating India through a uniform tax rate. 

Timeline of GST implementation  
GST is not an overnight thought in India. It takes almost two decades to introduce 

GST in India. GST is the first biggest indirect tax reform after the independence. First time in 
India GST was introduced in the year 2000 by the Respected Atal Bihari Vajpayee who was 
the then Prime Minister of the nation. He set up a committee headed by the then West Bengal 
Finance Minister to design the framework for Indian GST tax structure. 

Further in 2003, Kelkar Task Force on indirect tax had suggested a comprehensive 
Goods and Services Tax based on VAT principle. A step further, in 2006-07 Union Finance 
Minister P. Chidambaram introduced the concept of GST in the Parliament in his budget 
speech. He proposed to introduce GST from April 1, 2010. He had announced that there is a 
serious requirement of tax reform in India in the area of indirect taxation in his budget 
session. 

In the year 2007, Empowering Committee of all state finance ministers will work for 
preparation of road-map of GST. In the budget speech of 2007-08, P Chidambaram 
announced, that the EC of State FMs being set to work with the Central Government to 
prepare a roadmap for introducing a national level GST.   

After the announcement made by P Chidambaram, the EC decided to set up a Joint 
Working Group on May 10, 2007, with Dr Parthasarthi Shome, the then Adviser to the Union 
FM and Satish Chandra, the Member-Secretary of EC as Co-conveners, and the concerned 
Joint Secretaries of the Department of Revenue of Union Finance Ministry and all Finance 
Secretaries of the States as its members.  

This Joint Working Group, after intensive internal discussions as well as interaction 
with experts and representatives of Chambers of Commerce and Industry, submitted its report 
to the EC in November, 2007. A First Discussion Paper (FDP) was released by the EC on 
November 10, 2009. 

The then Union FM Pranab Mukherjee, while presenting the Budget on July 6, 2009 
reiterated that GST would come into effect from April 1, 2010. The GST bill was first 
mention in 2011 when the previous UPA government opened a discussion on it. They were 
successfully introduce the bill but failed to get it passed because it referred to Parliamentary 
Standing Committee on Finance led by Yaswant Sinha. In December 2014, FM Arun Jaitley 

162 Volume 3, Issue 3&4. July-December 2017 
 



Dr. Yogita Beri 

introduced the Constitution (122nd) Amendment Bill the Lok Sabha. The Constitution 
Amendment Bill was passed by the Lok Sabha in May, 2015. The Bill with certain 
amendments was finally passed in the Rajya Sabha and thereafter by the Lok Sabha in 
August, 2016. Further, the Bill has been ratified by the required number of States and has 
since received the assent of the President on 8th September, 2016 and has been enacted as the 
101st Constitution Amendment Act, 2016. The GST Council has also been notified w.e.f. 
12th September, 2016. GST Council is being assisted by a Secretariat. 

After all of the legal and political journey still there are lots of steps that need to be 
followed for the biggest tax reform in India. After passing the bill in Rajya sabha a GST 
council committee has decided the rates, exemption, rules, regulation related to the GST as 
well as the team will decide the procedure that how to enrol current taxpayer in the new tax 
regime. The brief timeline of the implementation of GST are discussed in figure 1. 

Figure-1: Timeline of GST implementation 
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Key Features of GST 
 GST was introduced in India on 1st July 2017. It was one of the major tax reforms in 
the field of indirect tax structure. The key features of the proposed new regime are as follows: 

• GST is applicable on supply of goods or services as against the concept of tax on the 
manufacture of goods or on sale of goods or on provision of services. It is based on 
the principle of destination based consumption taxation as against the principle of 
origin based taxation. 

• There is a provision of dual GST. The GST levied by the Centre known as Central 
GST (CGST) and levied by the States is known as State GST (SGST). Union 
territories levy Union territory GST (UTGST). 

• An Integrated GST (IGST) is levied on inter-State supply (including stock transfers) 
of goods or services. This is collected by the Centre so that the credit chain is not 
disrupted. 

• Import of goods is treated as inter-State supplies and is subject to IGST in addition to 
the applicable customs duties. Whereas import of services is treated as inter-State 
supplies and is subject to IGST only. 

• CGST, SGST / UTGST & IGST would be levied at rates to be mutually agreed upon 
by the Centre and the States under the aegis of the GSTC (GST Council). 

• GST replaced the following taxes levied and collected by the Centre: 
a) Central Excise duty; 
b) Duties of Excise (Medicinal and Toilet Preparations); 
c) Additional Duties of Excise; 
d) Additional duties of customs (CVD & SAD); 
e) Service Tax; 
f) Cesses and surcharges in so far as they relate to supply of goods or services. 

• State taxes that subsumed within the GST are: 
a) State VAT; 
b) Central Sales Tax; 
c) Purchase Tax; 
d) Luxury Tax; 
e) Entry Tax (All forms); 
f) Entertainment Tax (except those levied by the local bodies); 
g) Taxes on lotteries, betting and gambling; 
h) State cesses and surcharges in so far as they relate to supply of goods or 

services. 
• Under GST the goods and services are taxed in four slabs i.e. of 5%, 12%, 18% and 

28%. Luxury and demerit goods will be taxed at 28% plus cess. The list of goods and 
services are given in Table 1. 

• GST is applied to all goods and services except Alcohol for human consumption. 
Tobacco and tobacco products are subject to GST. In addition, the Centre would 
continue to levy Central Excise duty. 
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• GST on five specified petroleum products (Crude, Petrol, Diesel, ATF & Natural gas) 
would be applicable from a date to be recommended by the GSTC. 

• Exports are zero-rated taxed under GST regime. 
• A common threshold exemption would apply to both CGST and SGST. Taxpayers 

with an annual turnover of Rs. 20 lakh (Rs. 10 lakh for special category States as 
specified in article 279A of the Constitution) would be exempt from GST.  

• The list of exempted goods and services would be kept to a minimum and it would be 
harmonized for the Centre and the States as well as across States as far as possible. 

• Input Tax Credit (ITC) to be broad based by making it available in respect of taxes 
paid on any supply of goods or services or both used or intended to be used in the 
course or furtherance of business. 

• Electronic filing of returns by different class of persons at different cut off dates. 
Various modes of payment of tax available to the taxpayer including internet 
banking, debit/ credit card and National Electronic Funds Transfer (NEFT) / Real 
Time Gross Settlement (RTGS). 

• Goods and Services Tax Appellate Tribunal would be constituted by the Central 
Government for hearing appeals against the orders passed by the Appellate Authority 
or the Revisional Authority. States would adopt the provisions relating to Tribunal in 
respective SGST Act. Provision for penalties for contravention of the provision of the 
proposed legislation has been made. 

• Advance Ruling Authority would be constituted by States in order to enable the 
taxpayer to seek a binding clarity on taxation matters from the department. Centre 
would adopt such authority under CGST Act. 

• Credit of CGST paid on inputs may be used only for paying CGST on the output and 
the credit of SGST/UTGST paid on inputs may be used only for paying 
SGST/UTGST. In other words, the two streams of input tax credit (ITC) cannot be 
cross utilized, except in specified circumstances of inter-State supplies for payment 
of IGST. 

Figure-2: Central Taxes subsumed in GST 
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Figure-3: State Taxes subsumed in GST 

 

Table-1: GST Rate Structure / Tax Slabs 
Tax Rate Goods Services 

0% Jute, fresh meat, fish chicken, eggs, milk, butter milk, 
curd, natural honey, fresh fruits and vegetables, flour, 
besan, bread, prasad, salt, bindi. Sindoor, stamps, judicial 
papers, printed books, newspapers, bangles, handloom, 
Bones and horn cores, bone grist, bone meal, etc.; hoof 
meal, horn meal, Cereal grains hulled, Palmyra jaggery, 
Salt - all types, Kajal, Children's' picture, drawing or 
colouring books, Human hair. 

Hotels and lodges 
with tariff below 
Rs 1,000/-. 

5% Items such as fish fillet, Apparel below Rs 1000, 
packaged food items, footwear below Rs 500, cream, 
skimmed milk powder, branded paneer, frozen 
vegetables, coffee, tea, spices, pizza bread, rusk, 
sabudana, kerosene, coal, medicines, stent, lifeboats, 
Cashew nut, Cashew nut in shell, Raisin, Ice and snow, 
Bio gas, Insulin, Agarbatti, Kites, Postage or revenue 
stamps, stamp-post marks, first-day covers  

Transport services 
(Railways, air 
transport), small 
restaurants.  

12% Apparel above Rs 1000, frozen meat products , butter, 
cheese, ghee, dry fruits in packaged form, animal fat, 
sausage, fruit juices, Bhutia, namkeen, Ayurvedic 

State-run lotteries, 
Non-AC hotels, 
business class air 
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medicines, tooth powder, agarbatti, colouring books, 
picture books, umbrella, sewing machine, cellphones, 
Ketchup & Sauces, All diagnostic kits and reagents, 
Exercise books and note books, Spoons, forks, ladles, 
skimmers, cake servers, fish knives, tongs, Spectacles, 
corrective, Playing cards, chess board, carom board and 
other board games like ludo. 

ticket, fertilisers, 
Work Contracts  

18% Most items are under this tax slab which include 
footwear costing more than Rs 500, Trademarks, 
goodwill, software, Bidi Patta, Biscuits (All catogories), 
flavoured refined sugar, pasta, cornflakes, pastries and 
cakes, preserved vegetables, jams, sauces, soups, ice 
cream, instant food mixes, mineral water, tissues, 
envelopes, tampons, note books, steel products, printed 
circuits, camera, speakers and monitors, Kajal pencil 
sticks, Headgear and parts thereof, Aluminium foil, 
Weighing Machinery [other than electric or electronic 
weighing machinery], Printers [other than multifunction 
printers], Electrical Transformer, CCTV, Optical Fiber, 
Bamboo furniture, Swimming pools and padding pools, 
Curry paste; mayonnaise and salad dressings; mixed 
condiments and mixed seasonings  

AC hotels that 
serve liquor, 
telecom services, 
IT services, 
branded garments 
and financial 
services will 
attract 18 per cent 
tax under GST, 
Room tariffs 
between Rs 2,500 
and Rs 7,500, 
Restaurants inside 
five-star hotels  

28% Bidis, chewing gum, molasses, chocolate not containing 
cocoa, waffles and wafers coated with choclate, pan 
masala, aerated water, paint, deodorants, shaving creams, 
after shave, hair shampoo, dye, sunscreen, wallpaper, 
ceramic tiles, water heater, dishwasher, weighing 
machine, washing machine, ATM, vending machines, 
vacuum cleaner, shavers, hair clippers, automobiles, 
motorcycles, aircraft for personal use, will attract 28 % 
tax - the highest under GST system.  

Private-run 
lotteries authorised 
by the states, 
hotels with room 
tariffs above Rs 
7,500, 5-star 
hotels, race club 
betting, cinema  

 
Benefits of GST  

In stepping up the tax effort in India, indirect taxes have played an increasingly 
important role. Presently, they account for about 45 per cent of the total tax revenues of the 
central government. The Goods and Services Tax (GST) is an attempt by the Government to 
tax all activities relating to supply of goods and services. The corruption is likely to be 
reduced with its imposition. 
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 GST is a common man friendly tax and in it maximum benefits are given to poor 
people. It leads to simplification of country’s indirect tax structure which also leads to 
reduction in prices of goods and services. Under GST multiple taxes will converge into one. 
With the elimination of cascading effect and uniformity in price throughout the country it 
bring transparency in indirect tax system. Some of the other benefits of GST to the consumers 
and traders are as follows: 

• Common procedures for registration, duty payment, return filing and refund of taxes 
throughout the country. 

• GST help in increasing employment opportunities. 
• No distinction between Goods and Services. 
• Harmonization of laws, procedures and rates of tax across the country. 
• More efficient neutralization of taxes to make the exports more competitive 

internationally. 
• Seamless flow of tax credit from manufacturer/supplier to user/retailer to eliminate 

cascading of taxes. 
• Benefit of exemption/composition scheme for a large segment of small scale 

suppliers to make their products cheaper. 
• It creates a unified common National market. 
• GST help in making India a manufacturing hub. 
• All this boost investments and exports. 
• It will generate more employment by increased economic activity.  

All and above it bring a simplified tax structure by reducing multiplicity of taxes. 

Challenges in GST 
The new GST based tax system has been already started in India. It has challenge as 

well as opportunity. Gradually we came to know whether it is a game changer or not. 
Manufacturers, traders, and service providers across India have been placed under one unified 
tax umbrella, and no longer need to work with a tedious array of 17 distinct types of taxes 
they currently need to comply with. The industry, at present, is struggling to get on with the 
destination-based tax from an origin-based tax structure. Even after almost a quarter of the 
launch of GST in India, people and businesses are still struggling to accept it completely.  

The government have officially launched the system throughout the country; but 
common men are facing new problems every day in the post-GST era. Small retailers and 
shopkeepers are the ones suffering the most. They now prefer to buy their daily grocery 
supplies from GST compliant wholesale chains. The biggest impact will be on the 
unorganised sector because they have to maintain proper GST bills and invoices if they wish 
to survive in the post-GST regime. The problems become more severe due to different GST 
rates. 
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Many food retailers are also confused about how to charge GST on different items in 
a single dish. Or should they stop making different varieties of dishes altogether just to keep a 
basic GST rate? The same problem is being faced by various other businesses. The price is 
also affected by the logistics cost and dealer margins for different places. People are still 
confused which rule is applicable only for local products from local market purchases or also 
on same products purchased from big shops. The problem is that shopkeepers producing 
computerised bills and having an AC in the shop are allowed to charge GST on all their 
goods. 

Small businesses with low annual turnover that are exempted from GST are still 
afraid to supply as they have no proof that they are exempted from GST. Buyers are 
demanding bills from even those shops which are GST exempted but have no proof of that. 
Many dealers are still buying from unregister firms. These are a number of problems faced by 
the taxpayers in the new GST regime. 

The Way Forward 
The introduction of GST was a great move. Not only it is expected to help in 

decreasing fiscal deficit by lifting the tax-to-GDP ratio but, it should also make investment in 
India more attractive. It has bring unified market by making the country a single market as far 
as indirect taxes are concerned thereby reducing corruption to a great extent. Introduction of 
GST also make Indian products competitive in the domestic as well as in international 
markets. It will simplify administration of indirect taxes thereby totally eliminating red tape, 
delays and better clarity on taxes. It also inhibits voluntary compliance. It is well recognized 
that this problem can be effectively addressed by shifting the tax burden from production and 
trade to final consumption. A well designed destination-based value added tax on all goods 
and services is the most elegant method of eliminating distortions and taxing consumption. 
The transparent and complete chain of set-offs will result in widening of tax base and better 
tax compliance may definitely lead to lowering of tax burden on an average dealer in 
industry, trade and agriculture. 
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Abstract 

The tax payment system of India is more ancient the colonial rulers of India was 

make the remarkable change in entire tax system of the country for their own benefit and 

protection of expansion of British based industry in India. They created two types of taxes in 

India direct and indirect tax although it was in favor of British government. It was charged 

by central government and state government on the basis of nature and jurisdiction some of 

the taxes was also charged by local body like municipality. The power of allocation of taxes 

is granted by the constitution of India to center and state. Having several reforms in Indian 

tax system from independence to 2015 has several complexities. That’s creating problem to 

tax payer and government. It will bring the reformer as well as government to think upon a 

acceptable, rational and affordable tax system. Its result is now taken place that is GST 

which is ‘One Tax for One Nation’ that is in practice by several government of the world. The 

research paper is focusing upon conceptuality, applicability and implementation of GST. 

Further it will describe the benefits of GST to Small, Medium enterprises in the country. It is 

based on secondary information which is taken from existing study and information in 

various literatures on the secondary source. 

Key Words: Tax, Government, Goods, Services, Reform. 

Introduction 

The Central Goods & Services Tax (GST) of India is introduced by 1
st
 July 2017 by 

the one hundred and twenty second amendment bill of the constitution of India (one hundred 

and first amendments Act, 2016) applicable throughout India. It will reduce the several types 

of cascading imposed by center and state government. It will governed by Goods & Services 

Tax Council having chairmen, Finance minister of India. It is nothing else, unification of 

several indirect taxes levied by government.  The governing body of GST is a federal agency 

having its own decision making power will improve the complex tax structure of India. It will 

further minimize. Finally it brings benefit to all the factors of economy such as industry, 

government and citizens. It will also minimize the cost of production of goods & services 

across the country that boost up the economy, consequentially the goods & services of Indian 

manufacturer became competitive world wide. ‘GST is likely to improve India’s ranking in 

the Ease of Doing Business Index’ that is the major challenges of India industrial and 
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economic development, also affecting employment creation and under utilization of 

demographic dividend of country.  

Tax evasion is the major problem India that will short out by application of GST. It is 

fully based of technology, the simple and automated procedure of several steps such as 

registration, tax payment, refund and return etc could performed through a single portal that 

will ensure the transparency and accountability. It will also reduce the distance between 

taxpayer and tax administration. Reduction in taxes will decrease the prices of product that 

create more demand and more consumption resulting  more production will taking place in 

the economy, further it will increase the amount of investment and employment which is 

major problem of the country. After implementation of GST, the country is expecting to 

boost the export and make the India as a globally accepted destination of investment. It the 

export will raise and investment will take the place then the dream of India to become the 

global leader is not for away. GST is also improving the ranking of India in ‘ease of doing 

business’ that will also attract the more and more investment in the country.  

The service industry has biggest contribution in economy ans currently its part is 

around 12 percent in tax payment after implication of GST it will increase to around 27 

percent. The bank and other financial service provider such as Non banking Financial 

Institutions ( NBFC ) is the backbone of service sector as well as economy and contributing 

around 6 percent indirect tax in the country, with the application of GST their operation will 

gone to easy, and its performance is expected to improve. 

Type of Goods & Services Tax 

       After implementation of new GST, there are following forms of GST: 

1. Central Goods Services Tax- if any goods are selling in only one state then it would 

be charged by both CGST and State Goods Services Tax. But the amount of tax will 

be part of central government. It is nothing else, summation of  central excise duty, 

central sales tax etc 

2. State Goods Services Tax- it is a part of Goods and Services tax introduced by the 

government of India, will covered by State Goods Service Tax act 2016. The amount 

of tax revenue will be part of respective state. It is nothing else, only merge of Value 

added tax, entertainment Tax, Luxury Tax and entry Tax etc 

3. IGST- if the goods are carried from one state/ union territory/ foreign to another 

state/ union territory for sale then IGST will be charged. Finally it is not any other 

form of tax other than CGST and SGST because merchant will take the credit of their 

prior tax (CGST & SGST) payment.   
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Table 1: List of Asian Countries Implementing VAT/GST 

S. No Country GDP Per Capita (World 

Bank, 2011, USD) 

Year of 

Implementation 

Current Rate 

(%) 

14 South Korea 22,424 1977 10.00 

16 Taiwan NA 1986 5.00 

5 Japan 45,903 1989 5.00 

12 Pakistan 1,189 1990 16.00 

1 Bangladesh 743 1991 15.00 

7 Kazakhstan 11,357 1991 12.00 

19 Uzbekistan 1,546 1992 20.00 

18 Turkmenistan 5,497 1993 15.00 

2 China 5,445 1994 17.00 

11 Nepal 619 1997 13.00 

10 Mongolia 3,129 1998 10.00 

8 Kyrgyzstan 1,124 1999 20.00 

6 Jordan 4,666 2001 16.00 

9 Lebanon 9,413 2002 10.00 

15 Sri Lanka 2,835 2002 12.00 

13 Papua New Guinea 1,845 2004 10.00 

3 India 1,509 2005 12.50 

17 Tajikistan 935 2007 20.00 

4 Iran NA 2008 5.00 

Sources-http://www.ey.com/gl/en/services/tax/worldwide-vat--gst-and-sales-tax-guide---

rates 

Table 2: States in India Who Co firm Goods and Service Tax (GST) Constitution 

Amendment Bill 

S.No. State Passed on 

1 Andhra Pradesh 8th August 2016 

2 Arunachal Pradesh 8th August 2016 

3 Assam 12th August 2016 

4 Bihar 16th August 2016 

5 Chhattisgarh 22th August 2016 

6 Delhi 24th August 2016 

7 Goa 31th August 2016 

8 Gujarat 23th August 2016 
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9 Haryana 29th August 2016 

10 Himachal Pradesh 22th August 2016 

11 Jharkhand 17th August 2016 

12 Madhya Pradesh 24th August 2016 

13 Maharashtra 29th August 2016 

14 Meghalaya 9th August 2016 

15 Mizoram 30th August 2016 

16 Nagaland 26th August 2016 

17 Odisha 1th August 2016 

18 Pondicherry 2th August 2016 

19 Punjab 12th August 2016 

20 Rajasthan 2th August 2016 

21 Sikkim 30th August 2016 

22 Telangana 30th August 2016 

23 Tripura 26th August 2016 

Impact of GST on Micro, Small and Medium Enterprises  

 The small scale enterprises are playing a vital role in Indian economic development, 

by generating employment and contribution in Gross Domestic Product (GDP) etc. it had 

been driver of Indian economy from decades. Now India has around three (3) million small 

and medium enterprises spreading over the every corner of country. Its contribution is around 

50 percent of total industrial output and 42 percent of total export of India. It has been 

foremost employment generation sector of the country. It is also contributing in the mission 

of balanced regional development of the India. 

There are following impact of GST on small and medium enterprises- 

1. Registration-  

After implementation of GST registration of small and medium enterprises 

will go through online that will minimize the various procedural charges and insure 

to entrepreneur to take timely registration certificate. It will also decrease the various 

interference of bureaucracy. It will ease the starting and expansion of small and 

medium business through centralized registration system.   

2. Payment, Refund  & Return- 

Electronic payment of registration fee and tax will ensure the transparency 

and reduce time.  Refund will be faster by enabling the GST that will maximize the 

liquidity of small and medium enterprises, further it will help for the operation of 

business. All the return will be performed by electronic payment system that will lead 
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the accuracy and minimum time consumption. The electronic payment system will be 

automatically compile various adjustment like tax credit and tax liability. 

3. Reduction of tax burden on Small and Medium Enterprises:  

According to present tax regime, the small and medium enterprises which 

having the turnover of more than Rs. 5 lakh are bounded to pay Value Added Tax 

(VAT) registration fee. After the implementation of GST this limit will be extend to 

25 lakh that will be a heavy relief for around 60 percent of small and medium 

enterprises. Further it will increase the new startup and increase the level of operation 

of existing small and medium enterprises.  

4. Festering the Operation of SM\E and Reduce the Logistic Cost-  

The implementation of GST will increase the spread of goods & services 

across the region/state of the country because there is no entry tax for manufacturing 

and sales for any region/ state within the country and also reduce the logistic cost, 

according to Credit Rating Information System of India Limited (CRISIL) it will be 

reduce by around 2 percent. Therefore operation of small and medium enterprises 

will be accelerating over interstate.  

Conclusion  

  The GST is super and efficient tax system in order to implementation across the 

country it is making India as equal to world class tax system. It would create a transparent 

and accountable tax system. It is the time demand of India to implement such type of tax 

because the production of goods and services is increasing over the time and the tax 

collection and administration cost is so high. So, simple tax system is requirement of taxpayer 

and government as well. The government will realize more tax revenue. It is further create 

more employment opportunities and leverage the GDP by 1-1.5 percent. It minimizes the cost 

of production of goods and service that will helpful to domestic industry to flourish in the 

domestic market and compete in the global market. It will further boost the development of 

small and medium industry in India through making ease of doing business, easy registration 

process and so on. 
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Abstract 

GST has come into effect on 1
st
 of July 2017 and it will definitely change the way 

business is done in India. Food processing industry is one of most flourishing industry in 

India because of the consumption requirement of masses and being a catalyst for growth in 

primary sector government is committed for its promotion and expansion. In the following 

paper we will see the cumulative impact of the landmark legislation (GST) on this industry 

and comment on the expected performance of the industry.  

  GST is an indirect tax which will subsume almost all the indirect taxes of central 

government and states governments into a unified tax. As the name suggests it will be levied 

on both goods and services at all the stages of value addition. It has dual model including 

central goods and service tax (CGST) and states goods and service tax (SGST). CGST will 

subsume central indirect taxes like central excise duty, central sales tax, service tax, special 

additional duty on customs and counter veiling duties whereas indirect taxes of state 

governments like state vat, purchase tax, luxury tax, octroi, tax on lottery and gambling will 

be replaced by SGST. Integrated goods and service tax (IGST) also called interstate goods 

and service tax is also a component of GST. It is not an additional tax but it is a system to 

examine the interstate transactions of goods and services and to further assure that the tax 

should be received by the importer state as GST is a destination based tax.  

Keywords:Perishable, Agro-food, Tax Slab, Tax Credit,MSMEs, Food inflation   

Introduction 

When it comes to processed food, it was always taxed in the paradigm that processed 

food is rich man’s food and so for a long time processed food industry has been representing 

to the government that the tax rates must be moderated so that processed food prices remain 

low and consumers accept processed food.It has been proposed that GST will facilitate the 

food processing sector to grow further since this sector shows spectacular growth in the 

country where annual growth rate is nearly 20 per cent amidst anxieties and apprehension 

about the Goods and Services Tax (GST).The GST will subsume excise, service tax and other 

local levies and will create one market for transfer of goods and services across the country. 

As we know that being the backbone food processing industries, agriculture is the root of 

Indian economy and government has always kept it as its top priority. Due to the nature of 

GST being a consumption based tax it will be levied only when food products are sold by the 

manufacturer and not when they are manufactured unlike Excise Duty. The taxation structure 
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for processed food is not very encouraging. For example, fruit and vegetables juices under 

GST will be taxed at 12%, up from current 5%; fruit jams, jellies, marmalades, fruit and 

vegetable purees, etc, will be taxed at an even higher 18%, up from 5%. This is surprising as 

it will discourage the development of food processing industry, especially for perishable 

fruits and vegetables. The impact on the food industry will affect people living in all sections 

of the society. However, taxing the food could hold more impact on the poor. But, the 

exception of food can shrink the tax base as well. 

It is due to absence of modern cold storage facilities that India has incurred post-

harvest fruits and vegetable losses. Focus on this sector will boost food availability, reduce 

inflation and increase the overall GDP of economy. India is one of the leading exporters of 

food products and the Ministry of Food Processing Industry (MOFPI) is implementing a 

number of schemes to promote this sector. 

Erstwhile Tax Exemption for Food Processing Industry:- 

Service Tax:Services provided in relation to loading, unloading, packing, storage or 

warehousing of agricultural produce is not taxable under service tax. According to 

Notification No. 25/2012 dated 20/06/2012 (AS AMENDED), sectors like food processing 

industries and cold-chain facilitating centers have been given exemption from service tax. 

The main areas pertaining to the food processing industry enjoying exemption are: 

1.Services by means of construction, erection, commissioning or infrastructure of original 

works pertaining to:(a) Post-harvest storage infrastructure for the agricultural produce 

inclusive of a cold storages for such reasons.(b)Mechanized food grain handling system, 

machinery or equipment, for units processing agricultural produce such as food staff with the 

exception of alcoholic beverages. 

2.Services by way of transportation by rail or vessel from one place in India to another and by 

a suitable Goods Transport Agency of the following goods namely: (a) Agricultural Produce. 

(b)Milk, Salt & food grain including flours, pulses and rice. 

3.Services by means of loading, unloading, Planning, Storage or warehousing of rice, cotton, 

ginned or bailed 

Central Excise : In terms of central excise, particular goods intended to be utilized for the 

installation of a cold storage, cold room or refrigerated vehicle for the presentation, 

storage/transport of agricultural, apiary, agricultural, dairy, poultry, aquatic as well as marine 

produce and meat are exempt from central excise. The exemption is subject to condition that 

the goods are cleared for the intended purpose and the process laid down in the CE (Removal 

of goods at a concessional rate of duty for the manufacture of Excisable goods) Rules, 2016 

according to Notification No. 20/2016 dated 01/03/2016 that is followed. 
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In addition to the above, there are other exemptions also provided to this industry having a 

lower percentage of excise duty as follows: Nil excise duty on milk, milk products, 

vegetables, nuts & fruits, fresh and dried compared to a standard excise duty of 12% on 

processed fruits & vegetables carrying a merit rate of 2% without CENVAT or 6% with 

CENVAT. Soya Milk Drinks, flavoured Milk of Animal origin also are charged a duty of 2% 

without CENVAT or 6% with CENVAT 

Customs Duty: Government has provided the following exemptions on customs duty to 

provide an impetus to the food processing industry in India: 

1. Projects for the reason of installation of mechanized food grain handling systems and pallet 

racking in ‘Mandis’ as well as warehouses for food grains and sugar; 

2. Cold storage, cold room inclusive of farm level pre-cooling or industrial projects for the 

reasons of preservation, storage or processing of agricultural, apiary, horticultural, diary, 

poultry, aquatic and marine produce as well as meat. 

Highlights from the GST rate card (items related to food processing sector): 

Nil rates (0%) 5% 12% 18% 28% 

fish chicken, 

eggs, milk, 

fresh meat, 

curd, butter 

milk, natural 

honey, fresh 

fruits and 

vegetables, 

flour, besan, 

bread, prasad, 

salt 

cream, branded 

paneer, skimmed 

milk powder, 

fish fillet, frozen 

vegetables, 

coffee, tea, 

spices, pizza 

bread, rusk, 

sabudana, 

kerosene, coal 

Butter, cheese, 

ghee, frozen 

meat products, 

animal fat, 

sausage, fruit 

juices, dry 

fruits in 

packaged 

form,namkeen 

pasta, flavoured 

refined sugar, 

cornflakes, 

pastries and 

cakes, preserved 

vegetables, jams, 

sauces, soups, ice 

cream, instant 

food mixes, 

mineral water 

Chewing gum, 

molasses, , 

waffles and 

wafers coated 

with chocolate, 

chocolate not 

containing 

cocoa pan 

masala, aerated 

water 

Source: e-NAM (National Agriculture Market) a pan-India electronic trading portal 

Purpose of the study: To analyse the impact of GST on some of the prominent segments of 

Food Processing Industries in India and critically estimate the benefits & problems arise due 

to implement of GST. 

Research Methodology: Being an explanatory research it is based on secondary data of 

journals, articles, newspapers and magazines. Considering the objectives of study descriptive 

type research design is adopted to have more accuracy and rigorous analysis of research 

study. The accessible secondary data is intensively used for research study. 
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A Critical Estimate of GST implementation (sector/segment-wise) 

 Logistics sector 

 Perishable items can be transported far without hindrance at a faster pace.The ease of 

transportation of the agriculture goods because of the removal of octroi and entry tax will 

significantly reduce the time and hassle of transporting goods across State borders.Currently, 

local produce rarely crosses State borders because of the Central Sales Tax (CST).But once 

the GST is in place, food from one part of the country can travel places without added taxes 

without hindrance. A superior store network system will guarantee lessening in wastage and 

cost for the agriculturists/retailers. GST will likewise help in diminishing the cost of 

substantial apparatus required for delivering horticultural items. A lot more wastage used to 

go in along the entire agricultural food value chain. Now that can be preserved and brought to 

the market .We will see more food processing and minimising wastage and potentially 

expanding the farmer incomes.It may be worth reconsidering these rates and bringing them 

into to the 5% slab for stronger linkages between farmers and the food processing industry 

and creating jobs in rural areas. Since the raw material could be sourced directly from farmers 

instead of entirely depending on middlemen in mandis, e-NAM
1
(National Agriculture 

Market)provides an opportunity to graduate to a real pan-India market for agricultural 

products. A smooth GST regime will break inter-state barriers on movement and facilitate 

direct linkage between processors and farmers. This can transform the operations of mandis 

too if other necessary reforms to free up agricultural markets are undertaken.  

 Market demand segment (selected food items) 

 The implementation of GST will improveFood Processing Industrymarket expansion 

asin the current systembig corporations procured goods based on Food Processing Industry 

locality in order to reduce overheads. Thus Food Processing Industrylimitstheircustomers 

within state as they have tobear the ultimate burden of tax on interstate sales, reducing their 

customer base. Now, this will be nullified as taxcredit will transfer irrespective oflocation of 

buyer and seller. This allows Food Processing Industryto expand their reach across borders. 

But high rates of GST on several processed agro-food items will be a serious 

detriment for the growth of the industry, worries most of the operators. If we take the case of 

pickles, 26 of the 29 states of the country tax pickles at the rate of 5%. Karnataka imposes 

none, while Rajasthan and Kerala impose VAT on pickles at a higher rate. Add 2% Excise to 

it and 0.2% Octroi on a weighted average basis. That totals to 7.2% tax on pickles at present, 

which the GST raised to a whopping 18%.Pickle and Murabba are a staple food for a very 

large part of the people of the country. When the prices of vegetables shoot through the roof, 

many impoverished are compelled to satiate their hunger just with chapati and pickles. The 

market is so fiercely competitive and price sensitive that the industry operates with a paltry 

2% margin. If the proposed GST rate was implemented, the industry, unable to bear the 

burden, will be compelled to increase the prices of pickle in the range of 10-14%. 
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Table below clarifies the burden of GST regime for a part of the food processing industry: 

Item Existing Tax % Proposed GST% 

Chutney 

(Tamarind/Schezwan) 

7 28 

Tomato and other sauces 7 18 

 Pickles 7 18 

Mix Fruit/Pineapple Jam 5 18 

Macaroni 7 18 

Pasta 7 18 

Vinegar 5 18 

Rusk 0 5 

Sabudana 0 5 

Source: e-NAM (National Agriculture Market) a pan-India electronic trading portal 

The fitment of a GST rate of 12 per cent on Soya Bari and 5 per cent on Soya flour 

comes as a disappointment. Soya Bari and Soya flour are rich in proteins, and can be a major 

weapon in India’s battle against protein malnutrition. Soya protein is the least expensive and 

nutritionally the most valuable and economical protein compared to that obtained from any 

other vegetarian or non-vegetarian source. 

Sweetened aerated water and flavoured water were placed in the highest tax slab rate 

of 28 per cent, combined with an additional cess of 12 per cent. The effective tax rate of 40 

per cent on these products under the GST regime is against the stated policy of maintaining 

parity with the existing weighted average tax, which is significantly below 40%. This 

increase will have a negative ripple effect and hurt the entire ecosystem of farmers, retailers, 

distributors and bottlers in India. Increase in tax will further limit the growth of the beverage 

industry. Moreover, the imposition of cess on non-aerated flavoured water and nutrition 

drinks is not in line with the stated intentions of levying cess only on aerated drinks. 

 Suppliers(raw materials) segment  

 Food processing is an agro-based industry which makes its purchases in cash and 

directly from the farmers. If cost of their inputs gets hiked it will adversely impact the 

industry. Fertilisers that currently attract VAT varying between 0% and 8% (in several 

states)will now attract 12% tax under GST. That means the prices of fertilisers are likely to 

go up by 5-7%, unless the government decides to absorb this by increasing subsidy. 

Pesticides are put in the 18% slab, up from the 12% excise they attract today and VAT of 4-

5% in some States. Several components and accessories oftractors are put in the 28% slab, 

while tractors themselves are in the 12% slab, up from zero excise duty and VAT of 4-5%. 

The cost of cultivation for farmers may increase marginally, which in turn may put mild 
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pressure on agri-prices. State like Punjab which contributes maximum grains to the central 

pool, imposes taxes and various cesses to the extent of 12% on wheat and rice. And on top of 

that, there is the arhatiya commission of 2.5% making thetransactions cost of these basic 

staples in Punjab mandis as high as 14.5%. Now, with new GST regime, even if commission 

of 2.5% stays, one hopes that all other taxes and cesses will go away. As a result, the 

purchase cost of wheat and rice from Punjab mandis will go down by 12%. This will be a 

major gain and the private sector may come back to buy wheat and rice from surplus states, 

giving a fillip to grain-milling. Under GST law, dairy cultivating, poultry cultivating and 

stock rearing are kept out of the meaning of agriculture. Subsequently, these will be 

assessable under the GST. Processors and consumers will be benefit since the cumulative 

effect of tax will be reduced. In the agricultural produce, conventionally we have seen that if 

there is any rate above 2%, unscrupulous players tend to evade tax and some states had VAT 

levels above 2%.Consequently, there was no level playing field between unscrupulous 

players who are evading tax and more organised players and consequently the entire 

agricultural supply chain remained very fragmented with a number of intermediaries with all 

the agricultural produce now getting at zero rate. Now there is a level playing field and 

consequently we will see more investments flowing in both in terms of logistics infrastructure 

and also subsequently rest of the agri-business chain. A lot more consolidation, a lot more 

efficiency in the supply chain will also happen so that larger part of a consumer price can 

now flow back to the farmers.  

 Service providers will the burden of higher tax rate aspresently Service Tax rate is 

15% and GST rate will be around 18%. The scenario in the service sector will further be 

impacted as the concept of Centralised Registration has been done away with and each unit 

indifferent states will have to take separate registration. Thus even if services are supplied by 

company's one Unit in State A to another Unit in State B , then also taxes will be payable.But 

the point of merit is that in the current system, only 50% of the input tax credit against 

purchase of Capital Goods is available in the year of purchase and the balance amount in 

subsequent years. Under GST regime, entire amount of input tax credit can be availed inthe 

year of purchase itself.  

 Working capital segment  

 Under the GST regime, in a running business, the combined effect of monthly tax 

payments, receivables on account of a longer trade credit cycle, and possible delays in getting 

Input Tax Credit could see funds getting blocked. With businesses being required to remit 

taxes under GST every month (from a quarterly frequency earlier), cash liquidity could 

tighten, as on one hand, companies will need to remit taxes collected on the previous month’s 

sales, while on the other hand, their debtors will continue to pay them on the same payment 

terms (for example 90 days). Hence, the working capital gap is likely to go up. But since 

outward and inward supplies will be electronically matched every month, availing of input 

tax credit by the buyer will be based on the compliances of the supplier. Any failure by the 

supplier to declare his outward supplies correctly will lead to mismatch of returns, leading to 
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reversal of credits availed. These types of matching issues will result in an increase in 

working capital gap. Input Tax Credit could also be delayed if a supplier has not remitted 

taxes on their sales in time. Taxation of stock transfer will primarily impact theworking 

capital requirements. The quantum of impact will vary depending on stockturnaround time at 

warehouse, credit cycle to customer, quantum of stock transfer, etc.Higher amount of capital 

requirement willincrease interest cost which ultimately willincrease the price of processed 

food products. 

 Tax compliance segment  

 The first meeting of the GST Council has set the threshold exemption limit for micro, 

small and medium enterprises (MSME) at 20 lakhs as against the earlier proposed limit of 10 

lakhs. This step is favourable for food processing units, as many of these enterprises are in 

the form of MSMEs so they will be saved from undertaking GST compliance.GST regime 

operates on a self-assessment model, requiring MSMEs to file several returns and execute 

other compliances with monthly frequency. Increase in compliances will lead to increase in 

costs, and accordingly, one will have to factor the compliance costs into doing business.The 

GST-framework will increase tax compliance levels substantially because non-compliant 

businesses will be at a severe disadvantage. When a buyer purchases a good/service from a 

non-compliant firm, the buyer will not receive the Input Tax Credit on their purchase. Thus, 

in effect, the buyer will have to pay the seller’s tax liability. This will discourage companies 

from doing business with non-compliant or unregistered firms. While companies under Rs 

20-lakh turnover are not required to pay GST, non-registration will make it difficult for their 

customers to claim appropriate Tax Credit. 

 The Government has set up the GST Network (GSTN) for online administration of 

the dealer registration process, tax payment and tax return filing and refund to tax payers with 

respect to GST. This is a paradigm shift in the taxation system and will result in a simplified 

and transparent tax regime which is easier to administer and monitor. Taxpayers registered 

under VAT, service tax, central excise duty, etc are being automatically migrated to the 

GSTN. 

Conclusion  

The Goods and Services Tax (GST) regime must ensure that processed food does not 

become costlier as it could have an adverse impact on the nutrition levels of the population as 

well as farm sector incomes. Value addition in the food processing sector is a catalyst for 

agricultural sector since the tariff for food products are at the lowest tax slab. The rate of GST 

on processed foods should be kept low or at zero as the country cannot afford to have high 

taxes, with food inflation already over 6 per cent. There should be parity in taxes between 

processed and unprocessed food products otherwise the benefit of processed foods will not 

reach the consumers because of the price difference.Most of the countries in the world have 

lower tax on lot of foods, while their inflation is within 2 per cent. Thus India being country 

with inflation level of 6 per cent could not afford to have higher GST for food items which 

constitutes major portion of Consumer Price Index.There should not be tax on packaged food 
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items especially on those processed foods which help to process perishable fruits, vegetables 

and dairy products and also on all packaging materials which are inputs to the food 

processing.  

A cursory look at the classification of goods under different tax slabs of GST reveals 

that certain items placed under the 28 per cent tax rate category needs to be re-classified 

under the appropriate tax slab from the point of view of MSMEs and consumers. The benefits 

of GST will be lost on Indian industry if it is not accompanied by a set of simple procedures 

to reduce the compliance burden on businesses, especially food processing industry. The 

Government must also take sustained initiatives in order to educate entrepreneurs about the 

various provisions and compliance requirements under GST for food processing units through 

seminars, conferences, training sessions, etc. This will go a long way in enhancing their 

preparedness for swiftly transitioning to this new tax regime, and avail of its various benefits 

on the Indian industry. Finally, the entire economy will depend on the smooth functioning of 

GST-Network (GSTN), the IT backbone where millions of invoices will be uploaded 

monthly. While there may be short-term pain in transitioning to the new regime, GST will 

herald an era of greater transparency, compliance, and eventually digital data availability that 

will enable the Indian economy to grow faster. Greater access to data and a measurable 

working capital gap will enable newer and more cost-effective forms of short-term financing 

in the food processing industry. 

Notes – 
1 

e-NAM (National Agriculture Market) is a pan-India electronic trading portal launched by 

Ministry of Agriculture & Farmers’ Welfare, Govt of India, to facilitate farmers, traders, 

buyers, exporters and processors with a common platform for trading commodities. It 

currently links 250 APMCs (Agriculture Produce Marketing Committees) from across 10 

states. 

 

References 

1. Asha, (2013). Emerging sectors of Indian Economy. Global Journal of Management 

and Business Studies, (Vol. 3), No: 5, pp. 491-196 

2. Dani, S. (2016). A Research Paper on an Impact of Goods and Service Tax (GST) on 

Indian. Business and Economics Journal, 1-2. 

3. Garg, G. (2014). Basic Concepts and Features of Good and Services Tax in India. 

International Journal of scientific research and Management. 2(2), 542-549. 

4. Khan, M., & Shadab, N. (2012). Goods and Services Tax (GST) in India: prospect 

for states. Budgetary Research Review (BRR), 4(1), 38-64. 

5. Kumar, N. (2014). Goods and Service Tax in India-A Way Forward. Global Journal 

of Multidisciplinary Studies, 3, (6). 



GST and Food Processing Industry in India : A Critical Estimate 

Volume 3, Issue 3&4. July-December 2017 185 
 

6. Panda, Aurobinda., & Patel, Atul. (2010). The Impact of GST (Goods and Services 

Tax) on the Indian Tax Scene. SSRN Electronic Journal. 10.2139/ssrn.1868621. 

7. Rathod, M. (2017). An Overview of Goods and Service Tax (GST) In India. Journal 

of Commerce and Management, 1-6. 

8. Ravi, C., & Roy, D. (2006). Consumption patterns and food demand projections, a 

regional analysis. Draft Report submitted to IFPRI, New Delhi. 

9. Sarkar, S., & Karan, A. K. (2005). Status and Potentials of village agro-processing 

units/industries. Department of Economic Analysis and Research, National Bank for 

Agriculture and Rural Development. 

10. Sehrawat, M., & Dhanda, U. (2015). GST in India: A key tax reform. International 

Journal of Research-Granthaalayah, 3(12), 133-141. 

11. Singh, S. P., Sikka, B. K., & Singh, A. (2009). Supply chain management and Indian 

fresh produce supply chain: Opportunities and challenges. In Proceedings of the19th 

Annual World Symposium. International Food & Agribusiness Management 

Association. 

12. Sunitha, G., & Sathischandra, P. (2017). Goods and Services Tax (GST): As a new 

path in Tax reforms in Indian economy. International Journal of Research in Finance 

and Marketing, 7(3), 55-66.  

13. Vasanthagopal, R. (2011). GST in India: A Big Leap in the Indirect Taxation 

System. International Journal of Trade, Economics and Finance, 2(2), 144. 

14. https://en.wikipedia. org/wiki/Goods_and_Services_Tax_(India). 
15. http://www.dailypioneer.com/business/high-gst-rate-a-serious-threat-to--agro-food-

processing-industry.html. 
16. http://www.thehindubusinessline.com/economy/gst-regime-food-industry-happy-at-

lower-levy-but-branded-wheat-players-sore/article9708208.ece. 
17. http://economictimes.indiatimes.com/news/economy/policy/a-quick-guide-to-india-

gst-rates-in-2017/articleshow/58743715.cms. 
18. http://mofpi.nic.in/sites/default/files/product-wise_gst_rates.pdf. 

 

 

 

 

 



ISSN : 2395-7468 

186  
 

An Evaluation of the Impact of GST on the Indian Stock Market 
Dr. Karimullah1 

Abstract 

This is a fact that any changes in government policy create an effect on the Indian 
economy as well, directly or indirectly, including global market and business sector also. Our 
government initiated a new taxation system called Goods and Service Tax (GST), taxes such 
as VAT, excise duty, octroi tax, service tax and other indirect tax will be replaced by a single 
tax which is GST. It has affected the whole economy including stock market India. This paper 
examines the impact of GST on the Indian stock market through FIIs investment behavior. 
The secondary data of FIIs investment has been taken on the daily basis for both purchase 
and sale activities. The data has been analyzed with the help of regression analysis. The 
result suggests no significant effect of GST.  

Introduction 
Any changes in the policies change the economic conditions of a nation & that 

change the market sentiments towards companies & that drive the stock price up/down. Same 
applies to recent Goods and Service Tax (GST) Bill. It is a comprehensive indirect tax, levied 
on goods and services, aimed at replacing all other indirect taxes. France was the first country 
to introduce this system in 1954. Today, it has spread to over 160 countries. Many countries 
have a unified GST system. However, countries like Brazil and Canada follow a dual system 
wherein GST is levied by both federal and state or provincial governments. 

In India, a dual GST is being proposed wherein a central goods and services tax 
(CGST) and a state goods and services tax (SGST) will be levied on the taxable value of a 
transaction. 

 Currently, there are many indirect taxes in Indian economy like Value Added Tax 
(VAT), Service Tax, Excise Duty, Octroi etc which is collected by municipal, state & central 
government. But after the execution of GST Bill, now there exist only one indirect tax levied 
on all goods and services possibly at the flat rate of 18% which will be collected by central 
government (on behalf of both, state and central government). Finally, GST launched in July 
2017 in India.  

 Stock market facilitates the reallocation of savings from savers to entrepreneurs. In 
this changing scenario of the economy a pool of fund availability is very important and a 
developed stock market can do this job very well. Our industries are the backbone of the 
economy and industries are amusing required fund through stock market channel. The 
liberilation in the stock market is a focal point for economic development. The main 
attraction of the capital markets is that they provide for entrepreneurs and governments a 
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means of mobilising resources directly from the investors, and to the investors they offer 
liquidity. Among the significant measures of financial liberalization and integration with the 
international markets, most importantly, portfolio investment by the Foreign Institutional 
Investors (FIIs)2 has been allowed since September 1992. 

Several studies have shown that the FIIs investment has highly supported the stock 
market integration as well as efficiency also. The available literature on factors determining 
FIIs investment into the stock market, number of studies have found market returns to be an 
important determinant, although the studies vary between themselves in terms of the time 
period, the number and the kinds of variables included and the statistical techniques used for 
the analysis. (Rai and Bhanumurthy 2004, Kumar 2001, Batra 2001, Mukharjee, Bose and 
Coondoo 2002). 

How will GST affect the stock market? 
  In common, GST will improve the way of doing business in India because various 
entry barriers will eliminate after GST bill. This new system will also improve the revenue of 
central and state government of India. It will remove corruption from the country as everyone 
has to pay a specific taxable amount while doing a transaction of any goods and service. It 
will bring uniformity as tax rate will be same in everywhere. It will provide a single identity 
to Indian country. It will simplify the process of levying tax because the previous tax will be 
replaced by GST. 

But particularly in the context of stock market, Implementations of GST will improve 
the way of trading in stock market, it will simplify tax structure and make the supply chain 
more efficient and convenient.GST will boost earning of companies logistic, manufacturing 
and transportation sectors. It will boost transportation process as GST eliminate various 
checkpoints. According to Pankaj Sharma, Head of Equities, Equirus Securities  “It may not 
lead to an immediate impact on markets, there cannot be an argument about the fact that GST 
is a big and much-needed structural reform. If passed, this will be a step in the right 
direction”. There is still confusion around that GST will impact security transactions, it is 
fundamentally a destination based ‘consumption tax’ whereas securities are ‘investments’. 
Imposing a value added tax on something which merely represents investments would go 
against the principle of GST.  

As a very important point, GST will be beneficial for the stock market because of 
FIIs investment as it will send a positive message to the foreign investor. Many research 

                                                            
2 FII means an entity established or incorporated outside India which proposes to make investment in 
India. Following entities / funds are eligible to get registered as FII: Pension Funds, Mutual Funds, 
Insurance Companies, Investment Trusts, Banks, University Funds, Endowments, Foundations, 
Charitable Trusts / Charitable Societies. Further, following entities proposing to invest on behalf of 
broad based funds, are also eligible to be registered as FIIs: Asset Management Companies, 
Institutional Portfolio Managers, Trustees.  
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studies show that FIIs are very sensitive towards government policy in India. By the 
implementation of GST Our country will represent as a better policy maker in front of the 
foreign market, and then it will lead foreign investor to make an investment in the Indian 
stock market. On the other hand Implementation of Goods & Service Tax (GST) will lead to 
increased tax compliance and attract more foreign direct investments across sectors. 

GST and FII investment 
Economies like India, which offer relatively higher growth than the developed 

economies, have gained favour among investors as attractive investment destinations for 
foreign institutional investors (FIIs). Investors are optimistic on India and sentiments are 
favourable following government’s announcement of a series of reform measures in recent 
months. According to Ernst & Young's (EYs) Global Capital Confidence Barometer (CCB) - 
Technology report, India ranks third among the most attractive investment destinations for 
technology transactions in the world. 

India is the third largest start-up base in the world with more than 4,750 technology 
start-ups, and about 1,400 new start-ups being founded in 2016, according to a report by 
Nasscom.  

 According to Bharat Iyer, MD, Global Research, JP Morgan India. "The FII 
participation has been very consistent as far as India is concerned and we see the trend 
continuing. We have been overweight India in the context of Asia and emerging markets 
since November 2013 and that stance very much continues,"  

 Foreign investors in India are watching the GST for the reasons 

Impact on markets: If GST becomes a reality, it would be a major trigger for the market, 
which has been moving in a narrow range ahead of the debate in Parliament. The Nifty50 
closed flat while the S&P BSE Sensex closed 0.12 per cent lower for the week ended July 22. 

FIIs money waiting on the sidelines: The GST bill is an important piece of legislation, 
which will permanently change the way businesses and commerce is done in India. This will 
facilitate ease of doing business in India and improve efficiencies.  

As far as Government Initiatives is concern, The Government of India's reforms like 
demonetization and the Goods and Services Tax (GST) have restored the confidence of 
investors in the Indian markets, stated Mr Bill Maldonado, Asia-Pacific and Global Chief 
Investment Officer (CIO), Equities at HSBC Global Asset Management. The Securities and 
Exchange Board of India (SEBI) has relaxed norms for registered FPIs in India, allowing 
them to operate through the International Financial Services Centre (IFSC) without any 
additional documentation or prior approval process. SEBI has allowed FPIs to invest in units 
of Real Estate Investment Trusts (REITs), infrastructure investment trusts (InvITs), category 
III Alternative Investment Funds (AIFs), and also permitted them to acquire corporate bonds 
under default. 
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Objective 
The objective of paper is to examine the impact of GST on the Indian stock market 

through FIIs investment behavior. 

Research Methodology 
The data has been analyzed with the help of regression analysis. The secondary data 

of FIIs investment has been taken on the daily basis for both purchase and sale activities from 
July- November 2017. At first the trend analysis has been performed to know the trend of 
FIIs investment after GST. Then Regression analysis has been conducted to examine the 
impact of GST as a policy of Indian Government on the FII investment behavior. FII 
investment behavior has been used as the proxy of stock market. It has assumed that there 
exist the impact of the FIIs investment on the stock market, so the GST might affect stock 
market through affecting FII investment behavior. GST has been mentioned as a Policy 
Decision of the government. So the impact of GST has been examined with the help of 
Dummy variable. 

First problem with the time series is that it should be stationary. The ADF unit root 
test has been used for each series. The ADF test is explained in the first part of this paper. 
Another condition for the regression analysis is that the error term should not be auto 
correlated. It is assumed that there is no autocorrelation. 

Trend of FIIs Investment after GST 

Figure-1 : Trend of FIIs Investment after GST 

 

The above figure shows the trend of FIIs purchase and sale situation. It is clear that 
there is immediate effect of the announcement of GST on FIIs purchase and sale situation. 
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Table 1: ADF Statistics of the Variables 
Variables Beta value t-Statistic p - value Conclusion/ 

Stationery 
FIIPD -0.7166 -3.6415 0.01000 yes 
FIISD -0.6565 -3.5311 0.01000 yes 

Source: Author’s calculation 

FIIPD (FII purchases daily):- This is daily purchasing of securities in the Indian 
stock markets by FIIs measured in Rs. crore.  

FIISD (FII sales daily):- This indicates the daily sales of securities in the Indian 
stock markets by FIIs in Rs. ml.  

The result of ADF test is tabulated in the table 1. Table shows that the both the series 
FIIPD and FIISD are stationary for their original levels. The p-value is exact significant level. 
In other words, the calculated series are stationary.  

Table - 2: Regression Result; impact of GST on FIIs Purchase 
Variables Beta value t-Statistic p - value 

FIIP   0.17835 1.591 0.11157 
DUM -209.41332 -0.414 0.67888 
CON 4186.93900 6.092 0.00000 

Source: Author’s calculation 

The impact of GST has been examined with the help of Dummy variable (DUM). 
The result tabulated in the table-2 suggests that there is not significant impact of GST on the 
FIIs purchase.  

Table - 3: Regression Result; impact of GST on FIIs Sale 
Variables Beta value t-Statistic P- value 

FIIS 0.16217 1.424 0.15435 

DUM 648.17601 1.367 0.17150 
CON 4066.76918 6.131 0.00000 

Source: Author’s calculation 

The result tabulated in the table-3 suggests that there is not significant impact of GST 
on the FIIs sale.  

Overall result shows that that there is no significant impact of GST on the FIIs 
investment behaviour. So we can conclude that there is not any significant impact of GST 
announcement on the Indian stock market.  
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Conclusion and Suggestions 
The paper examines the impact of GST on the Indian stock market. The secondary 

data of FIIs investment has been taken on the daily basis for both purchase and sale activities. 
The data has been analyzed with the help of regression analysis. The result suggests that FIIs 
are not so sensitive towards the taxation policy of the Indian government. The expert analyst 
are of the views that Foreign investors are looking positively towards GST but this research 
study suggest that the FIIs are being governed by some other factors such as stock market 
return, exchange rate, etc. now the Indian government has revised its GST and has made it 
more applicable. Now it is the subject of future that where the revised structure would ensure 
more FIIs investment in Indian stock market or not.  
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Abstract 

Tax structure refers to the various taxes that constitute the tax system of a country, 

broadly comprising of direct and indirect taxes. Taxes are one of the principal sources of 

revenue for Governments all over the world. A developing country like India faces vicious 

circle of socio-economic problems such as poverty, unemployment, illiteracy, availability of 

primary health services, income distribution; inequality which compelled it performs various 

other roles for upliftment of society. Therefore both direct and indirect taxes are essential to 

bring adequate revenue to the state for meeting the increasing public expenditure. Tax 

revenue facilitate to faster economic growth and economic stability.   

  The purpose of this study is to examine the effect of tax revenue on the economic 

development of India, and to ascertain the relationship between growth rate of gross 

domestic product and the growth rate of various components of direct as well as indirect tax. 

The approach adopted in this study was that of using annual time series data for the period 

1991 to 2016 to estimate a linear model of growth rate of GDP and growth rate of important 

components of direct as well as indirect taxes using ordinary least square (OLS) regression 

technique.  

Findings shows the impact of growth rate of corporation tax and custom duties are 

noticeable which explains there are significant relationship between GDP growth rate and 

growth rate of corporation tax as well as significant relationship between GDP growth rate 

and custom duties. As general objective, there is significant relationship between GDP 

growth rate and growth rate of tax revenue during the study period. This study provides a 

useful insight for the government, stakeholders and policy makers into the importance of tax 

revenue for economic development as a result; income derived from tax should be judiciously 

used to encourage citizens to continue to pay tax. 

Keyword: Tax revenue, corporation tax, income tax, excise duties, custom duties, gross tax 

revenue, GDP, Public expenditure, OLS.   

Introduction 

Taxes are one of the principal sources of revenue for Governments all over the world. 

The Governments collect taxes in order to discharge various  responsibilities such as maintain 

law and order, defense, social security, to develop- road, port, rail, telecom, to facilitate 

health and education, eliminate poverty, generation of employment that would results high 
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standard of living and  to achieve sustainable economic growth. Mobilization of resources, to 

influence the allocation of resources, to redistribution of income, stabilize the economy in 

trouble time, to overcome externality are another intention of government’s tax revenue. 

Hence an efficient tax policy is required to limiting undesired distortions, optimizes the cost 

tax compliance and to incentivize invest in strategic, core sector of economy.  Tax structure 

plays important role to achieving economic growth and fiscal consolidation, instead of the 

efficiency of taxation,   

  According to the economic theory taxation creates distortions and in turn impact 

negatively on economic growth except lump sum taxes. Considering a simple production 

function it is obvious that taxation can affect growth through its impact on (1) physical 

capital, (2) human capital and (3) through its effect on the total factor productivity. According 

to some researches corporate and personal income taxes are the most detrimental to growth, 

while consumption, environment and property taxes are less harmful (OECD, 2008).  

  The economic crisis of 1991 led to structural tax reforms in India with main purpose 

of correcting the fiscal imbalance. Subsequently, the Tax Reforms Committee headed by Raja 

Chelliah (Government of India, 1992) and Task Force on Direct Taxes headed by Vijay 

Kelkar (Government of India, 2002) made several proposals for improving Income Tax 

System. These recommendations have been implemented by the Government in phases from 

time to time. The main objective of these reforms has been to enhance tax revenue by 

enlarging tax base, encouraging voluntary tax compliance and simplifying procedural rules.   

To attain target of fiscal responsibility and budget management (FRBM) act 2003 is 

necessary to stimulus growth through raising tax revenue. Therefore countries aimed to 

increase tax-GDP ratio. Simple correlation states that tax revenue rises as GDP increase. But 

is this relation always not true. High taxes can be seen to be negative for investment, 

employment and economic growth (Poirson, 2006).       

Literature review  

There are various studies about the relationship between taxes revenue and the total 

outcome, concluded negative relationship between tax revenue and economic growth. 

According to supply-side economists, among them Laffer is prominent one; believe that high 

marginal tax rate reduces the tax revenue as well as level of economic activity.  Wang (2009) 

has used statistical tools and analyzed to prove the maximization of tax revenue is 

incompatible with the maximization of GDP. In the same line, Plosser (1992) has compared 

the growth rate of per capita GDP in the 24 OECD countries in 1960-1989 and has calculated 

the correlation coefficient is -0.52. If government increases 0.05% of the average tax rate, the 

economic growth rate would be reduced by 0.4%.  James and Robert (2006) have revealed 

that high additional tax rates, particularly rates of 50 percent or more, exert an adverse impact 

on long-term economic growth. They estimated that a 10 percentage point reduction in a 

country‘s top marginal tax rate will enhance the country‘s long-term annual growth rate of 
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real GDP by approximately three tenths of a percentage point. Ergete & Bev (2012) find that 

a higher provincial statutory corporate income tax rate is associated with lower private 

investment and slower economic growth and their estimates suggest that a 1 percentage point 

cut in the corporate tax rate is related to a 0.1–0.2 percentage point increase in the annual 

growth rate.   

   There are also some contradictory findings for many developing countries, needs 

higher tax revenue to fight against various socio-economic challenges. According to Nicholas 

Kaldor (1963), if a country wishes to become developed ‘it required to tax collection closer 

to 25-30 percent of GDP than the 10-15 percent found in many developing countries. In the 

same contemporary, Martin and Lewis (1956), a few years earlier had similarly argued that 

the government of an under-developed country needs to be able to raise revenue of about 17 

to 19 percent of GDP in order to give a not better than average standard of service.  Norman 

(1988) argued that economists have long recognized that tax system in any country s a 

powerful policy instrument available to governments in the pursuit of a number of economic 

and social objects. Among these objectives, it is perhaps in assisting the acceleration of 

economic growth that tax instrument has most often been identified, particularly in the 

Keynesian tradition, as of crucial importance. Moreover, Engen & Skinner (1996) have 

reexamined the relationship between economic growth and taxation in light of the 

accumulated economic evidence, both from the United States and other countries. They also 

found that it is not necessarily obvious that high taxes are bad for economic growth, either in 

theory or in the data. However, the evidence is consistent with lower taxes having modest 

positive effects on economic growth.  

 Joel (2003) argued that there is no compelling evidence that high taxes impede economic 

growth. He also supported that there is a positive correlation between high tax rates and 

prosperity, and that is because developed countries are the ones with the high tax ratios. The 

positive correlation is probably largely due to factors, such as education level, that vary 

across countries and are connected with prosperity as well as facilitate the collection of taxes.  

Many researchers analyze the negative influence by the tax multiplier, but a few of them pay 

attention to its accuracy. Cao (2006), a Southeast University of China professor, showed that 

in the proportional tax system, calculation of the tax multiplier and the government transfer 

payments multiplier is inaccuracy. The marginal propensity to consume of the pre-tax income 

is wrongly regarded as the marginal propensity to consume of after-tax disposable income. 

Nie and Ren (2009) insisted that the tax multiplier in three economic departments leads 

different results in the proportion of income tax. The factor is the mathematical method.   

Many researchers support that high taxes are bad for economic growth. Nicholas Kaldor 

(1963), Martin and Lewis (1956), Engen & Skinner (1996) and Joel (2003) have opposing 

considerations. We argue that the effect has both positive and negative aspects.  
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Objectives  

The basic objective of this study is to examine the relationship between gross tax 

revenue and GDP of India. However, other objectives are as follows;  

 To examine the relationship between corporate tax and the GDP of India. 

 To examine the relationship between Income tax and the GDP of India. 

 To examine the relationship between excise duties and the GDP of India. 

 To examine the relationship between custom duties and the GDP of India 

 

Research Hypotheses 

H01: There is no significant impact of growth components of tax revenue on growth of 

GDP. 

Halt.: There is significant impact of growth components of tax revenue on growth of 

GDP. 

H02: There is no significant impact of growth of tax revenue on growth of GDP. 

Halt.: There is significant impact of growth of tax revenue on growth of GDP. 

Research Methodology   

To examine the problem, according to the objectives, regression analysis has been 

applied in the study. The regression analysis is conducted to test the cause and effect relation 

between tax revenue collected by central government of India and GDP during this period 

after structural changes in economic policy especially after tax reform. 

According to the conventional wisdom (classical linear regression), in order to apply 

standard inference procedures in regression analysis, the variables in the system needed to be 

stationary since the vast majority of econometric theory is built upon the assumption of 

stationarity. Stationary series should at least have constant unconditional mean and variance 

over time, a condition which hardly appears to be satisfied in economics, especially time 

series data, even after removing those deterministic terms. Further, if one regress the non-

stationary variables, the result will be not real and is called ‘spurious regression’. So 

transforming integrated time series into stationary ones by successive differencing of the 

series before monetization was a pre-requisite for regression analysis. 

If the model is correctly specified, in the sense that the conditional expectation of the 

model error U relative to the X variables and all lagged dependent (Y) variables and lagged X 

variables equals zero, then the OLS parameter estimators b(1),..,b(3), minus their true values, 

times the square root of the sample size n, are (asymptotically) jointly normally distributed 

with zero mean vector and variance matrix: provided that the conditional variance of the 

model error U is constant (U is homoskedastic), if the conditional variance of the model error 

U is not constant (U is heteroskedastic). 
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Techniques of data analysis  

  The regression model employed to establish the relationship between explanatory and 

dependent variables. The Ordinary Least Square (OLS) technique applied to estimate the 

numerical estimates of the co-efficient in different equation.   

 Model Specification 

  The functional relationship between tax revenue and the GDP of India – 

 GDP = F (CT, IT, ED, CD etc) 

Regression equation- 

Gw GDP = β0 + β1 Gw CT+ β2 Gw IT +β3 Gw ED +β4 Gw CD + et……1  

Gw GDP = α0 + α1Gw Tax Rev……………………………………………2 

Where,  

Gw GDP= growth rate of gross domestic product,  

Gw tax Rev = growth rate of tax revenue,  

Gw CT = growth rate of corporation tax,  

Gw IT = growth rate of income tax,  

Gw ED= growth rate of excise duties,  

Gw CD = growth rate of custom duties,  

et= error term.  

Data Collection 

This study is based on secondary data. The time period of collected time series data 

covers the period from 1991 to 2016. The rationale behind choosing this time period is to 

analyze the impact of tax revenue collected from various sources on economic growth of 

India specifically after economic reform. In other words, this study try to evaluate the cause 

and effect relation between tax revenue collected by central government of India and GDP 

during this period after structural changes in economic policy especially after tax reform. The 

data has been collected from various authentic sources viz. various government reports, 

periodicals, journals, websites, CMIE, and RBI bulletins.  
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Result Interpretation 

The analysis is done into two parts; one is termed as trend analysis and second is 

empirical analysis. Both part of the analysis deals with examining the relationship between 

tax revenue collected by central government of India and GDP during this period after 

structural changes in economic policy especially after tax reform. 

Trend Analysis 

Graph-1: Relationship between GDP and Tax Revenue 

 
Source: RBI Bulletin 

From above figure it is clear that total tax revenue steadily stagnant over the year that 

means tax revenue is not increases during the study period. While GDP shows gradually 

increasing trend up to 2002, but after 2003 it increases very rapidly. This increasing trend in 

GDP is may be because of the several other factors excluding the growth in tax revenue.  

Graph-2: Share of Direct and Indirect Tax in Total Tax Revenue 

 
Source: RBI Bulletin 
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The above figure shows that the share of direct and indirect tax in total tax revenue as 

well as the tax revenue are increasing continuously over the period of time. Year 2007 and 

2015 are the year of conversion between direct tax and indirect tax revenue. After 2007, 

indirect tax revenue decreases drastically in 2010 and then it again shows an increasing trend. 

Indirect tax has contributed more than direct tax in total tax revenue during 1991 to 2007, but 

after that its contribution was going down significantly.  

Graph-3: Trend of Various Direct and Indirect Taxes 

 
Source: RBI Bulletin 

The above figure portrays that the important component of direct tax i.e. corporation 

tax has been reduced dramatically in 2002 due to global financial crises of 2001, but 

afterwards it has been increasing consistently and it becomes major contributor to the total 

tax revenue. The Personal income tax (PIT) contribution was meager in total tax revenue till 

2006 except 2002. Since 2006, the trend of PIT shows almost similar pattern of growth as 

seen in excise duties.  

Empirical Analysis 

Annual time series data collected from original sources are transformed into natural 

log to compress our data series. The important statistics on the basis of analysis are listed 

below : 

Table: 1- Correlation Matrix 

Variables Gw GDP Gw TAX REV Gw PIT Gw CT Gw ED Gw CD 

Gw GDP 1.00 .327 .010 .355 -.097 .424 

Gw TAX REV .327 1.00 .352 .132 . 163 .823 

Gw PIT .010 .352 1.00 -.075 .460 -.052 

Gw CT .355 .132 -.075 1.00 -.026 .0294 

Gw ED -.097 .163 .460 -.263 1.00 .044 

Gw CD .424 .823 -.052 .029 .0 44 1.00 

Source: Author’s calculation 
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Note: Gw GDP= growth rate of gross domestic product.  

Gw tax Rev = growth rate of tax revenue.  

Gw CT = growth rate of corporation tax.  

Gw IT = growth rate of income tax. 

Gw ED= growth rate of excise duties.  

Gw CD = growth rate of custom duties. 

The table -1 shows the status of correlation between different variables taken for the 

analysis purpose. This table is generated to test multi-co linearity among the variables. The 

result shows that there is no problem of multi-co linearity.    

Table: 2- ADF Statistics of the Variables 

Variables β-  value t- value p- value Stationarity 

Gw GDP -0.4861 -2.1786 0.21000 No 

L1 Gw GDP -1.5391 -4.7490 0.00000 Yes 

Gw TAX REV -1.2769 -4.6524 0.00000 Yes 

Gw PIT -1.1847 -3.4532 0.01000 Yes 

Gw CT -1.1645 -3.4742 0.01000 Yes 

Gw ED -1.0910 -3.1067 0.03000 Yes 

Gw CD -1.2362 -4.0274 0.00000 Yes 

 Source: Author’s calculation 

Note: L1= First Lag.   

The results of ADF test (has been used to check the stationarity of the series) are 

tabulated in table-2. The results show that only growth rate of gross domestic product series 

are non-stationary at the 5% significance level as the p-value of it is 0.21, but the first 

difference of the series are found to be stationary at the 5% significance level as the p-value 

are near 0.00. The other five variables are found to be stationary at their original value as 

the p-values are significant at 5%.  

Regression Result 

Table-3: Impact of Growth of Tax Components on Growth of GDP 

Source: Author’s Calculation.                    Dependent Variable: Y= Growth Rate of GDP 

 

Variables β-  value t- value p- value Level of significance 

L1  Gw GDP -0.47428 -2.249 0.02450 Significant 

Gw PIT 0.01449 1.034 0.30126 Not significant 

Gw CT 0.00487 1.983 0.04740 Significant 

Gw ED -0.05274 -1.121 0.26212 Not significant 

Gw CD 0.11306 3.338 0.00084 Significant 

Constant -1.54422 -1.775 0.07590 Significant 
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The regression result shows the impact of growth rate of corporation tax and custom 

duties are noticeable. The null hypothesis has rejected, explaining there are significant 

relationship between GDP growth rate and growth rate of corporation tax (p= 0.04); as well 

as significant relationship between GDP growth rate and custom duties (p= 0.0008). Further, 

it can also be said that only growth rate of custom duties has noticeable impact on GDP 

growth rate; means if growth of custom duties increase by 1% then it would raise GDP 

growth rate by 11% ( β estimated= 0.11).    

Table-4: Impact of Growth of Tax Revenue on Growth of GDP 

Variables β-  value t- value p- value Level of significant 

L1 Gw GDP -0.37931 -1.606 0.10818 Significant 

Gw TAX REV 0.18773 2.354 0.01855 Significant 

Constant -3.05157 -2.311 0.02082 Significant 

Source: Author’s Calculation.  

As general objective, there is significant relationship between GDP growth rate and 

growth rate of tax revenue during the study period; if growth of tax revenue increases by 1% 

then it would raise GDP growth rate by 18% due to government expenditure on infrastructure 

and other various developmental and socio-economic schemes which has multiplier effects.    

Conclusion  

The major findings of this study revealed that there is a significant relationship holds 

between growth rate of corporation tax and the growth rate of the GDP; and the similar 

relationship took place between growth rate of customs duties and growth rate of Gross 

Domestic Product but there is no significant relationship took place between personal Income 

Tax and GDP growth rate. In other words, the finding suggested that there is significant 

relationship between growth of total tax revenue and growth of GDP. Further, this statistical 

result equally supported the theoretical concepts given by various eminent economists.   

According to economic analysis, taxation remains a strong socio-political and 

economic tool for economic growth and national prosperity. Larger tax revenue collection 

gives vast scope to government spending in major critical areas where risk and uncertainty 

prevailed viz. infrastructure sector; has larger multiplier effect on economy and employment 

generation. It becomes more important for a country like India where capital output ratio is 

high due to infrastructural bottlenecks. Tax revenue could not be raised by raising tax rate, 

although it could raise via improve tax administration, improved tax infrastructure reducing 

the cost of tax compliance, elimination of leakages, easy and comprehensive legislation for 

common business men  and most importantly covering the maximum goods and services 

produced in economy. 
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विमुद्रीकरण का कर राजस्ि पर प्रभाि 

अनिर आलम
1
 

करीमुल्लाह
2 

साराांश (Abstract) 

 वकसी दशे के आर्थिक र्िकास में कर राजस्ि का महत्िपरू्ि योगदान होता ह।ै इसर्िये प्रत्येक दशे की 

सरकार कर राजस्ि में िरृ्ि के र्िये प्रयासरत रहती ह।ै भारत सरकार द्वारा 8 निम्बर 2016 को र्कये गये र्िमदु्रीकरर् 

के अनेक उद्देश्य बताये गये। र्जनमें कािे धन को समाप्त करना एिं अथिव्यिस्था को कैसिेस की ओर िे जाना सबसे 

अहम था। कैसिेस अथिव्यिस्था को कािा धन समाप्त करने एिं कर राजस्ि बढ़ाने में सहायक माना जाता ह।ैइस पेपर 

में र्िमदु्रीकरर् का कर राजस्ि में पड़ने िािे प्रर्भाि के अध्ययन का प्रयास र्कया गया ह।ै साथ ही र्द्वतीयक आकडों के 

आधार पर यह र्दखाने का प्रयास र्कया गया ह ै र्क र्िमदु्रीकरर् का र्ित्त िर्ि 2016-2017 में कर राजस्ि एिं कर 

आधार बढ़ाने िािे प्रभाि सकारात्मक रह ेहैं। 

मुख्य शब्द- र्िमदु्रीकरर्, कैशिेश अथिब्यिस्था, कर राजस्ि। 

पररचय (Introduction) :  

 सम्भािना को िास्तर्िकता में बदिना ही र्िकास ह।ै कोई दशे र्िकास तभी कर सकता ह,ै जब िह अपनी 

सम्भािनाओ ंको िास्तर्िकता में बदिने के र्िए अपनी क्षमताओ ंका आकिन करे तथा उसमे आने िािी चनुौर्तयों 

का सही समाधान करे। चूूँर्क र्िकास एक सतत ्प्रर्िया ह,ै इसर्िए इसे बनाये रखने के र्िए यह आिश्यक हो जाता ह ै

र्क आर्थिक नीर्तयों (र्जसे सामान्यतः आर्थिक सधुार कहते हैं) में समय के साथ पररितिन र्कया जाये।  

 8 निम्बर 2016 की रात को ितिमान प्रधानमंत्री के द्वारा 500 और 1000 रूपये के नोटों के र्िमदु्रीकरर् की 

घोर्र्ा की तो दशे भर में जनता अिाक रह गयी और उसकी पहिी प्रर्तर्िया हरैत और अर्िश्वास के रुप में थी, र्कन्त ु

िास्ति में यह आर्थिक सधुारों की प्रर्िया का एक साहसी कदम था। 

 यद्यर्प भारत में पहिे भी दो बार र्िमदु्रीकरर्, 1948 ई. एिं 1978 ई. में र्कया गया र्कन्त ुउस समय भारतीय 

अथिव्यस्था पर र्िमदु्रीकरर् का उतना व्यापक प्रभाि प्रदर्शित नहीं हआु, र्जतना प्रभाि 2016 के र्िमदु्रीकरर् का 

र्दखाई र्दया। इसका कारर् यह था र्क 1948 एिं 1978 तक भारत में ज्यादा मलू्य िािे नोटों का प्रचिन बहतु कम 

था और जो था भी िह कुछ हाथों तक केर्न्द्रत था, र्कन्त ु2016 के र्िमदु्रीकरर् के समय भारत की कुि प्रचर्ित मदु्रा 

का िगभग 86 प्रर्तशत 500 एिं 1000 रूपये नोटों के रूप में था, इसर्िए र्िमदु्रीकरर् के एक ही झटके स ेपररचािन 

में मदु्रा का िगभग 86 प्रर्तशत अिैध हो गया। इन नोटों को 30 र्दसम्बर 2016 तक बैंको में जमा कराया जाना था, 
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जबर्क नगद आहरर्ों पर प्रर्तबन्ध िगाये गये। इसर्िए र्िमदु्रीकरर् स ेिोगों के पास रोजमराि के समान खरीदने तक 

र्िए नगदी नहीं बची, बैंको और ए.टी.एम. में नगदी की कमी ने िोगो की परेशार्नयों को और बढ़ा र्दया। परुाने नोटों 

को बदिने एिं नये नोटों को िेने के र्िए बैंको में िम्बी-.िम्बी कतारों में िगना पड़ा ।  

 र्िमदु्रीकरर् स ेआम आदमी को सान्त्िना दनेे िािी एक ही बात थी और िह थी र्िमदु्रीकरर् के पीछे 

बताया गया उद्देश्य। प्रधानमंत्री ने अपने सम्बोधन मे घोर्र्ा की, र्क इस र्नर्िय से भ्रष्टाचार, कािेधन तथा जािी नोटों 

के र्खिाफ िड़ाई में आम आदमी के हाूँथ मजबतू होगें। र्िमदु्रीकरर् के पीछे सरकार का एक और उद्देश्य था, भारतीय 

अथिव्यिस्था को नगदी रर्हत अथिव्यिस्था (कैशिेश इकोनामी) के रूप में तैयार करना 27 निम्बर 2016 को मन की 

बात में राष्ट्र को सम्बोर्धत करत ेहएु प्रधानमंत्री ने कहा था “ एक नगदी रर्हत समाज हमारा सपना ह।ै यह सही ह ैर्क 

100 प्रर्तशत नगदीरर्हत समाज सम्भि नही हैं िेर्कन हम एक कम नगद समाज स ेशरुुआत कर सकते हैं और तब 

नगदी रर्हत समाज दरू की कौड़ी नही होगी।” (‘मन की बात’) 

 कैशिेश अथिव्यिस्था एक ऐसी र्स्थर्त है र्जसमें र्बना भौर्तक मदु्रा के र्डर्जटि रांजेक्शन के माध्यम स े

िेनदेन सम्भि होता ह।ै भारत में र्िमदु्रीकरर् के िक्त कैशिेश अथिव्यिस्था के पक्ष में र्जतने तकि  र्दये गये उनमे एक 

प्रमखु तकि  था, टैक्स चोरी को रोकना एिं भारत के कर राजस्ि  में िरृ्ि करना।  

 र्बत्त मंत्री अरूर् जेटिी ने अपने िेख ‘र्िमदु्रीकरर् के गत दो माहः एक नजर में’ र्िखतें हैं र्क र्िर्नमय के 

र्िये अत्यार्धक नकदी का प्रयोग होने को भरू्मगत अथिव्यिस्था द्वारा बढ़ािा र्दया जाता ह।ैइससे कर के र्नयमों का 

पािन नहीं हो पाता ह ैपररर्ामस्िरूप गरीब और िंर्चतों के मकुाबिे कर चोरी करने िािे अन्यायपूर्ि फिते फूिते ह।ै 

बडी मात्रा में नकदी हिािा के जररये टैक्स हिैन माने जाने िािे दशेों और र्िकानों में पह चुती ह।ै (अरुण जेटली 

2017) 

 स्टेट बैंक आफ इर्डडया की अध्यक्ष अरुधतंी भट्टाचायि ने एक साक्षत्कार में कहा र्क िोन की दर जल्द ही 

कम होगी। एक बड़े बैंक के अर्धकारी ने अनमुान िगाया र्क सरकार द्वारा र्डर्जटि िेन-दने को प्रोत्साहन र्दये जाने स े

बैंको में नगदी हमेशा बनी रहगेी। इस कदम स ेन र्सफि  सरकार की दनेदाररयाूँ घटेगी, बर्ल्क सरकार का कोर् भी बढ़ेगा।  

 नोबेि परुस्कार र्िजेता अथिशास्त्री मोहम्मद यनूुस ने भारत सरकार द्वारा उिाये गये नोटबंदी के कदम की 

सराहना की और कहा र्क नोटबंदी से भ्रष्टाचार पर िगाम िगेगी। उन्होंने कहा र्क सरकार को अब नकदीरर्हत िेन दने 

की र्दशा में तेजी स ेकदम बढ़ाने चार्हये। नकदीरर्हत ब्यिस्था के दम पर भारत एक बडे बदिाि का साक्षी बन सकता 

ह।ैएक अन्य नोबि परुस्कार र्िजेता फ्ांसीसी अथिशास़्त्त्री जीन र्टरोि ने भी सरकार के कदम को सही बताते हएु कहा 

र्क भारत सरकार ने नोटबन्दी करके भ्रष्टाचार रोकने की कोर्शश की ह।ै 

 ‘प्रभाकर साहू एिं अमोघ अरोड़ा’ ने अपने िेख “नगदी अथिव्यस्था से कम नगद अथिव्यस्था की ओर” में 

र्िखते ह ैर्क “अगर नगदी का पररसचंरर् घटता ह ैऔर ज्यादातर िेन-दने र्डर्जटि हो जाता है तो िोग अपने साथ 

कम नगदी रखेगें। र्ित्तीय िेन-दने का र्डर्जटिीकरर् भारत में चि रही समानान्तर अथिव्यस्था को रोकने का 
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प्रभािशािी साधन सार्बत हो सकता ह।ै इससे ररकाडि रखने में असानी हो जायेगी और कर आधार भी बढ़ेगा।” (साहू 

प्रभाकर ए. अरोड़ा 2017) 

अध्ययन के उदे्दश्य (Objective) :  

1. कैसिेस अथिव्यिथा एिं कर राजस्ि में सम्बन्ध का अध्ययन करना। 

2. र्िमदु्रीकरर् का कर राजस्ि पर पड़ने िािे प्रभाि का अध्ययन करना। 

3. र्िमदु्रीकरर् का कर आधार बढ़ाने िािे प्रभाि का अध्ययन करना। 

विमुद्रीकरणके बाद प्रारम्भ की गयी योजनायें और उनका कर राजस्ि पर प्रभाि- 

 र्िमदु्रीकरर् एिं कर राजस्ि के सम्बन्ध म ेर्दये गये तकों को दखेने के बाद यह आिश्यक हो जाता ह ैर्क हम 

यह अध्ययन करें र्क क्या िास्ति में र्िमदु्रीकरर् का भारत के कर राजस्ि पर प्रभाि पड़ा। भारत में आर्थिक सधुारो के 

बाद स ेिोगो की आय में तेजी स ेिरृ्ि हईु, र्कन्त ुकरदाताओ ंकी सखं्या उस दर स ेनही बढ़ी। प्रत्यक्ष और अप्रत्यक्ष कर 

दोनो की दृर्ष्ट स ेभारत आज भी बड़े पैमाने पर कर र्नयमों का पािन नही करने िािा समाज बना हआु ह।ै र्ित्त िर्ि 

2015-2016 में दशे की 125 करोड़ अबादी में स े3.7 करोड़ आबादी ने आयकर ररटनि दार्खि र्कया। इनमे स े99 

िाख ने 2.5 िाख स ेकम आय बतायी और कर स ेबचने में सफि रह।े 1.95 करोड़ ने 5 िाख से कम आय का एिान 

र्कया। 52 िाख ने अपनी आय 5 स े10 िाख बतायी और र्सफि  24 िाख िोगो ने 10 िाख से ज्यादा आय घोर्र्त 

की इसमें भी िेतन भोगी िोगो की सखं्या अर्धक थी। 

 र्िमदु्रीकरर् का प्रमखु उद्देश्य कािे धन का समाप्त करना था। भारत सरकार ने धनकुबेरों को अपने धन को 

सफेद करने एिं िैध बनाने के र्िए अपरेशन क्िीन मनी का सहारा र्िया, र्जसके र्िये दो प्रमखु योजनायें प्रारम्भ की 

गयी। पहिी आय घोर्र् योजना (इनकम र्डस्क्िोजर स्कीम) जो जनू 2016 स ेर्सतम्बर 2016 तक चिी। इस योजना 

के द्वारा अपनी अघोर्र्त आय को 45 प्रर्तशत कर के साथ घोर्र्त कर जमा र्कया जा सकता था। 30 र्सतम्बर 2016 

तक इस योजना के माध्यम स े केन्द्रीय प्रत्यक्ष कर बोडि ने 65250 करोड रूपये के नगदी एिं सम्पर्त्तयॉ प्राप्त र्कया। 

चूँूूर्क यह योजना 45 प्रर्तशत कर की शति के साथ थी इसर्िए भारत सरकार को िगभग 30 हजार करोड़ रूपये 

आय के रूप में प्राप्त हएु। भारत सरकार ने आय घोर्र्ा के र्िए 17 र्दसम्बर 2016 को ‘प्रधानमन्त्री गरीब कल्यार् 

योजना को प्रारम्भ र्कया, इसके माध्यम स े50 प्रर्तशत कर एिं अर्धभार के साथ अपने कािे धन को सफेद धन में 

पररिर्तित र्कया जा सकता था। 

 भारत सरकार द्वारा प्रारम्भ की गयी उपयुिक्त दोनो योजनायें र्नसदंेह भारत के कर राजस्ि के िरृ्ि करने में 

सहायक तो हईु र्कन्त ुइन्हे आशा के अनरुूप सफिता नही र्मिी। 30 अगस्त 2017 को भारतीय ररजिि बैंक के गििनर 

उर्जित पटेि ने यह घोर्र्ा की र्क नोट बन्दी के समय 15.44 िाख करोड़ मलू्य के नोट प्रचिन में थे र्जसमें स े15.28 

िाख करोड़ मलू्य के नोट आर.बी.आई. को िापस र्मिे। (द इकोनावमक टाईम्स) 

 इन आकड़ो स ेयही स्पष्ट होता ह ैर्क इनकम र्डस्क्िोजर स्कीम एिं प्रधानमन्त्री गरीब कल्यार् योजना अपनी 

आशा के अनरुुप इस र्िए सफि नही हईु, क्योंर्क कहीं न कहीं बैंर्कंग प्रर्ािी की खार्मयों का िाभ उिाते हएु िोगो 
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ने अपने कािे धन को सफेद बनाने में सफिता प्राप्त की, र्जसमें प्रधानमन्त्री जन-धन एकाउन्ट के दरुुपयोग को नकारा 

नहीं जा सकता, र्जसके चिते भारत सरकार को कर राजस्ि की हार्न भी हईु।  

विमुद्रीकरण का प्रत्यक्ष कर पर प्रभाि  

 र्िमदु्रीकरर् का प्रभाि प्रत्यक्ष कर सगं्रह की िरृ्ि पर स्पष्ट र्दखायी दखेा दतेा हैं, 5 अगस्त 2017 को 

व्यर्क्तगत आयकर कर के अर्न्तम कर सगं्रह र्ित्त िर्ि 2016-2017 में इसी अिर्ध के दौरान हएु कर सगं्रह के मकुाबिे 

करीब 41.79 प्रर्तशत िरृ्ि को दशािता ह।ै व्यर्क्तगत आयकर के अन्तिगत स्ियं मलू्यांकन कर के सगं्रह में र्ित्त िर्ि 

2016-2017 में इसी अिर्ध की  तिुना में 34.25 प्रर्तशत िरृ्ि दखेने को र्मिी। 

विमुद्रीकरण के कर आधार बढ़ाने िाले प्रभाि- 

 र्िमदु्रीकरर् के बाद भारत सरकार द्वारा नगदी िेन-दने को हतोत्सार्हत करने एिं कैशिेश रान्जेक्सन को 

बढाने के र्िए अनेक उपाय र्कये गये र्जनमें सबसे प्रमखु था, 2 िाख रुपये स ेअर्धक के नगदी िेन-दने पर प्रर्तबन्ध 

एिं 50 हजार स ेअर्धक के बैंर्कग िेन-दने पर पैनकाडि की अर्निायिता। इन उपायो के चिते कर दाताओ ंने व्यर्क्तगत 

तौर पर 5 अगस्त 2017 तक ई ंररटनि भरने िािों की सखं्या र्पछिे िर्ि इसी अिर्ध तक भरे गये 2.22 करोड ई ंररटनि 

की तिुना में 2.79 करोड हएु, र्जसमे 57 िाख ररटनो (25.30 प्रर्तशत) की िरृ्ि दजि की गयी। यह र्िमदु्रीकरर् के 

कारर् नगद जमा करने के आंकड़ो के आधार पर आयकर र्िभाग द्वारा की गयी कायििाही के पररर्ामस्िरुप स्िेच्छा स े

पािन करने के स्तर को र्दखाता ह।ै  

 र्ित्त िर्ि 2016-2017 में दार्खि सभी ररटनो की कुि सखं्या 5.43 करोड थी, जो र्ित्त िर्ि 2015-2016 

की तिुना में 17.30 प्रर्तशत अर्धक हैं। र्ित्त िर्ि 2016-2017 में 1.26 करोड़ नये करदाताओ ंको कर आधार स े

जोडा गया। (पत्र सूचना कायाालय वित्त मन्त्त्रालय) 

 उपयुिक्त तत््यों के अििोकन के पश्चात यह र्नर्श्चत रूप स ेकहा जा सकता ह ैर्क र्िमदु्रीकरर् के बाद सरकार 

द्वारा कैशिेश िेन-दने को बढािा दनेे के र्िए जो उपाय र्कये गये िे कर आधार बढ़ाने में सहायक हयेु जो भारतीय कर 

प्रर्ािी के र्िए अच्छे सकेंत ह,ै क्योर्क जब र्कसी दशे में कर आधार स ेजड़ुने िािे की सखं्या में िरृ्ि होती ह,ै तब 

र्नर्श्चत रूप स ेकर राजस्ि में िरृ्ि होती ह।ै  

 र्िमदु्रीकरर् र्नर्श्चत रूप स ेर्ित्त िर्ि 2016-2017 के र्िए भारत सरकार के कर राजस्ि बढ़ाने में सहायक 

हईु साथ ही कर आधार स ेजड़ुने िािों की सखं्या में िरृ्ि िाने में भी सहायक हईु, र्कन्त ु इसे पयािप्त नही माना जा 

सकता, क्योंर्क र्ित्त िर्ि 2015-2016 की तिुना में 2016-2017 में जो कर राजस्ि में िरृ्ि हयुी िह आयकर र्िभाग 

की त्िररत कायििाई, इनकम र्डस्क्िोजर स्कीम एिं प्रधानमन्त्री गरीब कल्यार् योजना के कारर् हयुी, इसर्िए इसे 

अल्पकार्िक िरृ्ि मान सकते ह।ै  
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वनष्कर्ा एिां सलाह 

 यर्द भारत सरकार को र्िमदु्रीकरर् का कर राजस्ि पर दीघिकार्िक प्रभाि चार्हए तो उसके र्िए यह 

आिश्यक ह ैर्क भारतीय अथिव्यस्था को कैशिेश अथिव्यिस्था की ओर िे जाया जाये, क्योंर्क कैशिेश रान्जेक्शन 

पारदर्शिता को जन्म दतेा ह,ै र्जससे कर चोरी रोकना आसान होगा और र्नर्श्चत रूप स े हम उच्च कर जी। डी। पी। 

अनपुात प्राप्त करने में सफि होंगे। इस र्दशा में भारत सरकार द्वारा 1 जिुाई 2017 स ेिाग ूहोने िािे िस्त ुएिं सिेाकर 

कर को कैशिेश पेमेन्ट स ेजोड़ने की प्रर्िया को एक सकारात्मक कदम माना जा सकता ह,ै चूंर्क कोई भी व्यापारी जी। 

एस। टी। अदार्यगी नगद एिं चेक के माध्यम स ेनही, बर्ल्क डेर्बट काडि, िेर्डट काडि, एनईएफटी, आरटीजीएस के 

माध्यम स ेकर सकेगा, इसर्िए र्नर्श्चत रूप स ेभारतीय कर प्रर्ािी में पारदर्शिता बढ़ेगी तथा कर राजस्ि में िरृ्ि होगी 

र्कन्त ुइसके र्िए भारत सरकार को इस बात का भी ध्यान रखना होगा र्क अभी भी भारत में कैशिेश रान्जेक्शन करने 

में अनेक सरंचनात्मक अिरोध हैं, र्जन्हे दरू र्कये र्बना कैशिेश अथिव्यिस्था का र्नमािर् सम्भि नही हैं, इसर्िए इस 

र्दशा में भारत सरकार को कुछ और सकारात्मक कदम उिाने की आियश्कता हैं जैसे - 

1. शहरी एिं ग्रामीर् दोनो क्षेत्रो में नेटिकि  की समास्या एक बड़ी समास्या है, तकनीर्क उन्नर्त कर इस समास्या 

को जल्द दरू करने के प्रयास र्कये जाने चार्हए। 

2. कैशिेश रान्जेक्शन में िगने िािे शलु्क को समाप्त करना चार्हए। 

3. कैशिेश रान्जेक्शन को बढ़ािा दनेे के र्िए बैंक खात ेमें न्यूनतम बैंिेन्स की बाध्यता समाप्त होनी चार्हए, 

क्योंर्क यह कम आय िािो के र्िए एक समस्या ह।ै  

4. सभी पंजीकृत दकुानो में पी। ओ. एस। मशीन अर्निायि र्कया जाये, इस र्दशा में छोटे व्यापाररयों को पी। ओ. 

एस। मशीनें सरकार द्वारा उपिब्ध करायी जाये, र्जसकी भरपायी कर राजस्ि में िरृ्ि स ेहो जायेगी। 

5. भारत में कैशिेश अथिव्यस्था के र्नमािर् में र्डर्जटि साक्षरता का अभाि एक बड़ी समास्या ह,ै इसर्िए इसे 

बढ़ाने के र्िए र्नरन्तर प्रयास करना होगा, साथ ही र्डर्जटि साक्षरता स ेसम्बर्न्धत भारत सरकार द्वारा जो 

योजनाये चिायी जा रही ह ै उनके जमीनी हकीकत का समय-समय पर र्नरीक्षर् करना चार्हए, तार्क ये 

योजनायें र्सफि  कागजी कायििाही का र्हस्सा ही बनकर न रह जाये। 

 इस प्रकार यर्द हम भारतीय अथिव्यस्था को एक कैशिेश अथिव्यस्था के रूप मे पररर्र्त करने में सफि रहें 

तो र्नर्श्चत रूप स ेभारतीय कर राजस्ि में िरृ्ि होगी जो भारत में समािेशी र्िकास के सपने को सकार करने में सहायक 

होगी। 
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Abstract 

The study examined the impact of tax revenue on the GDP of Indian economy. The 
objectives of the study are; to examine the relationship between corporate tax on GDP of 
India, the impact of income tax on GDP of India and impact of excise duties on GDP of 
India. Data are collected from RBI Bulletin and extracted through desk survey method. It will 
be recommended that government should endeavor to provide social amenities to all nooks 
and crannies of the country. Also that government should engage in a complete re-
organization of the tax administrative machineries; in order to reduced the problems of tax 
evasion and avoidance and finally, to enhance the tax base of government, employment 
opportunities should be created and a good environment for entrepreneurship and innovation 
to thrive made using tax proceeds. We hope that by leveraging technology and other sources 
of collecting information such as bank and credit card transactions, the revenue department 
will be able to garner more resources as well as bring more non-filers within the ambit of the 
tax net because it is a first step towards widening of the tax base, the government may 
consider making filing of income above a certain threshold mandatory. 

Keyword: tax revenue, corporation tax, income tax, excise duties, custom duties, gross tax 
revenue, GDP, tax evasion, tax avoidance, tax administration.   

Introduction 
Tax is a compulsory charge imposed by a public authority on the income and 

properties of individuals and companies as stipulated by the government Decree, Acts or 
Laws irrespective of the exact amount of service of the payer in return. Tax payment is not 
for the direct exchange of good and/or services but a transfer of resources and income from 
the private sector to the public sector in order to achieve some of the nation’s economic and 
social goals. Such goals may be in for of high level of employment, stable prices, rapid 
growth of gross national product, favorable balance of payments position, promotion of a free 
market economy, satisfaction of collective demands, equitable income redistribution, 
promotion of infant industries, the encouragement of priority sector, encouragement of 
balance population development and promotion of labour and capital development. The level 
of tax to be paid by the citizens and the items to be taxed is determined by the government. 
Such decision according to Ngerebo and Masa (2012) is based on the cost of the projects or 
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programmes government intends to execute, which is the principal determinant of the budget 
-size. Government also judges the basis, rates, the category of citizens, and the time period to 
pay the tax, on the direction of the economy desired and government’s perception of the 
standard of living of the citizens.  

Taxes therefore affect the expenditure size of government, the productivity and level 
of activities of businesses, the consumption pattern of individuals, the propensity to save and 
invest and the growth path of the economy. The extent to which the impact of taxation is felt 
is dependent on the level of compliance with tax payments which is further dependent on the 
level of tax literacy. In India, the incidence of tax evasion and avoidance by tax payers is 
high, leading to low level of government revenue which further reduces the level of 
government expenditure, culminating into a reduction in the income savings and expenditure 
of households and firms, leading to low level of economic activities and economic growth. 
This study is therefore intended to examine the impact of taxation on the growth of the Indian 
economy amidst high level of evasion and avoidance. 

Literature Review 
Neoclassical growth models determine the long term rate of growth of a country by 

the labor supply and its technical progress (Tobin, 1955, Solow, 1956). This model, therefore, 
does not include any reference to tax on economic growth. In addition, it is still uncertain on 
how tax policy can promote economic growth and stability (Herfindahl, 1957). However, tax 
is believed to affect a country’s economic growth and should be considered in any economic 
growth model (Futagami et al., 1993, Barro and Sala-I-Martin, 1992). Therefore, in the 
endogenous growth theory the impact of tax is dependent on how other factors such as human 
capital are affected by the tax (Tanzi and Zee, 1997, Saint-Paul, 1992) and is included in the 
discussion. Economists have always believed that there is a connection between fiscal 
policies and economic growth. This connection has been thought to originate from various 
channels such as the negative effect of distortive tax on the performance of the economy 
(Tanzi and Zee, 1997) 

Studies reveal that any changes in policy that lead to an increase in tax burden distort 
economic growth (Karran, 1985, Easterly et al., 1994, Kneller et al., 1999). As mentioned 
earlier supply side hypothesis has support the inverse relationship between tax and economic 
growth. Specifically, increases in the tax rate lead to a significant negative impact on 
economic growth. Second, the relationship between tax revenue and economic growth shows 
the positive association between these two. Any significant increase in tax income will have a 
positive impact on economic growth. A possible explanation is that an increase in tax revenue 
will boost the economy and prospective development. The tests on the relationship between 
the tax rate and economic growth have been extensively performed. The results show that 
economic development is the strongest determinant of tax growth. For instance Easterly et.al 
(1994) has shown how the distortion in tax structure affects the growth rate. Similarly Kneller 
et.al (1999) found evidence on how tax can affect the growth rate. It was found that a rise in 
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income tax could lead to an increase in economic growth if the time preference is 
endogenously determined (Chang et al., 1999). In addition Chang et.al (1999) assumes that 
the government collects income tax revenue and transforms it into a productive public 
expenditure that has an effect on the economic growth.  

An enormous amount of studies have examined how tax may encourage or 
discourage the long term economic growth rate (Padovano and Galli, 2002, Koch et al., 2005, 
Lee and Gordon, 2005). The reduction in growth is sometimes caused by the distortion tax 
where levels of tax policy change, whereas non-distortion tax will not affect the growth as the 
tax policy is stable. Padovano and Galli (2002) verified the robustness of the correlation 
between tax variables and growth by progressively including additional policy and control 
variables in the growth regression. Later, Lee and Gordon (2005) while exploring how tax 
policies affect a country’s growth rate, using cross-country data, found that any increment in 
tax rate leads to lower future economic growth. A similar finding was found by Koch et al. 
(2005) who, by using time series analysis for the period of 1960-2002, examined the 
implication of tax policy and economic growth by using a two-stage modeling technique. 
Findings reveal that the changes in economic growth are strongly associated with the changes 
in tax burden. In addition, they revealed that the impact of tax in developing economies is 
larger than in developed economies. Moreover taxes raise the cost or lower the return to the 
taxed activity. Results show that higher marginal tax rates have a negative impact on 
economic growth (Poulson and Kaplan, 2008).  

  A tour of literature suggests that changes in tax will distort economic growth. 
However, in terms of the connection of tax revenue and economic growth the results are 
totally different. A number of studies have empirically examined the nexus between tax in 
terms of revenue and economic growth. For instance, Karran (1985) found that economy and 
tax always grows together, and for that reason economic growth always has a 
positive/negative effect on tax. Any significant increases in revenue collection positively 
affect the economic growth and vice versa. The changes in tax by increasing the tax burden 
might affect the long term growth of the economy and might involve higher deficits in the 
future. Based on VAR methodology results show that net-tax increases often produce a 
positive although small and hardly significant output response (Castro and Cos, 2008). Most 
of the prior studies have found a positive relationship between tax and economic growth, but 
Reed (2008) has found a negative relationship between these two variables in US Compare to 
previous studies conducted in various part of the globe, this study have its own strength. Most 
recent Gordon and Li (2009) and Kuismanen and Kamppi (2010) again emphasize on the 
significant effect of fiscal policy on the economic activity. 

 Therefore considering the significant impact of tax and economic growth we aim to 
identify the long run and short run relationship between tax revenue and economic 
performance for Malaysia using time series data for entire period of 4 decades employing the 
empirical approach. Though substantial amount of literatures has addresses this issues, the 
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discussion in the developing context especially refer to India is scarce. Since these types of 
countries is progressing rapidly, the analysis of such analysis is important to help the 
government in policy formulation.  

Objective of Study 
• To study the trend analysis of total tax revenue with respect to GDP. 
• To analyse the pros and cons of tax-GDP ratio  
• To study the trend analysis of direct and indirect tax revenue with respect to total tax 

revenue. 
• To assess the role of various tax components with respect to GDP. 

Methodology and sources of data 
The study is based on the Trend Analysis showing the change in the Indian Tax 

Revenue with respect to the change in GDP for the period of 1991 to 2015. Rationale behind 
to choose this time period is to know the trend in both the variable after the liberalization 
period just to assess the efficacy of economic reform in India in context of tax revenue 
collection and its administration. These data were collected from RBI bulletin. 

Trend Analysis 

A. Trends in Indian tax revenue collection 
Revenue of state can be broadly classified into tax and nontax revenue. Tax revenue 

are composed into own tax revenue and share in central taxes. The power of Indian states to 
specify and levy taxes; excise duty, fees or royalties are specified in the state list in the 
seventh schedule of the Indian constitution. Fiscal imbalance in the state was structural, 
expenditure have grown faster than revenue during 1991-2015. State’s revenue fell from 
around 12% of GDP in the late eighties and early nineties to just over 10% by 1998-99. Due 
to the reason of fiscal crisis, there was declining states revenue over the second half of 
nineties. There are several federal constraints, which shape the tax system in Indian states. 
The first is the constitutional restrictions of the states power to tax sales of goods only not 
service. Service sector has grown faster than agriculture and industry sector. There is large 
share of revenue outside the tax net. Other federal constraints, which restrict the states, power 
to specify tax rate or levy taxes. The constitutional ceiling on the profession taxes under 
Article 276, centrally set rate of minerals and royalties on major minerals. Also important is 
that, although the right to tax agriculture has been reserved for the states they have not 
exercised it, the agriculture sector‘s tax burden is close to zero. India has taken the approach 
that the central and state taxes should in general be separate. Centre and states imposed direct 
and indirect taxes, these taxes are independent of each other and uncoordinated.  

The major tax sources for Indian states are sale tax, stamp duties and registration 
fees, state excises on alcohol and motor vehicles, goods and passenger taxes. Non-tax 
revenue has declined in importance since mid-eighties. Low revenue productivity of taxes on 
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land and agriculture incomes has been a much-debated issue. It has remained only on paper 
for want of political agenda. It generated negligible amount of revenue. India‘s tax rates are 
high. Stamp duties on property transaction are among the highest in the world. These are high 
rates with a narrow base. 

 Table-1 of appendix shows that the trend of tax revenue does not show the desired 
increase during the period 1991-2015. In pre- reform period, the average annual growth rate 
of tax revenue shows acceleration in entire period but this trend turns deceleration during the 
period 1991-2015. While using the data of table 1 we would try to draw some trends in order 
to analyse the pattern of tax revenue as a whole and in separate heads such as direct and 
indirect taxes. In the same line first we will discuss the relationship between GDP and total 
tax revenue through graph1, followed by graph 1.1 and so on. 

Graph-1: Showing Relationship between GDP and Total Tax Revenue Collection. 
 

 

The above elucidate the trends of GDP and tax revenue of India since last two and a 
half decades. Y axis measures the amount of tax revenue collection and GDP, and X axis 
measures the time-period since 1991 to 2015. The trend clearly resulted into lower tax –GDP 
ratio throughout the period which in turn could result into a serious problem to the fiscal 
health of the economy. As per the data shown in the above table India’s tax-GDP ratio is 
continuously fluctuating around 12 to 15 percent. The basic reason behind the lower tax 
collection is before Indian Government is Tax evasion. Tax evasion is the way people evade 
tax by illegal and unfair means. They may claim lesser profit, gains or turnover than actual. 
Even if there is huge amount of tax to be paid, evaders get refund by making 
misrepresentations before tax authorities. Huge amount of revenue is lost through this way 
for government so that we cannot climb from economic stagnation. Such illegal processes 
generates huge amount of black money daily. For maintaining steady growth of the economy, 
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better tax administration would be required to avoid tax evasion. The problem of tax evasion 
can tackled through reducing tax rates, making more simplified laws and simplified system, 
Design a well-organized tax administration structure, Strengthen anti-corruption policies, 
Ensure the political changes do not affect well declined tax structure. Make tax 
administration more independent and autonomous without losing final control of Government 
and make penalty provisions stronger. 

Tax-GDP ratio is one of the methods used to assess a country's development and is 
calculated by dividing the tax revenue collected by the Government from the GDP of that 
country. In general the tax and GDP of any country is related in a way that the higher GDP 
will automatically lead to a higher tax collection. Increasing that country's tax-GDP ratio may 
become important if its fiscal deficit is high. This is because the higher the fiscal deficit, the 
more the gap between the revenue the government is generating from tax and other sources 
such as PSUs, investments, exports etc and the expenditure it is incurring in doling out 
subsidies, running welfare schemes and running the government. To close this gap between 
income and expenditure, the government needs more revenue, which it can get from tax 
revenues. However, countries like India have a low tax to GDP ratio, since GDP of India is 
growing with a rapid pace but the tax collection is not so. Tax-GDP ratio is influenced by a 
number of things such as that country's labour force, policies, regulations, infrastructure etc. 
the graph1.1 shows the Indian tax to GDP ratio through-out the period which is significantly 
lower than the other middle income countries of the world. 

Graph1.1: Tax-GDP Ratio 

 

In case of India, The biggest culprit is excise, which has fallen by more than one per 
cent of GDP, from 2.56 per cent of GDP to 1.47 per cent since 2007-08. An important reason 
for this is that the main excise rate in 2007-08 was 16 per cent, whereas this past year it has 
been 12 per cent (plus surcharges). The rate was dropped due to the financial crisis, second 
reason for the drop in the tax-GDP ratio is the drop in customs revenue, Some other rates may 
have gone up and down, but not by enough to reduce customs revenue from 10 per cent of 
imports to 7 per cent and third, smaller reason for the drop in the tax-GDP ratio is the drop in 
corporate tax revenue, in relation to GDP. 
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B. Trends in Direct tax and Indirect tax collection 

Graph-2: showing the trends of direct and indirect tax collection out of total tax 
revenue. 

The graph shows the trend pattern of both direct and indirect tax collections out of 
overall tax revenue since 1991. It depicted that the indirect tax is surpassed by the direct tax 
collection only by 2007 which continues till now. In near future with the advent of GST 
might again change this pattern because of its comprehensive coverage to the lower strata of 
the consumers and more strict structure on the sellers front.  

 

Graph 2.1: Depicting trends in direct tax collection and its two important heads personal 
income tax and corporate income tax. corporate tax is one of the major source of revenue 
receipt for the government of India it has grown significantly as compared to other tax heads. 
The personal income tax is another major contributor of Indian revenue. Bothe the heads of 
direct tax has shown significant rise only after the 2002-03. It shows quite continuous trend 
as compared to the indirect taxes which has fluctuating trend along with lesser increase as per 
the share of total tax revenue.  

                 Graph 2.1 Graph 2.2 
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Graph 2.2: shows the trends in indirect taxes with its two major heads excise duty and 
custom duty. under the indirect tax, excise duty and custome duty are the two main driving 
forces which are more or less contributing equally. The excise tax has surpassed the custom 
duty mainly due to the increasing production in the economy which is a better trend. 

In 1990-91, the major source of tax revenue was indirect tax i.e. 78.4% out of which 
the contribution of Excise Duty is higher than the service tax. But now there has been a 
shifting from indirect tax to the direct tax. In the graph3 we would try to conclude the trends 
in indirect tax revenue collection in total tax revenue. The excise duty and custom duty is two 
main heads of indirect tax which we incorporated here. The trend shows that the proportion 
of indirect tax revenue is going to decrease as compared to the direct tax collection. The 
declining trend in the indirect tax collection was started since 1994-95 as depicted in graph 
2.1, while in 2007-08 the direct tax collection surpasses in the total collection accrued by 
indirect taxes. 

Conclusion 
The foregoing analysis shows that India has made significant progress in tax reforms, 

particularly in tax administration, which has helped raise the ratio of tax revenues to GDP 
close to the levels that prevailed before significant reductions were made in customs duties. 
These reforms are only the beginning; considerable distance must still be covered in 
reforming the tax system. In other words, tax reform, including administrative reforms, is a 
continuous exercise for improving revenue productivity, minimizing distortions, and 
improving equity. Coordinated reforms should be undertaken at the central, state, and local 
levels. A major objective should be minimization of distortions and compliance costs. In fact, 
the sub national tax system should be revised so that the principles of a common market are 
not violated. Taxes on domestically traded goods and services should be coordinated in the 
spirit of cooperative federalism. Domestic and external trade taxes should also be coordinated 
to ensure the desired degree of protection to domestic industry and the desired burden of 
consumption taxes on the community are achieved. 

Broadening the base of both central and state taxes and keeping the tax structures 
simple—within the administrative capacity of the governments— is an important 
international lesson that should be incorporated in further reforms. Phasing out exemptions 
for small-scale industry, minimizing exemptions and concessions to industries in the services 
sector, and minimizing discretion and selectivity in tax policy and administration are all 
important not only for the soundness of the tax system but to enhance its acceptability and 
credibility. Although the customs duties have been significantly reduced, India’s economy is 
still highly protected. Further reduction in tariffs, as well as further unification and 
rationalization, is necessary. Because these reductions will certainly entail loss of revenue, a 
corresponding improvement must be made in the revenue productivity of all taxes. 

The most important reform is the tax administration. It is important to remember that 
“tax administration is tax policy.” Making the transition to information-based tax 
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administration, online filing of tax returns, and compiling and matching information are key 
to administrative reform. Tax administrators should also assist taxpayers in a timely fashion 
and help them to reduce their compliance costs. 

Appendix 

Table 1: the table shows total tax revenue collection including direct and indirect heads since 
1991 to 2015 in hundred crore rupees. 

YEAR GDP 

TAX 

REV. DT PIT CT In. T ED CD 

1991 6738.75 500.69 101.03 16.27 78.53 399.66 160.17 222.57 

1992 7745.45 540.44 120.75 18.31 88.99 419.69 163.67 237.76 

1993 8913.55 534.49 125.22 13.55 100.6 409.2 172.24 221.93 

1994 10455.9 674.54 184.09 34.68 138.22 490.45 210.64 267.89 

1995 12267.25 819.39 222.87 43.18 164.87 596.52 221.76 357.57 

1996 14192.77 937.01 253.74 47.15 185.67 683.26 234.63 428.51 

1997 15723.94 956.72 271.72 35.89 200.16 685 255.16 401.93 

1998 18033.78 1046.52 321.2 57.6 245.29 725.32 285.81 406.68 

1999 20231.3 1282.71 414.36 91.31 306.92 868.36 349.44 484.19 

2000 21774.13 1366.58 496.51 237.66 251.77 870.07 497.58 341.63 

2001 23558.45 1335.32 477.03 221.06 251.33 858.28 544.69 283.4 

2002 25363.27 1585.44 616.12 277.79 38.93 969.32 623.88 318.98 

2003 28415.03 1869.82 765.9 307.65 457.06 1103.92 702.45 345.86 

2004 32422.09 2247.98 956.44 354.43 602.89 1288.54 772.41 418.11 

2005 36933.69 2702.64 1206.92 452.38 751.87 1495.72 866.42 466.45 

2006 42947.06 3511.82 1697.38 627.07 1067.01 1814.44 926.51 628.19 

2007 49870.9 4395.47 2315.74 865.63 1446.6 2079.72 961.78 753.82 

2008 56300.63 4433.19 2481.52 869.85 1607.97 1951.69 818.72 692.17 

2009 64778.27 4565.36 2716.23 945.32 1767.97 1849.13 843.83 602.23 

2010 77841.15 5698.68 3135.01 1024.41 2091.51 1563.67 1102.22 975.98 

2011 90097.22 6297.64 3433.1 1182.24 2274.11 2864.54 1162.26 1056.14 

2012 99513.44 7418.77 3965.85 1404.38 2555.7 3452.92 1412.45 1158.9 

2013 112727.6 8158.54 4558.29 1694.08 2857.42 3600.25 1379.75 1210.59 

2014 124882.1 9036.15 5005.31 1883.36 3114.53 4030.85 1537.09 1279.94 

2015 135760.9 9475.08 4701.46 1818.35 2883.05 4773.63 2190 1274.82 

Source: RBI Bulletin 
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Tax Inadequacy of Urban Local Bodies in India: An Overview 
Dr Amit Jaiswal1 

Introduction 

Urbanisation in India is below world average; however India has been observing a 
continuous growth in urban population in various census counts. With the rising number of 
Urban population, life in cities are going to be more challenging lest the planners of cities 
take appropriate measures to tackle the rising challenges of urbanization. To provide better 
quality of life to its citizen Urban Local Bodies need to be strengthened constitutionally as 
well as financially. The existing tax collecting capacity of these local bodies is inadequate 
and doesn’t fulfil the revenue needs only, keep the capital needs aside.    

Quality of life in our cities has always been questionable and the same has become 
more concerned ever since the concept of smart cities has been announced by the current 
government. How the government is going to implement the concept of smart cities and what 
will be the actual system of governance of Cities has still to be finalized. The question of 
financing the cities is the concern of economists and town planners. 

As we know that mere provisioning of some hi-tech transportation or world class 
Civic amenities will not guarantee a city to be smarter. Urban local bodies need to be 
strengthened and given more powers in terms of generating revenues and autonomy to spend 
it according to rising problems of day to day urban life will be key to a smart City.  
In this paper an attempt has been made to drawing the picture of existing revenue gap of 
urban local bodies and their tax inadequacy to meet the revenue needs.  

Urbanisation in India 
Among all the transformations, occurred during the process of economic 

development urbanisation is one central stage in 21st century. The world is More Urban than 
rural, that is, the world-wide population living in urban areas is more than population living 
in rural area. 

Table-1.1: Urbanisation scenario in major regions of the world 
Regions %age share of urban population Urban-rural growth differential 

1950 1970 1990 2000 2005 1950-70 1970-90 1990-00 2000-05 
World 29.06 36.01 42.96 46.60 48.58 1.59 1.46 1.47 1.51 
Europe 51.21 62.77 70.53 71.42 71.92 1.75 0.43 0.46 1.12 
Australiya/ 
Newzealand 

76.16 85.51 85.29 86.91 87.86 2.68 0.30 1.36 1.48 

North America 63.90 73.80 75.43 79.14 80.73 2.32 0.43 2.12 2.07 
South America 39.24 39.24 53.81 64.99 79.46 3.42 3.40 2.81 2.87 
Africa 14.51 23.60 32.00 35.95 37.89 2.99 2.10 1.76 1.73 
Asia 19.22 26.00 34.45 37.05 39.41 1.87 2.35 2.28 2.28 

                                                            
1 Assistant Professor, Economics Government Girls’ PG College, Bindki, Fatehpur (UP) 
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Source: World Population Prospects: The 2006 Revision and World Urbanization Prospects : 
The 2009 Revision.  

The level of urbanization is below in India than world level, but it is following the 
trend. During 2001 to 2011 the number of population grown in urban area surpassed the 
number of population grown in rural areas in India, according to census 2011. This shows 
that the residential choice of people in India has shifted preferably in cities than villages. 
Obviously, the cities are and going to face the challenge of providing quality life as per the 
aspirations of city dwellers in near future. The cities can be categorised in 6 different types 
according to their population size. Cities with population size 100,000 and more is 
categorised as Class I city, cities of population size 50,000 to 100,000 lies in category of 
Class II, likewise, cities with population size 20,000 to 50,000 in Class III, 10,000 to 20,000 
in Class IV, 5,000 to 10,000 Class V and a city with population less than 5,000 falls in 
category of Class VI. Moreover, Class I cities has their own subcategories of A B and C 
which are as hereunder:  

1. IA - with population more than 50 lakh population  
2. IB- with population between 10 lakh to 50 lakh and 
3. IC- with population between 1 to 10 lakh. 

The most remarkable feature of urbanization during last decade is a tremendous 
growth in the number of cities which raises a challenge to urban local bodies to provide basic 
urban amenities to citizens of urban bodies in these cities. 

Table-1.2: Number of Urban Units - India 
Sl. No. Urban units Census 2001 Census 2011 Increase during 2001-11 

1 Towns 5161 7935 2774 (53.17) 
2 Statutory Towns 3799 4041 242 (6.37) 
3 Census Towns 1362 3894 2532 (185.9 %) 

Source: Census 2011. 

Note: Figures in parenthesis are the % change during 2001-2011. 

According to census 2011, there are 53 cities in class 1 category of all subcategories. 
Further it is proposed by several institutions that the urbanization process has already taken 
off and predicted that no later than 2050 India will have more Urban population than the 
rural. Sheer magnitude of numbers of million plus cities and their importance in generating 
agglomeration economics and economic growth call for urgent attention to their urban 
infrastructure deficits and the state of service delivery. Just like big metropolitan cities 
Bangalore and Hyderabad, smaller metros such as Indore, Nagpur, Allahabad, Surat, 
Lucknow etc., are also facing a rising phenomenon of peripheral expansion. The proliferation 
of slums is also not limited to big metros like Mumbai and Kolkata, but has afflicted smaller 
metropolitan cities like Meerut, Faridabad and Nagpur as well. 
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Works Assigned to Urban Local Bodies 
All major states have assigned to their urban local bodies the responsibility of  
(i) public health, sanitation, conservancy, and solid waste management.  
(ii) provision of urban amenities and facilities such as parks, gardens and 

rial grounds, cremations and cremation grounds and electric 

(v) regulation of slaughter houses and tanneries. 

Sou

acant land tax, octroi, tax on animals, taxes on 

ent on tools and plants, miscellaneous sales.   

 under various projects, programmes and schemes, and 

he local authorities for capital works etc., 
mainly from  Life Insurance Corporation of India, State and Central 

playgrounds  
(iii) burials and bu

crematoriums 
(iv) vital statistics including registration of births and deaths and 

 

rces of Revenue of Urban Local Bodies 
The revenue source of municipal corporations is categorized by RBI (2007) as following;  
i. Tax revenue: property tax, v

carriages and carts, advertisement tax.   
ii. Non-tax revenue: municipal fees, sale and hire charges, user charges, lease 

amounts. 
iii.  Other receipts: sundry receipts, lapsed deposits, fees, fines and forfeitures, Law 

charges costs recovered, r
iv. Assigned (shared) revenue: profession tax, surcharge on stamp duty, 

entertainment tax, motor vehicles tax.   
v. Grants-in-aid: Plan grants made available by way of planned transfers from the 

upper tier of Government
Non-plan grants made available so as to compensate against the loss of income 
and some specific transfers.   

vi. Borrowings: Loans undertaken by t

Governments, banks and municipal bonds in select cases. 

Though Urban Local Bodies (ULBs) in India are equipped with various financial 
sources to finance their requirements but these hardly suffice to fulfil their revenue 
expenditure needs. Generally, their sources of income are inadequate as compared to their 
functions. Following chart depicts the self reliance index of all Urban Local Bodies in India
To calculate the Self Reliance Index following formulae has been used 

. 

This Self Reliance Index = (own revenues of ULBs/ total revenue expenditures of ULBs) 
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It can be seen that after the 74th constitutional amendment, urban local bodies in India 
became more self reliance in terms of meeting their own revenue expenditure needs. 
However, they are still not totally capable of collecting enough revenue to cover their total 
revenue expenditures. To fill this gap in revenue generation and revenue expenditure these 
urban local bodies depend upon help from central as well as their respective state 
governments. Another repercussion of falling short upon attaining hundred percent of self 
reliance is that these ULBs cannot initiate development related works by their own, 
moreover, even with funds received from central or state governments, they have to first fulfil 
their revenue expenditure related need which will obviously be a cut into capital expenditure. 
In fact, many civic bodies have not been able to provide even the basic civic amenities in the 
areas which have been included in their jurisdiction during the last couple of decades.  

The reason behind falling short of the attaining self reliance by these urban local 
bodies is that the most of the income generating taxes is levied by the Union and state 
governments and, the taxes collected by the urban bodies are not sufficient to cover the 
expenses of the services provided. Taxes collected by urban local bodies contribute around 
half of their revenue expenditure needs, which can be seen in following chart.  

 

Quite often, failure in collecting taxes leads to accumulation of arrears running into 
crores of rupees. As a result, many urban bodies are on the brink of bankruptcy. Financial 
stringency has become the biggest hurdle for almost all municipal bodies on account of the 
ever-increasing expenditure on establishment which is better known as revenue expenditure. 
With the intention of helping the municipal bodies overcome their financial problems, some 
states have set up agencies which monitor the performance of municipal bodies and guide 
them regarding distribution of funds and in other financial areas. 
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Fiscal Consolidation and efficiency in transmission mechanism of 
monetary policy : A Case study of Indian Economy in the post 

reform period 
Dr. D. K. Yadav1 

Abstract 

In the post reform period several measures have been implemented for the purpose 
of reducing fiscal deficit, which was one of the biggest sources of economic instability in the 
economy.  Processes of fiscal consolidation has affected to working of Indian monetary 
policy very closely, which has got an autonomous status in the post reform period. It has also 
paved the way for development of different segments of Indian financial market. Development 
of Indian financial market has provided many new channels of monetary transmission, such 
as interest rate channel, exchange rate channel and asset price channel. Emergence of new 
channels has helped in effective transmission of monetary policy. Objective of the present 
paper is to assess the impact of fiscal consolidation processes on effectiveness of monetary 
transmission. For above objective, first of all theoretical framework of all the channels of 
monetary transmission has been defined and there after using simple regression analysis 
technique their significance have been found for the periods of 1971 to 1991, 1991 to 2013 
and overall period of 1971 to 2013. 

Results of the study show that overall effectiveness of monetary policy has improved 
in the post reform period. It is found true for almost all the channels of monetary 
transmission. However, only two channels viz. credit channel and interest rate channel found 
significant, remaining two channels; exchange rate and asset price channel were found 
insignificant. It has been argued in the paper that there is further scope for improvement in 
monetary transmission and development of specialised financial markets are very critical in 
this direction.      

1. Introduction 
Since 1991, Indian economy has gone through with substantial transformation in its 

functioning, monitoring and regulation of the system. There was consistent effort to 
strengthen the market mechanism to improve the efficiency of the economic activities by 
controlling Government activities and its interventions in economic activities. Public 
borrowing, which is done to fill the gaps between government revenue and expenditure, is the 
biggest source of intervention in economic activities. It generates crowding out effect, which 
is kind of direct intervention in investment decisions of private sector. Apart from its side 
effect on economic activities of private sector, it also generates direct bearing on autonomy 
and effectiveness of other economic policies such as Monetary and trade policies.  Foreign 
exchange crisis episode of 1991, which was actually fiscal crisis, is very good example of 
                                                            
1 Assistant Professor, Department of Economics, Babasaheb Bhimrao Ambedkar University, Lucknow 
– 226025, E-mail: dev1985icfai@gmail.com, Mob.No.: 8400754176 
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bearing of fiscal policy on other sectors and policies. In this paper attempt is made to 
understand the bearing of fiscal policy on effectiveness of monetary policy. In the post reform 
period there is substantial shift in fiscal as well as monetary policy. To control the 
monetisation as well as overall level of fiscal deficit government has enacted acts like Ways 
and Mean Advances (WMA) system in 1997 and Fiscal Responsibilities and Budgetary 
Management (FRBM) Act in 2003. Simultaneously, following the recommendations of 
various committees (Chakrawarti committee, Narasinham committee I & II, Raghuramrajan 
committee), financial system has also got substantially reformed. It is viewed that substantial 
transformation in fiscal and monetary policy has contributed in autonomous and independent 
conduct of monetary policy. It is also said that all these reform measures helped to a great 
extent in development of financial market, which is ultimately contributing in efficient 
functioning of monetary policy. Many new channels (interest rate channel, exchange rate 
channel, asset price channel etc.) of monetary transmission have emerged in the post reform 
period, which are supposed to be more affective to reach targeted macro-variables. Fiscal 
deficit has great bearing on all these new emerged channels of monetary transmission. Fiscal 
deficit affects directly to interest rate through its crowding out effect while it affect to 
exchange rate indirectly through its effect on current account balances of foreign trade. 
Availability of credit in to system is also determined in great extent by borrowing plan of 
Government, which is again decided by fiscal deficit level of Government. However, the 
ultimate channel through which fiscal deficit affects to these critical variables is the money 
supply. 

In this context it will be interesting to analyse the effect of fiscal consolidation 
processes on efficiency of different transmission channels and shift in overall effectiveness of 
monetary policy. Paper aims to explore the pattern of fiscal consolidation in the post reform 
period and its association with money supply. It is also been attempted to understand the 
impact of fiscal consolidation processes on efficiency and significance of transmission 
mechanism of different monetary channels. 

Rest of the paper is organised in to four sections. Second section discusses the nature 
of fiscal consolidation processes and its association with money supply. Third section analyse 
the impact of fiscal consolidation on different channels of monetary transmission. Last and 
forth section presents the conclusion and policy suggestion of the paper. 

2.  Fiscal consolidation processes and money supply  
 As mentioned earlier, WMA Act and FRBM Act are considered as two mile stone in 
direction of fiscal consolidation of Indian economy. Since enactment of these acts many 
significant changes have taken place in Indian fiscal system. Therefore, before analysing the 
impact of fiscal consolidation on money supply, it will be useful to understand the fiscal 
consolidation processes in the post reform period.  
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If we see the trend of fiscal deficit in the post reform period, it can be divided in to 
three sub-periods. First sub-period, from 1990-91 to 1996-97, shows continuous declining 
trend in fiscal deficit. It has declined from 9.1 percent in 1990-91 to 6.11 per cent in 1996-97. 
Average fiscal deficit in this sub-period was 7.09 per cent. Second sub period, which is 
spread from 1996-97 to 2002-03, shows continuous increasing trend. Fiscal deficit has again 
reversed back from 6.11 percent to 9.16 percent in this period. Average deficit of this period 
was 8.38 per cent. After enactment of FRBM Act in year of 2003-04, there is declining trend 

Year FD %M3

1990-91   9.1 15.1

1991-92   6.8 19.27

1992-93   6.67 14.81

1993-94   7.89 18.42

1994-95   6.77 22.39

1995-96   6.31 13.57

1996-97   6.11 16.16

1997-98   7.01 18.01

1998-99   8.76 19.44

1999-00   9.17 14.6

2000-01   8.99 16.81

2001-02   9.5 14.1

2002-03   9.16 14.66

2003-04   8.23 16.75

2004-05   7.19 11.97

2005-06   6.42 21.1

2006-07   5.14 21.72

2007-08   4 21.38

2008-09   8.17 19.34

2009-10   9.43 16.85

2010-11   6.79 16.09

2011-12   8.16 13.23

2012-13   7.19 13.94

Source: 
Database 
of RBI, 
2015 
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in fiscal deficit, which is up to 2007-08. It has declined to its lowest level of 4 percent since 
1991, which was also in direction of target of FRBM Act. But this position could not be 
continued because of US financial crisis led world deep recession, which has also pulled 
down the growth rate of Indian economy form above 8 percent to below 6 percent. 
Government of India has implemented an expansionary fiscal policy, which has pushed the 
fiscal deficit to above 9 percent.  If we compare the growth of money supply with growth 
pattern of fiscal deficit in the same corresponding period, it is found that they do not follow to 
each other. In the first period, i.e. 1990-91 to 1996-97 there is increase of 1 percent in the 
growth of money supply from 15.1 percent to 16.1, with average growth of 17.1 percent, in 
spite of significant decline of 3 percent in fiscal deficit in the same corresponding period. 
This trend is also true in the second period, where fiscal deficit is increasing by 2 percent but 
growth of money supply is registering decline of 4 percent. Third period also depicts also 
depicts almost same kind of picture where there is significant decline of 4 percent in fiscal 
deficit growth in money supply registered significant increase of 5 percent. And in fourth 
period which was a recessionary period also portrait same kind of picture where both of them 
do not follow each other. 

Theoretically it is being explained that fiscal deficit and money supply are inversely 
related because of increase in RBM (Reserve Bank Money) due to deficit in Government 
account. However empirical evidences of the post reform period do not support to theoretical 
ground and gives reverse trend. It shows that fiscal deficit is not the dominating factor in 
deciding the money supply and also indicates to increasing independence of monetary policy.  
But the question of great relevance is that whether increased independence of monetary 
policy is also reflecting in terms of its effectiveness. Effectiveness of any policy is assessed in 
terms of efficiency of its transmission mechanism and accomplishment of objectives assigned 
to it. In the next section we will discuss the impact of increased independence of monetary 
policy (which is due to fiscal consolidation) on efficiency of its transmission mechanism. 

3. Fiscal Consolidation and efficiency of transmission mechanism 
 First it should be made very clear that traditionally monetary policy has very limited 
channel of transmission for affecting the values of real variables. It was mainly due to the 
high level of fiscal deficit of Government. Fiscal consolidation and due to that increased 
independence of monetary policy has paved the way for many new channels. At present RBI 
have mainly four channels, viz. credit channel, interest rate channel, exchange rate channel, 
and asset price channel, to affect the values of real variables. Emergence of new channels 
itself shows that now RBI is in better position than past to intervene in to the economy. 
However, in which extent this task has been accomplished is the question of great relevance. 
Before assessing this aspect empirically, it would be rational to present theoretical 
mechanism of different channels for understanding the processes and relevant information to 
be gathered. 

Credit channel, which is traditionally most used channel for affecting real variables in 
India, works through affecting aggregate deposits by controlling the money supply. Changes 
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in aggregates deposits with banks affect their capacity to create credit and lending. Size of 
lending by banks affect to size of capital formation in economy, which ultimately affect to 
growth rate of economy. Sequential pattern of above mechanism is depicted below: 

MS↑↓ »   AD↑↓ »    AC↑↓ »   CF↑↓ »   GR↑↓ 

Interest rate channel, which has emerged after deregulation of interest rate policy in 
the post reform period, is also governed by changes in money supply. Changes in money 
supply inversely affect to interest rate, which has further inverse effect on capital formation. 
Ultimately capital formation directly affect to growth of GDP.   

MS↑↓ »   IR↓↑ »      CF↑↓ »   GR↑↓ 

Exchange rate channel is the result of flexible exchange rate policy and free trade 
agreement on external account. Its mechanism is explained through processes of interest rate 
parity, which takes place by inflow and outflow of foreign capital. Money supply affects to 
rate of interest and rate of interest further affects to exchange rate. Variation in exchange rate 
affects to trade account, particularly to export, which ultimately affects to growth rate of 
GDP.  

MS↑↓ »   IR↓↑ »      ER↑↓ »   EX↑↓ »   GR↑↓ 

 Development of different segments of Indian financial system in the post reform 
period provided a new channel for transmission of monetary policy, i.e. asset price channel. 
Asset prices have two dimensional effects on real variables; first through its impact on capital 
formation and another through changes in consumption because of wealth effect. Sequential 
two dimensional effect of asset price channel is depicted below:                            
  

MS↑↓ »   IR↓↑ » AP↓↑ »   CD↓↑»   CF↑↓ »    GR↑↓ 

 In next sections empirical evaluations have been done for assessing the effectiveness 
of all these channels of monetary transmission. An attempt has also been made to explain the 
causes of effectiveness or ineffectiveness of all these channels of monetary transmission.   

3.1 Effectiveness of Credit Channel 
 As it has been discussed in last section credit channel is the only channel which has 
been mainly used for affecting real variables through monetary transmission. Reserve Bank 
of India (RBI) has controlled to credit creating capacity of commercial banks for achieving 
the desired objectives of monetary policy. For assessing the effectiveness as well as the 
changes which has taken place in credit channel of monetary transmission, annual data of 
relevant variables has been collected for the period of 1970-71 to 2012-13. Simple regression 
analysis technique has been used for finding the consequential coefficients of credit channel 
mechanism. Results of regression analysis have been presented below: 
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MS          AD            AC              CF          GR 
Β1 = .63*** Β2 = .22(.16) Β4 = .35*** β3=.43**

Empirical result, calculated in terms of regression coefficient, shows that mechanism 
of credit channel explained theoretically is meaningful and significant. All the coefficients 
follow same direction and except β2 coefficient, which explains the per unit effect of 
aggregate deposit on aggregate credit, all are also significant.    

When the same coefficients are being calculated for the post reform period, which is 
depicted below, it shows that effectiveness of channel is improving in comparison to last 
considered period. The β2 coefficient, which was insignificant in last case, became significant 
at 10 per cent level of significance.   
 

MS          AD    AC          CF      GR 
Β1 = .48*** Β1=.58** Β1 = .34* Β1=.60*** 

  For comparing the relative effectiveness of channel to the pre reform period, value of 
coefficients have been calculated for the period of 1970-71 to 1990-91, which has been 
depicted below. Its comparison with the post reform period shows that relative effectiveness 
has very much improved. In the pre reform period except β1 coefficient others are 
insignificant, while in post reform period almost all coefficients are significant at different 
level of significance.        
 

MS          AD             AC      CF          GR 
Β1=.311 Β1=.057 Β1=.096 Β1=.67*** 

3.2 Effectiveness of Interest Rate Channel 
 In the pre reform period India’s interest rate policy was administered. It was decided 
by Government on its discretion keeping multiple factors in mind. Because of this kind of 
policy there was plethora of interest rate, where RBI has very less role to play. Because of 
limited intervention of RBI in determination of interest rate, interest rate channel was 
inefficient in pre reform period. Coefficients values of interest rate channel in pre reform 
period also support to above claim, which are insignificant and do not contain desired sign.  
In the post reform period Government has deregulated to interest policy in certain extent and 
left it on business decision of commercial banks, which has promoted to competitively 
determine the interest rate in the market. It has also generated scope for RBI to intervene in 
market rate of interest by changing the policy rates.   Regression coefficients of interest rate 
channel in the post reform period also support to this explanation. All the coefficients are 
significant and also follow the desired direction relationship. 

 Considering both the period (pre and post reform period) together shows that interest 
rate channel is effective, however comparatively less effective than the post reform period. 
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When the coefficients of whole period are compared with coefficients of post reform period, 
it shows that value as well as significance level is improving.    
 

MS          IR      CF            GR 

 

MS            IR        CF                  GR 

 

MS         IR      CF    GR 

3.3 Effectiveness of Exchange Rate Channel 
 In the pre reform period, India’s exchange rate policy was governed by Foreign 
Exchange Regulatory Act (FERA), which imposes very strict regulation on foreign exchange 
as well as on variation of exchange rate. Perennial crisis of foreign exchange due to 
fundamental imbalance in external account, restrict RBI to intervene in economy through 
exchange rate channel. Because of this reason exchange rate channel was ineffective in the 
pre reform period, which is also supported by regression analysis done for this period. Value 
of regression coefficients, which is presented below, shows that almost all the coefficients are 
insignificant.  

 In spite of some very fundamental reform in foreign exchange policy (i.e. from 
FERA  Act to FEMA Act and controlled exchange rate policy to flexible exchange rate 
policy), situation has not  changed much in the post reform period. Though there is 
improvement in significance of first two steps of channel, as the coefficients are significance 
and are also having meaning full directional relation, but in advanced step, which are more 
critical for intervening in to real variables, are becoming insignificant. It is also true when we 
consider whole period, i.e. from 1970-71 to 2012-13. Graph depicted below for this period 
shows that first two coefficients are significant and having meaning full direction relation. 
However, values of coefficients as well as their significance are less in comparison to post 
reform period.     

 

MS          IR    ER          EX      GR 
 

MS            IR        ER   EX           GR 
 
 
MS            IR       ER              EX          GR 

Β1=.405** Β3=.643*** Β2= -.448** 

Β1=.33** Β2= -.277* Β3=.077 Β4= -.012 

Β1=.33** Β2= -.273* Β3=.473*** 

Β2=.211 Β1=.219 Β3=.075 

Β1=.099 Β2=.578* Β3=.249 Β4= -.002 

Β1=.405** Β2= -.83*** Β3= -.239 Β4= -.176 
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3.4 Effectiveness of Asset Price Channel 
 In developed countries asset price channel is the most efficient channel to intervene 
in to economy through monetary policy. For intervening in to economy through asset price 
channel, the very essential condition which is required is the development of financial 
market. Until unless different segments of financial market are not developed asset price 
channel cannot be used effectively. Unfortunately due to under development of financial 
market in India, asset price channel of monetary policy is not working effectively in India. 
There is lack of specialised segment as well as some very fundamental financial market such 
as secondary market of Government securities.  

 Empirical evaluation of asset price channel, which is depicted below, also support to 
ineffectiveness of asset price channel in India.  For measuring the changes in asset price, BSE 
Stock Index has been considered as proxy. Because Information of BSE Stock Index is not 
available before 1978-79, regression analysis for pre reform period could not be done. First 
figure presents the effectiveness of channel in the post reform period while second figure 
consider the period of 1978-79 to 2012-13. Analysis of post reform period shows that β2 and 
β3 coefficients are insignificant, which are very critical for establishing the relationship of 
channel to advanced steps. Almost same situation is when we consider the period of 1978-79 
to 2012-13. Insignificance of β2 and β3 coefficients shows under development of financial 
market by which monetary policy intervene in to economy.        

     

MS     IR   AP     CD         CF              GR
   

     

MS       IR      AP       CD            CF  GR 

4. Conclusion 
Developments of the post reform period shows that Indian financial system have got 

substantial transformation. Ways and Mean Advances (WMA) Act and Fiscal Responsibility 
and Budgetary Management (FRBM) Act have played very significant role in this direction. 
These changes in fiscal and financial system have also affected to working of Indian 
Monetary Policy. Functioning of Indian Monetary Policy has got substantial autonomy and 
efficiency in terms of designing its policy and achievement of its objectives. Emergence of 
new channels for monetary transmission have played very significant role in this direction. 
Monetary policy operates through management of money supply at desired level, which 
should be according to production capacity of economy. Traditionally it has been assumed 
that deficit in Government account is the measure source of money supply in Indian 
Economy. However, experience of the post reform period shows that role of fiscal deficit in 
determination of money supply have got substantially reduced. Association between fiscal 
deficit and money supply has been found negative in the post reform period. Development of 

Β1=.38***  Β2=.195 Β3=-.027 Β4=.67*** Β5=.55*** 

Β1=.4** Β2=.22 Β3=-.06 Β4=.78*** Β5=.63*** 
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different segments of Indian financial system paved the way for emergence of many mew 
channels such as interest rate channel, exchange rate channel and asset price channel along 
with more effectiveness of credit channel, which was traditionally only available channel for 
monetary transmission. Empirical evidence shows that effectiveness of almost all the 
channels have improved in the post reform period. While credit channel and interest rate 
channel are working significantly, asset price channel and exchange rate channel are still not 
significant. Development of specialised segment of financial market is very critical in this 
direction to make significant the remaining insignificant channels of monetary transmission. 
At last it can be concluded that due to new economic policies overall effectiveness of 
monetary transmission has improved, however there is further scope for improvement 
through developing specialised segments of financial market, which will help in improving 
the significance of new emerged channels.  
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Trend and Pattern of Expenditure on Medical & Public health with 
special reference to Uttar Pradesh 

Dr. Manokamana Ram1 

Abstract 

In this paper an attempt has been made to examine trend and pattern of expenditure 
on medical & public health of 19 major Indian States for the period 1981-2015. Total time 
period has been divided into three broad segments i.e. pre-reform period (1981-1990), 
reform period (1991-2015) and total time period (1981-2015). The empirical study has been 
done for 19 States in general and UP in particular. Further, the study has been made in total 
as well as per capita terms. At last, findings of this study suggested that it is true that there is 
urgent need to enhance more fund towards medical & public health at all- India level in 
general and at UP level in particular. 
 
Explanation of the paper 

As stated in abstract earlier that this paper is broadly divided into three broad 
segments which are presented below: 

A. Trend and pattern of expenditure on medical & public health (total as well as per 
capita terms), 

B. Growth of expenditure on medical & public health with respect to aggregate 
expenditure  

C. Major findings of the empirical results 
 

A. Trend and pattern of expenditure on medical & public health (total as well as per 
capita terms) 

 In the present study for measuring average annual growth rate of medical & public 
health expenditure of 19 major Indian States, semi- log model has been employed. 

Table-1: Average Annual Growth of Total Medical & Public Health expenditure of 
selected Indian states                                                                               (In Percentage) 
Sl. 
No 

State Pre Reform Period 
(1981-1990) 

Post Reform Period 
(1991-2015) 

Total Time Period 
(1981-2015) 

1 Andhra P 7.33 10.99 10.87 
2 Gujarat 8.95 9.89 10.01 
3 Haryana 8.95 12.01 9.99 
4 Karnataka 9.87 9.92 10.02 
5 Kerala 7.64 10.98 10.88 
6 Maharashtra 6.75 10.05 9.81 
7 Punjab 8.57 9.59 9.85 
8 Tamil Nadu 6.73 9.78 9.97 

                                                            
1 Assistant Professor, Department of Economics, BHU (UP) 
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9 West Bengal 5.94 9.91 9.85 
10 J & K 8.93 12.00 11.41 
11 Himanchal P 7.52 10.94 10.90 
12 Tripura 15.16 9.96 10.80 
13 Assam 7.90 8.89 9.02 
14 Manipur 9.73 10.12 10.01 
15 Nagaland 8.24 10.87 9.05 
16 Bihar 8.64 7.10 8.89 
17 Madhya P 5.22 8.79 8.94 
18 Rajasthan 7.29 10.05 10.97 
19 UP 10.50 9.59 9.78 

Note: Estimation has been done on the basis of semi log model and regression has been 
employed as followings equation: ln Yi = β1 + β2 t + ui (average annual growth in Y in 
percentage term thus be β2× 100) 

 From Table-1, it is obvious that the average annual growth in expenditure of State on 
medical & public health during pre-reform era (1981-90) for lower group like Bihar, Madhya 
Pradesh, Rajasthan, and Uttar Pradesh was noted at 8.64%, 5.22%, 7.29%, and 10.50% 
respectively, by and large, has been found lower as compared to the developed States such as 
Karnataka, Gujarat and Haryana at 9.87%, 8.95% and 8.95% respectively and middle group 
States such as Tripura at 15.16% . Similar trends are found for the period covered by the 
reform era (1991-2015). For example, average annual growth in total expenditure of lower 
group as Bihar, Madhya Pradesh, Rajasthan and Uttar Pradesh stood at 7.10%, 8.79%, 
10.05% and 9.59% respectively, while in case of some developed States like Andhra Pradesh 
and Haryana, these figures stood at 10.99% and 12.01% respectively. However, in case of 
middle group States as J & K and Himachal Pradesh it was noted at 12.00% and 10.94% 
respectively. 

 Moreover, average annual growth in this regard for entire period i.e.1981-2015 also 
reveals same results. For instance, average annual growth in total expenditure of lower group 
like Bihar, Madhya Pradesh, Rajasthan and Uttar Pradesh on medical & public health stood at 
8.89%, 8.94%, 10.97% and 9.78% respectively, whereas respective figures were 11.41% and 
10.90% for middle group States such as J & K and Himachal Pradesh.  

Table-2: Average Annual Growth of Per Capita Medical & Public Health expenditure 
of selected Indian states                                                                                 (In Percentage) 

Sl. 
No 

State Pre Reform Period 
(1981-1990) 

Post Reform Period 
(1991-2015) 

Total Time Period 
(1981-2015) 

1 Andhra P 5.51 9.98 8.96 
2 Gujarat 7.10 7.76 7.90 
3 Haryana 1.03 9.86 7.96 
4 Karnataka 7.88 8.70 8.93 
5 Kerala 5.92 9.99 9.85 
6 Maharashtra 4.90 8.01 7.19 
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7 Punjab 6.92 7.92 7.94 
8 Tamil Nadu 5.15 8.67 8.27 
9 West Bengal 4.03 7.99 7.67 
10 J & K 6.69 9.66 9.49 
11 Himanchal P 5.77 9.54 9.09 
12 Tripura 12.90 8.91 8.91 
13 Assam 5.68 7.45 7.92 
14 Manipur 7.36 8.46 8.01 
15 Nagaland 4.49 7.19 5.60 
16 Bihar 6.52 6.05 7.38 
17 Madhya P 3.10 8.36 7.89 
18 Rajasthan 4.69 7.97 7.99 
19 UP 8.46 7.62 7.42 

Note: Estimation has been done on the basis of semi log model and regression has been 
employed as followings equation: ln Yi = β1 + β2 t + ui (average annual growth in Y in 
percentage term thus be β2× 100) 

Since real scenario emerges in per capita term, accordingly in Table-2, Average 
Annual Growth of Per Capita Medical & Public Health expenditure of selected Indian states 
has been presented.  

 It is clear from Table-2 that the average annual growth in per capita expenditure of 
States on medical & public health during pre-reform period (1981-90) for few lower group 
was found low as compared to those of developed States as well as middle group States. For 
instance, average annual growth rate of per capita expenditure on medical & public health for 
Madhya Pradesh and Rajasthan were stood at 3.10%, and 4.69% respectively, however, for 
Gujarat, Himachal Pradesh and Karnataka, it was noted at 7.10%, 5.77%, 7.88% and 7.36% 
respectively. Similarly, for some middle group States it was found as 12.90% and 7.36% for 
the State of Tripura and Manipur. But in this regard UP is for better than most of the 
developed, middle and within lower group states. 

Same trend has been observed during the reform period (1991-2015). For instance, 
average annual growth in per capita expenditure of States on medical & public health for 
Bihar, Rajasthan and Uttar Pradesh were noted at 6.05%, 7.97%, and 7.62% respectively, 
while for developed States such as Andhra Pradesh, Haryana, and Kerala, these figures stood 
at 9.98%, 9.86%, and 9.99% respectively and for few middle group States as J& K and 
Himachal Pradesh these percentages noted at 9.66% and 9.54% respectively. It seems that 
after reform medical & public health expenditure was declined as compared to most of the 
developed states and few of the middle states like J & K, Himachal Pradesh, Tripura and 
Manipur. 

However, for the entire period i.e.1981-2015, it is significant to mention that, average 
annual growth in per capita expenditure of states on medical & public health for Bihar, 
Madhya Pradesh, Rajasthan and Uttar Pradesh were noted at 7.38%, 7.89%, 7.99% and 
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7.42% respectively, which were less than those of developed states as Kerala (9.85%) and 
Andhra Pradesh (8.96%) as well as J&K (9.49%) and Himachal Pradesh at 9.09% of the 
middle group States. It is experienced that for entire time period (1981-2014) growth of 
expenditure on medical & public health of UP is not so satisfactory.  

In addition, a descriptive statistics analysis has also been applied on this head (in total 
and per capita terms) which is shown in Table-3 and Table-4 respectively. 

Table-3: Expenditure on Medical & Public health: Selected Statistics 
State Mean Std. 

Error of 
Mean 

Std. 
Deviation 

Varianc
e 

Skew
ness 

Std. 
Error 

of 
Skew
ness 

Kurt
osis 

Std. 
Error 

of 
Kurt
osis 

AP 96885.82 17726.87 100274.81 102E+10 1.938 0.514 3.234 0.909 

Gujarat 62353.96 9769.91 55264.97 306E+09 1.654 0.514 2.338 0.909 

Haryana 26473.93 4933.10 27905.04 780E+08 1.947 0.514 2.927 0.909 

Karnata 65911.84 10640.78 60190.06 363E+09 1.708 0.514 2.718 0.909 

Kerala 56466.91 9839.79 55659.94 310E+09 1.899 0.514 3.652 0.909 

Maharash 124242.02 18798.87 106339.90 114E+10 1.443 0.514 1.253 0.909 

Punjab 39671.28 5787.15 32736.05 108E+09 1.300 0.514 1.544 0.909 

Tamil N 90205.88 15201.23 85988.09 740E+09 1.977 0.514 3.753 0.909 

West B 90057.04 13603.97 76952.06 593E+09 1.448 0.514 1.413 0.909 

J & K 30025.96 5291.87 29934.05 897E+08 1.535 0.514 1.851 0.909 

HP 19709.85 3271.80 18504.97 343E+08 1.489 0.514 1.538 0.909 

Tripura 5809.89 952.07 5385.98 291E+05 1.564 0.514 1.643 0.909 

Assam 27276.78 5345.05 30234.95 915E+08 2.501 0.514 5.839 0.909 

Manipur 4912.63 909.98 5144.94 265E+05 2.414 0.514 6.107 0.909 

Nagaland 5902.81 922.87 5217.84 273E+05 1.671 0.514 2.307 0.909 

Bihar 51505.91 6486.03 36690.06 136E+09 1.116 0.514 0.651 0.909 

MP 59137.76 8470.02 47912.94 230E+09 1.699 0.514 2.953 0.909 

Rajasthan 66396.99 10969.07 62049.87 386E+09 1.598 0.514 1.999 0.909 

Uttar  P 126950.05 20027.80 113291.90 129E+10 1.487 0.514 1.572 0.909 
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Descriptive statistics of Total expenditure on medical & public health for twenty 
Indian states for the period 1980-81 to 2014-15 are contained in Table-3.The Descriptive 
Statistics include limited measures in the present study like Mean, Standard Deviation 
(S.D.),Variance, Skewness and Kurtosis only. It can be inferred from Table-4.3 that average 
total medical & public health expenditure was found higher for state of U.P. (Rs. 126950.05 
lakhs) followed by Maharashtra (Rs. 124242.02 lakhs) and Tamil Nadu(Rs. 90205.88 lakhs) 
whereas it was found lowest for state of Manipur (Rs. 4912.94) lakhs. In terms of dispersion, 
maximum S.D. was observed for the state of U.P. (Rs. 113291.90 lakhs) whereas minimum 
S.D. stood for Manipur (Rs. 5144.94). However, value of variance was found higher in case 
of U.P.  (129E+10) and minimum value was observed in case of Manipur (265E+07) also. 
Skewness was noted highest for Assam state (2.501) while minimum skewness was found for 
Bihar (1.116). Similarly, maximum kurtosis was stood for Manipur (6.107) and it was found 
minimum in case of Bihar (0.651) also. 

In sum, it is obvious that during the period understudy 1980-81 to 2014-15, average 
total medical & public health expenditure was found higher in case of Uttar Pradesh. 
However, during the same period average total medical & public health expenditure was 
found lowest in case of hill state i.e. Manipur. When the variance is taken into consideration, 
the medical & public health expenditure was highest for U.P. followed by Maharashtra. With 
regard to kurtosis it is clear that the data are positively skewed and most of them were 
platikurtic. Similarly, in terms of skewness, expenditure on medical & public health trend 
was found highly skewed for Haryana and Assam.  

Table-4: Per Capita Expenditure on Medical & Public health: Selected Statistics 
State Mean Std. 

Error 
of 

Mean 

Std. 
Deviat

ion 

Varianc
e 

Skewn
ess 

Std. 
Error of 
Skewness 

Kurtosis Std. 
Error of 
Kurtosis 

AP 124.01 20.85 114.90 13125.76 1.99 0.514 3.02 0.909 

Gujarat 120.76 15.96 88.72 7747.80 1.87 0.514 1.97 0.909 

Haryana 120.84 18.79 103.94 10701.81 1.98 0.514 2.98 0.909 

Karnata 121.90 17.57 96.95 9322.79 1.91 0.514 2.76 0.909 

Kerala 172.98 28.73 159.71 25313.74 1.94 0.514 3.68 0.909 

Maharash 126.96 15.89 88.82 7782.69 1.84 0.514 1.01 0.909 

Punjab 160.76 19.98 111.04 12268.78 1.02 0.514 0.96 0.909 

Tamil N 141.89 21.88 121.02 14627.68 1.97 0.514 3.79 0.909 

West B 111.02 14.79 81.91 6628.01 1.77 0.514 1.53 0.909 

J & K 286.01 42.68 239.93 57464.81 1.72 0.514 1.81 0.909 
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HP 313.02 46.98 262.87 68837.01 1.70 0.514 1.56 0.909 

Tripura 175.04 25.87 143.03 20431.59 2.59 0.514 1.79 0.909 

Assam 99.06 17.08 96.74 9225.57 1.91 0.514 4.90 0.909 

Manipur 206.99 31.85 177.72 31443.54 2.61 0.514 5.02 0.909 

Nagaland 335.71 38.81 216.96 46972.56 2.63 0.514 4.80 0.909 

Bihar 56.03 6.84 36.82 1326.87 1.01 0.514 0.64 0.909 

MP 86.06 11.99 65.01 4224.83 1.93 0.514 2.58 0.909 

Rajasthan 113.90 15.75 85.99 7343.82 1.85 0.514 1.81 0.909 

Uttar  P 73.04 9.77 53.84 2809.81 1.87 0.514 1.68 0.909 

Table-4 presents descriptive statistics regarding per capita expenditure on medical & 
public health for twenty Indian states for the period 1980-81 to 2014-15.The Descriptive 
Statistics include limited measures in the present study like Mean, Standard Deviation 
(S.D.),Variance, Skewness and Kurtosis only. It is obvious from Table-4.4 that average per 
capita medical & public health expenditure was found higher for state of Nagaland 
(Rs.335.71 lakhs) followed by Himachal Pradesh (Rs.313.02 lakhs) and J & K (Rs.286.01 
lakhs) whereas it was found lowest for the state of Bihar (Rs.56.03 lakhs) followed by Uttar 
Pradesh (Rs.73.04 lakhs). In terms of dispersion, maximum S.D. was observed for state of 
Himachal Pradesh (Rs.262.87 lakhs) whereas minimum S.D. stood for Bihar (Rs.36.82 lakhs) 
followed by UP (53.84 lakhs). However, value of variance was found higher in case of 
Himachal Pradesh (68837.01) and minimum value was observed in case of Bihar (1326.87) 
followed by UP (2809.81) also. Skewness was noted highest for Nagaland (2.63) while 
minimum skewness was found for Bihar (1.01). Similarly, maximum kurtosis was stood for 
Manipur (5.02) and it was found minimum in case of Bihar (0.64).   

Descriptive Statistics as mentioned above Para reveals that during the period 
understudy 1980-81 to 2014-15, average per capita medical & public health expenditure was 
found higher in case of Nagaland. However, during the same period average per capita 
medical & public health expenditure was found lowest in case of Bihar followed by UP. 
When the variance is taken into consideration, per capita medical & public health expenditure 
was highest for Himachal Pradesh followed by J & K and lowest for the state of Bihar 
followed by UP. With regard to kurtosis it is clear that the data are positively skewed and 
most of them were platikurtic. Similarly, in terms of skewness, per capita expenditure on 
medical & public health trend was found highly skewed for Nagaland and least skewed for 
the state of Bihar.   
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B. Trend and Pattern of Expenditure on Medical & Public Health with respect to 
Aggregate Expenditure 
This sub-section presents growth of expenditure on medical & public health with respect to 
total expenditure. 

Table-5: Expenditure on Medical and Public Health (Including Family Welfare*) - As 
Ratio to Aggregate Expenditure                                                                   (in Percentage) 

State 200

0-

01 

200

1-2 

200

2-3 

200

3-4 

2004

-5 

200

5-6 

200

6-7 

200

7-8 

200

8-9 

200

9-

10 

201

0-

11 

201

1-

12 

201

2-

13 

20

13-

14 

AP 4.7 4.4 4.0 3.7 3.2 3.4 3.3 3.3 3.6 3.9 4.1 4.4 4.2 4.3 

Gujarat 3.4 2.8 3.2 2.7 2.8 3.1 2.9 3.2 3.1 3.8 4.2 4.2 4.7 4.9 

Haryana 3.3 3.0 3.3 2.4 2.7 3.1 2.5 2.6 2.9 3.4 3.2 3.1 3.4 3.6 

Karnata 5.1 4.9 4.2 3.4 3.0 3.3 3.1 3.8 3.8 3.6 3.9 3.9 4.1 4.1 

Kerala 5.3 5.8 4.8 4.3 4.5 4.7 4.9 4.5 4.8 4.8 5.1 5.4 5.2 5.2 

Maharash 3.9 4.3 3.7 3.2 2.7 3.2 3.1 3.5 3.5 3.3 3.6 3.6 3.9 3.9 

Punjab 4.5 3.9 3.5 3.0 2.9 3.4 2.7 2.9 3.0 3.2 3.3 4.3 4.3 4.1 

Tamil N 4.9 4.9 4.1 3.8 3.2 4.2 3.3 3.3 3.7 4.8 4.8 4.0 4.4 4.5 

West B 5.6 5.0 4.9 3.7 4.2 3.9 4.1 4.0 3.6 4.8 4.8 4.8 4.2 4.5 

J & K 4.9 5.5 5.2 5.5 4.9 4.5 5.4 5.3 4.8 5.2 5.1 5.2 5.1 5.4 

HP 5.6 4.9 4.5 4.3 4.6 4.6 4.4 4.4 4.5 4.8 5.1 4.8 4.9 5.1 

Tripura 4.0 3.7 3.8 3.4 3.5 4.7 5.1 5.0 4.8 4.8 4.4 5.3 4.4 5.2 

Assam 4.7 4.2 3.7 3.5 2.9 3.4 4.2 4.3 5.0 5.7 5.2 4.9 4.6 4.6 

Manipur 4.8 3.4 2.9 3.2 2.6 3.0 2.7 4.1 3.5 4.4 5.0 5.7 4.9 5.7 

Nagaland 5.2 4.1 4.6 4.0 5.7 4.3 4.2 4.3 3.8 3.9 4.3 4.3 4.1 4.2 

Bihar 5.9 4.9 4.2 3.8 3.1 4.5 4.2 4.4 3.5 3.5 3.3 3.5 3.5 3.2 

MP 5.1 4.1 4.1 3.3 3.1 3.4 3.8 3.5 3.4 3.3 3.6 3.2 4.0 3.8 

Rajasthan 5.2 5.2 4.2 4.0 3.7 4.4 4.1 4.0 4.8 4.8 4.8 5.1 4.8 5.0 

Uttar  P 4.0 3.6 3.8 2.7 3.8 5.1 5.7 4.8 4.7 5.0 4.8 4.4 5.0 4.6 

All India 4.6 4.4 4.0 3.4 3.4 3.9 3.9 3.8 3.9 4.2 4.2 4.2 4.3 4.4 

All India 

per cent to 

GDP 

0.7 0.7 0.7 0.6 0.6 0.6 0.6 0.6 0.6 0.7 0.6 0.6 0.7 0.7 

Source: Budget documents of the state governments, CAG for 2013-14, retrieved from RBI. 

Table-5 presents about growth of expenditure on medical and public health 
(including family welfare*) - as ratio to aggregate expenditure published in CAG report 
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2013-14. This growth rate has been calculated for the period of 2000-01 to 2013-14 that mean 
it is seen of post reform period. Hence, from Table-4.5, it is obvious that the annual growth in 
expenditure of State on medical & public health during 2000-01 for Uttar Pradesh was found 
at 4% only, by and large, has been recorded low as compared to the all- India at 4.6% and of 
developed States such as Kerala and Karnataka at 5.3% and 5.1% respectively and middle 
group States such as West Bengal, Himachal Pradesh and Nagaland at 5.6%, 5.6% and 5.2% 
and also within lower group category as Bihar, M.P. and Rajasthan at 5.9%, 5.1% and 5.2%. 

However, it was slightly increased for UP at 4.8% in the period of 2010-11 but noted 
lower as comparison to one of the developed state as Kerala at 5.1 and few middle group 
states like Assam, Himachal Pradesh and J & K at 5.2%, 5.1% and 5.1% respectively but 
little higher than all-India average at 4.2%. Moreover, annual growth in this regard for the 
period of 2013-14 revels that it was slightly decreased for UP at 4.6% as compared to also a 
one of the developed state as Kerala at 5.2% and few middle group like Manipur, J & K and 
Tripura Himachal Pradesh at 5.7%, 5.4% and 5.2% also, from one of the lower group state 
like Rajasthan at 5% but it was noted higher than all-India average at 4.4%. 
 
C. Major findings of the empirical results 
 Major findings of this paper are mentioned as followings: 

1) That the average annual growth in expenditure of States on medical & public 
health during pre-reform era (1981-90) for Uttar Pradesh was noted at 10.50%, by 
and large, has been found lowest as compared to the one the middle group state for 
example Tripura at 15.16%. Same trends are found for the period covered by the 
reform era (1991-2015). For example, average annual growth in total expenditure 
Uttar Pradesh stood at 9.59%, while in case of some developed States like Haryana, 
Andhra Pradesh and Kerala these figures stood at 12.01%, 10.99% and 10.98 
respectively. However, in case of one of the middle group States as Himachal 
Pradesh, Nagaland and Manipur it was noted at 10.94%, 10.87 and 1012% 
respectively Moreover, average annual growth in this regard for entire period 
i.e.1981-2015 also reveals same results. For instance, average annual growth in total 
expenditure of Uttar Pradesh on medical & public health stood at 9.78%, whereas 
respective figures were 11.41%, 10.90%, and 10.80% for middle group States such as 
J& K, Himachal Pradesh, Tripura and developed States like Kerala and Andhra 
Pradesh. 

2) That the average annual growth in per capita expenditure of States on medical & 
public health during pre-reform period (1981-90) for UP was found low as 
compared to one of the middle group state. For instance, average annual growth rate 
of per capita expenditure on medical & public health for UP was stood at 8.46%, 
however, for Tripura it was noted at 12.90%. Likewise trend has been observed 
during the reform period (1991-2014). For instance, average annual growth in per 
capita expenditure of States on medical & public health for Uttar Pradesh was noted 
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at 7.62%, while for developed States such as Andhra Pradesh, Haryana, and Kerala, 
these figures stood at 9.98%, 9.86%, and 9.99% respectively. And repetition has been 
found for entire period i.e.1981-2015. It is significant to mention that, average 
annual growth in per capita expenditure of states on medical & public health for Uttar 
Pradesh was noted at 7.42% which was less than those of developed states as Andhra 
Pradesh and (8.96%), Kerala (9.85%) also those of middle group states as J 
&K(9.49%) and Himachal Pradesh (9.09%) 

3) In terms of descriptive statistics for Total expenditure of states on medical & 
public health for nineteen states for the period 1980-81 to 2014-15, mean was found 
highest for Uttar Pradesh (Rs.126950.05 lakhs) while lowest was noted for Manipur 
(Rs.1912.63 lakhs). Similarly, S.D. was highest for Uttar Pradesh (Rs.113291.90) and 
lowest S.D. was noted for Manipur (Rs.5144.94 lakhs) also.  

4) That for per capita expenditure of states on medical & public health for nineteen 
states under study for the period of 1980-81 to 2014-15, highest mean was observed 
for Nagaland (335.71) while lowest figure was noted for Bihar (Rs. 56.03) followed 
by Uttar Pradesh (Rs. 73.04). In terms of S.D., maximum was noted for Himachal 
Pradesh (Rs.262.87) while lowest figure was noted for Uttar Pradesh (Rs.53.84 
lakhs). At the same time, skewness was noted highest for Nagaland (Rs.2.63), 
however, lowest in this regard was found for state of Bihar (Rs.1.01). 

5) That, expenditure on medical and public health (including family welfare*) - as ratio 
to aggregate expenditure during 2000-01 for Uttar Pradesh was found at 4% only, 
by and large, has been recorded low as compared to the all- India at 4.6% and of 
developed States such as Kerala and Karnataka at 5.3% and 5.1% respectively and 
middle group States such as West Bengal, Himachal Pradesh and Nagaland at 5.6%, 
5.6% and 5.2% and also within lower group category as Bihar, M.P. and Rajasthan at 
5.9%, 5.1% and 5.2%. 

6) That, expenditure on medical and public health (including family welfare*) - as ratio 
to aggregate expenditure during 2010-11 for Uttar Pradesh, it was slightly increased 
for UP at 4.8% in the period of 2010-11 but noted lower as comparison to one of the 
developed state as Kerala at 5.1 and few middle group states like Assam, Himachal 
Pradesh and J & K at 5.2%, 5.1% and 5.1% respectively but little higher than all-
India average at 4.2%. Moreover, annual growth in this regard for the period of 2013-
14 revels that it was slightly decreased for UP at 4.6% as compared to also a one of 
the developed state as Kerala at 5.2% and few middle group like Manipur, J & K and 
Tripura Himachal Pradesh at 5.7%, 5.4% and 5.2% also, from one of the lower group 
state like Rajasthan at 5% but it was noted higher than all-India average at 4.4%. 

Concluding Remarks 
From above it can be concluded that whether growth of expenditure on medical and 

public health (including family welfare*) - as ratio to aggregate or average annual growth in 
total or per capita expenditure of UP are not so satisfactory. We know that UP is a most 
populous state in India, hence, there is essential to maintain a consistent level of medical & 
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public health expenditure at least 5 to 6% (from given trend of data) of aggregate expenditure 
for the availability of basic facility so that people of UP can access these easily. Last but not 
least, from last panel of the Table-5 it is obvious that India is one of the countries that spend 
the least on the healthcare sector with a public spending of around one per cent of GDP as 
compared to three per cent in China. Concerning this, so many expert groups have 
recommended that at least 2.5 per cent of the GDP must be devoted to public expenditure on 
health because of the huge burden of diseases in India. In view of above, as per findings of 
my study, it is also true that there is urgent need to enhance more fund towards medical & 
public health at all- India level in general and at UP level in particular. 
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An Overview of Socio-Economic Impacts of Agricultural Taxation 
        Dr. Pranav Kumar Anand1 

Abstract 

The impact of agricultural taxation on society, especially on peasants or poor small 
and marginal farmers during the Mughal period and British India and after independence is 
perceived through policy implementation level. The measurement system, the land revenue 
collection system had reached to another level during Mughal period and it was more 
organised and to enhance the tax collection of the empire. According to the Indian Taxation 
Enquiry Committee 1925, there is no historical justification for the continued exemption from 
the income-tax of income derived from agriculture. However, there are administrative and 
political objections to the removal of the exemption at the present time, if it should prove 
administratively feasible and practically worthwhile. 

Keywords: Land Tenure System, Revenue Accruing System, Feudal Agrarian Relations. 

Introduction 
The earliest source on agriculture of India is Kautilya’s Arthashastra which discusses 

about the agriculture and the methods of collecting revenue by the administration whereby 
the state institutions exerted direct power in the agricultural sector. So, states that the King 
could understand the complexities of agriculture. In the medieval period, there were kinship 
agrarian expansions/relations in lineages, clans, castes, sects and the four varnas of 
Brahmans, Kshatriyas, Vaisyas, and Sudras. The social class status of peasant as farmers was 
not established and they had no voice at all in the system which was burdened with many 
types of taxes or rent obligations for land entitlements to intimate personal bondage. During 
the Gupta Empire, Brahmans, Bhumihars, Rajputs, Kayasthas, and Baniyas represented the 
influential zamindar class while the traditional lower-castes such as Ahirs, Kurmis, Koeri, 
Lodh were engaged in farming activities. The land, labour, and assets of lower class of 
landless, small and marginal farmers families of Sudra and untouchable caste groups were 
engaged for their livelihood under dominant caste families such as Brahmans and Kshatriya’s 
who controlled in the cultivation (Ludden, 1999: 74-76). Over the centuries, villagers, 
farmers, agricultural workers, forest cultivators either obeyed or resisted controls imposed 
upon them by the state institutions or dominant land-owning groups/communities that were a 
significant social force in creating dynastic lineage system of social differences, status, rank, 
and power (Ludden, 1999). The impact of agricultural revenue on society during the Mughal 
period and British India and after independence is perceived through policy implementation 
level. 

                                                            
1 Assistant Professor, Department of  Economics, School of Ambedkar Studies, BabaSaheb Bhimrao 
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There are two broad types of agricultural taxation in developing countries, namely 
explicit and implicit taxes. Explicit taxes include taxes on land, water, fertilizer, etc., and 
taxes on agricultural produce. Implicit taxes include taxes or subsidies of the non-agricultural 
sector. Land taxes have always been regarded efficient and equitable if, large size of land 
holding and hence, wealthier pay more. An agricultural tax arrangement could be designed, 
on the basis of the land, such as the availability and accessibility of water, fertility, and 
presence to a market. Hoff (1991) makes the point that land taxes are riskier than taxes on 
agricultural produce, and hence in the absence of complete insurance against agricultural 
produce risks, they will tend to be less favoured compared with agricultural produce taxes. 
Skinner (1991) makes point agricultural taxation problem is due to administration.  If 
production is uncertain due to seasonal variations and natural calamities, then a fixed land tax 
will make net producer income more variable than an equivalent agricultural produce tax. 
Taxes on agricultural produce could be imposed on gross output or marketed surplus but, in 
practice in developing countries it is impossible to tax gross output as one would have to get 
involved in household consumption decisions. Hence only marketed surplus can be feasibly 
taxed.  

On the other hand, taxing exportable or cash crops has had a long and successful 
history as a fiscal instrument in different countries. The key to the success of export taxation 
of agricultural commodities is the technological upgradation needed to organize along 
monopolistic lines to exploit economies of scale involved in marketing of these commodities. 
Even in cases where the government has not been involved in monopolistic export marketing 
boards, producers have organized in cooperatives to exploit economies of scale in world 
marketing. The principal ground for heavy taxation of exports is its convenience. In a country 
where per capita income is very low, administrative personnel are scarce, modern 
accounting practices are non-existent and much of the population is self-employed or 
engaged in traditional economic activity, recourse must be had to maximum revenue 
collection in the few sectors where it is possible. In that it must pass through only a very few 
ports, foreign trade is easily measured, controlled and taxed.  

Methodology 
The study is primarily based upon secondary sources for observation obtained from 

the published reports of the government of India such as the Economic surveys, NSS Report, 
books, articles, and the websites. We try to analyse the impact of agricultural taxation on 
society, especially on peasants or poor small and marginal farmers during the Mughal period 
and British India and post-independence is perceived through policy implementation level. 

History of Indian Farming and Methods of Accruing Revenue 
In India Bihar was the first State to impose a tax on agricultural incomes. With the 

separation of Orissa, the needs of the Government of Bihar for additional revenue increased. 
Besides, that Government had to make up the loss of revenue it incurred with the introduction 
of prohibition in certain areas of the Province. Thus for the first time after a lapse of nearly 
sixty years, income from agriculture was subjected to tax. The Bihar Agricultural Income-tax 
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Act of 1938 was passed, and other States followed to impose  the taxes, they were; Bihar, 
Assam, Bengal, Orissa, Uttar Pradesh, Hyderabad, Travancore-Cochin, Madras, Rajasthan, 
Coorg, Bhopal, and Vindhya Pradesh. It may be said of some of these States that it was the 
fact of big landlords under the permanent settlement of a commercial character that drew the 
attention of the Governments to the desirability of levying this tax.  

 The Constitution, under Article 366, specifies that agricultural income shall define 
for the purposes of the enactments relating to Indian income tax. Section 2 (2) of the Indian 
Income-tax Act, 1922, defines agricultural income as follows; (a) revenue derived from land 
which is used for agricultural purposes and is either assessed to land revenue in the taxable 
territories and collected by officers of the Government (b) any income derived from such land 
by (i) agriculture, or (ii) the performance by a cultivator or receiver of rent in-kind of any 
process ordinarily employed by a cultivator or receiver of rent-in-kind to render the produce 
raised or received by him fit to be taken to market, or (iii) the sale by a cultivator or receiver 
of rent-in-kind of the produce raised or received by him. (c) income derived from any 
building owned and occupied by the receiver of the rent or revenue of any such land, or 
occupied by the cultivator, or the receiver of the rent-in-kind, of any land with respect to 
which, or the produce of which, any operation mentioned in (ii) and (iii) is carried on. 
Though, questions rose whether particular incomes are agricultural or non-agricultural, been 
settled by judicial decisions.  

The following incomes are also now held to be agricultural incomes; (i) income 
derived from the letting out of pasture land provided the animals pastured are agricultural 
animals; (ii) amount paid by owner-tenants to the owner under relating to ownership, whether 
or not the amount is or ought to be allocated towards the principal or interest of the ownership 
or to any ether purpose; (iii) malikanas payable to a proprietor in lieu of surrender of all his 
proprietary rights, to a transferee, which is payable whether or not the lands are used for 
agricultural purposes; (iv) interest payable on arrears of rent on the ground that it is not 
payable for use of the land but as compensation for delay in payment. Agricultural income-
tax subject to charged for each financial year in accordance with and subject to the provisions 
different States of the State Acts, on the total agricultural income of the previous year of 
every person which term includes an association of individuals, undivided Hindu family, a 
firm or a company. The rates of imposing taxes, in some States have been laid down itself 
while in a few others the rates are fixed annually under the Finance Acts. For administrative 
comfort and for equity concerns, the States have directed an exemption limit and have laid 
down that annual incomes below the limit will not be assessable to tax. The exemption limits 
and the rates of the tax have in no State remained constant.  

For validating proper assessment to be made, a taxpayer is asked to maintain proper 
and detailed accounts. While this is possible for the big farmers, companies and owners of 
plantations, while on the other side, the small and marginal farmers find it extremely difficult 
to comply with all the requirements of the tax provisions. Very few States adopted in the past 
a simple method of assessment under which a farmer was presumed to have earned an income 
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equal to a specified multiple of the rent received from the land.  Since 1948 in Bihar, and 
Bengal imposition a tax on agricultural incomes been abandoned because of various 
complexities in fixing the operative multiple for each area as also on account of a noticeable 
abuse of this option by the taxpayer. However, Uttar Pradesh continues the practices of 
taxation. The multiple was originally fixed at the maximum of seven and a half times the rent 
of the land, and the Board of Revenue was authorised to fix the operative multiple for each 
district or portion thereof within the prescribed maximum. The maximum has since been 
raised to twelve and a half times the rents, in view of recent increase in the prices of 
agricultural produce. It has also been laid down that once a taxpayer decides to exercise the 
option of being assessed up under this system, he will not be entitled to vary the method of 
computation of his income except with the permission of the Board of Revenue.  

(a) Land Revenue System in Mughal Period  
The land revenue system formed on the basis of relationship between the Mughal 

Empire and the poor or peasant class. Initially, the Mughal Empire did not set up a sound land 
revenue system nor did his son Humayun but, Sher Shah was the first Muslim ruler who 
introduced revenue reforms and establishes a beneficial system which was equally good for 
the state and peasant or farmers. Afterwards, Akbar came into power and divided the land 
into Khalsa land and the Jagir lands. Village was the smallest unit of administration 
surrounded by fields and also had lands for pasture and forest for fuel and other purposes. 
There was established a uniform method of measurement known as Ain- i- Dahsala or the 
Bandobast system. It was based on Zabti system also known as the Ryotwari system. Initially 
it was introduced in only in eight provinces namely- Allahabad, Agra, Oudh, Ajmer, Malwa, 
Delhi, Lahore, and Multan. Provinces were divided into sarkars or districts and those of 
districts into Parganas or tehsils (Moreland, 1962). The mughal emperors used measurement 
units and the division of lands for collecting taxes. Also, new technique of units of 
measurement was introduced where, a yard was called gaz which was of 41 units and a bigha 
was equal to area of 60 yards square or 3600 square yards. Thus, during the empire of Akbar 
improvements was made in the modes of measurement for the benefit of the state and also the 
peasant or farmers (Qureshi, 2004).  

The rate of the land revenue sometimes was so high that it was not enough for the 
survival of the peasants or poor farmers. However, the land revenue collection system of 
Akbar was more or less in peasant favour (Moosvi, 1987). Akbar introduced quality 
assessment to ensure land revenue for his expanding empire. Loans such as Taqavi loans 
were provided to farmers in case of emergency and to encourage them. However, it was not 
sufficient steps to improve the economic condition of the farmers, because during off-farming 
season farmers used to leave their villages and engage in non-farm activities for their survival 
such as basket makers, weaver. Akbar   took firm steps for betterment of the agriculture and 
in this way enhanced the revenue of the Mughal empire. But, during that period the peasants 
had to face three adversaries- the officers of the revenue department, natural calamities, and 
wild beasts (Moreland, 1962). The farmers had to live on a bare minimum and maximum of 
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the produce was collected by the officers of the revenue department. The land revenue was 
payable in cash or kind twice in a year. The peasants held land of reasonable sizes as the 
pressure upon the land as not so much as compared to that of the population.  

In Sharing, Batai or GhallaBakhshi as the method of taxation differs region wise, 
state demand was 1/4th, 1/3rd, or 1/2nd of produce in cash or kind and prices varied in the 
various parts of India. In the areas like Gujrat which were fertile the demand as high as 3/4th 
part and in barren lands it as below 1/2nd. The Khalisa lands after Akbar’s reign the 
assessment went up to 1/4th, during Jahangir it was less than 5 per cent and during Shah 
Jahan it as 7 per cent and again during Aurangzeb increased to 1/5th. The agriculture and the 
taxation determined the socio-economic condition of the peasants in villages and had wide 
range of regional variations in the areas of the villages. The economic condition of the 
peasants or poor small and marginal farmers determined their social fabric condition, their 
standards of living such as fooding, clothing, housing, education and health condition also. 
The landless labourers and small and marginal farmers had to bear the brunt of the taxation, 
floods, famines, wild beasts etc. The condition of the peasants or small and marginal farmers 
already socially and economically was very poor but burden of the taxes made their condition 
worse.  In India, pre-British period there was no existence of private ownership of land. That 
time the land was cultivated by peasants or poor farmers and the fixed share of produce was 
received by the emperors. The share generally was fixed at one-sixth to one-twelfth of the 
produce and in case of troubles it was raised to one-fourth.  

 (b) Land Revenue System during British India 
With the advent of British rule in India, land relations were changed from existing 

traditional land relations to the new forms of private ownership of land. The change of 
property of land was in two forms; first, landlordism in some parts of the country i.e. 
provisions for assessments and registration the ownership of land and second, individual 
peasants’ proprietorship (Bhardwaj, 1982). Thus, land was largely cultivated by various 
categories of tenants. The payment combined of cash or kind rents with other obligations and 
the payment of cesses. Moreover, they enjoyed varying degrees of security of tenure. With 
the development of capitalism in Indian agriculture, tenancy itself is expected to undergo a 
change. Changes may take place with the appearance of capitalist tenants who are able to 
make normal profits from agriculture over and above the payment of the rents to the 
landowner. The form of rents is also expected to undergo a change, with a shift to fixed rents 
and cash rents. Moreover, capitalist mode of production that controls over the production 
process is increasingly based on self-cultivation with wage labour. Hence, tenant-based 
production is expected to decline and eventually disappear as globalisation advances.  

In India, British colonisation affected whole economic activities. There were feudal 
agrarian relations. It had a strong effect on the legal and agricultural system. There were two 
groups. One was the landlord who was collected revenues from the areas like Bengal, Bihar, 
Orissa, etc. and another elite class that had economic and political power. It meant at the time 
of independence, these areas inherited more unequal land distribution and a very specific set 
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of social splits, which was absent elsewhere (Banerjee and Iyer, 2003). In 1793 India’s, first 
Governor-General Lord Cornwallis introduced the ‘Zamindari’ or ‘permanent settlement’ 
mainly for Bengal, Bihar, Orissa, the Central Provinces (modern Madhya Pradesh State) and 
some parts of Madras Presidency (modern Tamil Nadu and Andhra Pradesh states). By the 
settlement, the Zamindars or landlords became as the proprietors of the land with the right of 
hereditary succession and the collectors of land revenue. They had to make a fixed payment 
to the government to the East India Company. Whatever remained after paying the British 
revenue demand kept by them. They also enjoyed the right to transfer, sell or mortgage over 
the land in their possession. But all their rights came to an end or were disowned with their 
failure to pay the fixed revenue on the fixed date to the government. Government confided 
the landlord with duty of safeguarding the rights of their tenants by giving them land to look 
after and its rent was stated. The peasants suffered the most from this settlement. They were 
left entirely at the mercy of their landlords who also had to share the production as the land 
which was not fixed.  

British government soon found that this type of settlement was economically 
disadvantageous as they were not able to have fixed permanent revenue from the landlords. 
So a new land revenue settlement was introduced on a temporary settlements basis. It covered 
the major portions of the united provinces, certain parts of Bengal and Bombay, the Central 
provinces and Punjab. In a ‘temporary settlement’ the revenue was fixed for a certain number 
of years, after which it was subject to revision. In most areas of Madras and Bombay 
Presidencies and in Assam, the ‘Raiyatwari System’ was introduced by the Governor of 
Madras Sir Thomas Munro in 1820. Under this system the revenue settlement was made 
directly with the individual peasant proprietor / raiyat or cultivator and individual cultivator 
was transformed into the owner of the land he tilled. There was no middleman like the 
landlord or zamindar who mediated between the government and the tiller of the soil. The 
government fixed the revenue (mostly kept at fifty per cent of the produced) directly with the 
cultivators and collected with the help of local village officers. This share typically varied 
from place to place, was different for different soil types and was adjusted periodically in 
response to changes in the productivity of the land (Banerjee and Iyer, 2003). The Settlement 
neither protected the rights of the cultivators nor put them to any financial gain. The 
cultivators had to pay regular revenue otherwise they could be dispossessed of their land at 
any time. The high rate of assessment fixed by the government proved at times hard for 
cultivators. They often suffered oppression and harsh treatment at the hands of the 
government’s tax collectors.  

Moreover, a new type of land system ‘Mahalwari System’ (also known as Mahalwa 
or village settlement or joint village tenure) was introduced in the most of the areas of Uttar 
Pradesh, Punjab and Madhya Pradesh. Under the system state fixed the revenue for a limited 
period of thirty years at some places. The settlement of the revenue was made with the 
members of the villages. The amount of the revenue which the whole village was required to 
pay was paid by the individual villager in their respective holdings. Actually, this system was 

The Equanimist 247 
 



An Overview of Socio-Economic Impacts of Agricultural Taxation  

modified version of the Zamindari system which benefited only the upper class of the village. 
Under this they took large area of village land under their possession and used the small 
tenants as cultivators.  

Therefore, in British India, the motive behind the introduction of Zamindari, 
Ryotwari and Mahalwari system was to increase the revenue of the Government. By the 
system, the mode of production and villages agricultural production were now determined by 
market or for sale purpose. The collections of the revenue were not in the interests of the 
cultivators. The British policy gave advantage only to the government or the privileged 
sections of the society at the cost of the cultivators. Moreover, the British policy created of 
new form of private property which had never existed in India before this and which 
benefited the government. Therefore, in British India, the exploitative nature of agricultural 
production was as follows: (i) Tenant leases out all his land on sharecropping basis to the 
landlord cultivator, (ii) Tenant is a peasant who is cultivator himself and exploited by either 
the landowners or the state, or by both. The tenant’s status on zamindari estates between 
upper and lower castes in Bengal, Bihar, and eastern UP remained much the same even as 
policy level interventions accrued. While, in Bengal tenant status improved as political 
opportunities increased. So the social inequality, oppression and protection by state’s political 
opportunism became more noticeable as constituents of village society. The dominant 
farmers, mostly Jats and Rajputs of Punjab and Rajasthan established the strongest political 
connections and acquired state subsidies on electrical supplies pump sets, credit, tractors, 
fertilisers and high quality seeds.  

The existing agrarian relation was considered unproductive and exploitative in nature 
(Haque, 2000). Therefore, to exact exorbitant rent for or from i.e., rack-renting was usual. 
The term Rack-renting used to denote an unjustly paid excessive rent by a ‘tenant farmer ‘to 
the ‘land owner’. The rack-rent applies when excessive, extortionate rent is obtained by threat 
of eviction resulting in uncompensated dispossession of improvements the tenant himself has 
made. By charging rack-rent, the landowner unjustly uses his power over the land effectively 
to confiscate, and then to charge the tenant interest and depreciation on, the capital 
improvements the tenant himself has made to the land and is expected to maintain.  

So in the wake of independence the ‘Tenancy laws’ passed by various states. It aimed 
at either the abolition of tenancy in future or regulation of tenancy by ensuring fixing of 
tenure, fair rent, etc. which were expected to improve land productivity and socio-economic 
status of poor tenants or small and marginal farmers. But in reality, the tenancy laws were 
largely ineffective over time. Moreover, the agrarian relation has put on several complexities 
under the impact of various socio-economic factors. The emergence of informal land-lease 
market in areas where tenancy is legally banned led to growth of reverse tenancy, which 
tends to alienate the poor tenants from land leasing on seasonal basis. Reverse tenancy, 
wherein poorer landlords rent out land to richer tenants on shares ‘or’ large farmers lease land 
from small and marginal ones. Among the tenants there are two basic forms of land leasing: 
one, peasant land leasing or smaller tenancy and second, capitalist land leasing or more 
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powerful capitalist tenancy. Most of the tenants are the poor (peasants and agricultural 
workers), who have resorted to land leasing from necessity to satisfy the consumption needs 
and their families, but whose importance in the production of commodities for the market is 
negligible. On the contrary, under capitalist land leasing, the tenant invests his own capital in 
farming and conducts with the help of hired labour for the purpose of extracting profits. 
Aside from land rent, the rent includes interest on capital invested in the land and frequently 
part of the salary of the agricultural workers. So, the greater part of the leased land is 
concentrated in the hands of powerful capitalist tenants. Therefore, smaller tenants situation 
is considerably worse than the conditions of capitalist land leasing.  

Moreover, struggles over occupancy rights were propagated by Gandhi’s movement 
in 1917-1918 as he was drawn towards local issues concerning the Indigo farmers of 
Champaran and the Kheda peasants for rural development. In Champaran, the British 
officials always forced peasants to sell their crops for a fixed and usually uneconomic price. 
Thus, Gandhi’s Satyagrah in favour of the Indigo planters of Champaran ensured that the 
rents were reduced, and the illegal recoveries from tenants were stopped. Ambedkar’s view 
on revenue system of British India, it was against the interests of the poor people and small 
and marginal farmers of India. So, the government should undertake legislation to make the 
tax policy more equitable and elastic (Khairmode, 1992). 

(c) Land Revenue System after Independence  
After independence, witnessed distinct development in its recognition of real players 

in the sphere of cultivation and ownership of land. The agrarian reforms brought following 
initiatives which had two-fold impact; i) expanding the proprietary base of land ownership, 
and ii) divesting the relatively insecure tenants of possession of land. Moreover, the 
legislations about abolishing intermediaries, paved the way for providing proprietary rights to 
the actual tillers of the soil (Shrivastava, 2000: 277-78). In the post-independence scenario, 
Indian agriculture is playing a big role in the world market and agri-businesses activities. 
Also the legislative frameworks governing land use, ownership and tenancy are coming under 
considerable scrutiny. Therefore, contractual changes reflect the class-reproduction strategies 
of labourers and employers. Although both labourers and employer conditions differ, but 
contracts are generally influenced by dominant classes (ibid). 

After independence, governments took into account the concept of ‘national 
development’ which prevented them from rolling the market led transformation considering 
the pity conditions of small and marginal farmers. But history of state policy on the land 
simply pushed poor farmers more deeply into the margins of abject poverty as they are 
lacking technology, land holding, contracts, marketing, standards of living, and depend on 
credit (Ludden, 1999: p.167). The government has adopted various measures and has 
focussed on the agricultural problems with an aim of providing solutions to the farmers at the 
grassroots level with a policy of people-centric societal development and implementing it 
with the help of administration, policy debate, and political struggle. After independence, 
India’s agricultural policies focussed towards markets and agro-industrial demand and 
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protected by state politics (The Hindu, 2011). This resulted into capital moving up from 
villages’ towns and it even went down vice-versa, creating a more and more intricate web of 
connections between the village economy and the world economy. In due course of 
agricultural development the rights of small and marginal farmers got diluted and became 
market oriented as contract farming practices favoured big farmers in global market. If it 
continues with small and marginal farmers being not taken into consideration then the future 
food securities lessen and feeding a large portion of humanity with the change in climate will 
be endangered. 

In the post-independent India political powers of the masses were directed more 
towards expropriating from the rich in the form of land reforms i.e., land reforms 
programmes in India include: elimination of intermediaries, tenancy reforms, determination 
of ceilings of land holdings per family, distribution of surplus land among landless people, 
and consolidations of holdings, i.e., chakbandi. But for the reorganisation of agricultural land 
holdings mainly two measure were taken: i) land ceilings and ii) chakbandi. Land ceiling 
determined the maximum land which can be held by a farmer. So holding more than that area 
became illegal while chakbandi of land meant to aggregate the divided and broken land. The 
aim of those land reforms was to increase productivity, equality and stability for societal 
coherence. But, vested interests of the landed elite and their powerful connections with the 
political-bureaucratic systems blocked meaningful land reforms. The oppressed section such 
as landless, small and marginal farmers have either been co-opted with some benefits, or 
further subjugated as the new focus on liberalisation, privatisation, and globalisation has 
altered government priorities and public perceptions. Moreover, today at a juncture where 
land mostly for the urban, educated elite, who are also the powerful decision makers—has 
become more a matter of housing, investment, and infrastructure buildings. Such imbalance 
in the participation in the local decision making process and use of common natural resources 
existed as well. (Hazra, 2006). 

As stated farmer is one who owns agricultural land or gives or takes it on lease for 
growing and sale of agricultural produce, or receives rent from buildings on that land. There 
could thus be three categories of farmers. (1) A farmer who has inherited or acquired 
agricultural land and has only agricultural income. (2) When an individual, says a doctor, 
acquires agricultural land and declares agricultural income subsequent to filing tax returns as 
a doctor and continuing with professional practice. (3) Where a farmer becomes a 
government servant, say revenue officer, stops full-time farming but continues to own land 
and consequently has agricultural income. Every person showing agricultural income must 
specify the category under which he falls. Income of category one farmer would be tax-free 
up to a certain limit beyond which there could be a presumptive tax. Farmers falling in 
category two and three would not be provided any exemption and taxed at existing rates. 
These way small and marginal farmers would be excluded from the tax net. Article 246 of the 
Constitution (seventh schedule) stated that Parliament can levy taxes on income other than 
agricultural income. Taxes on agriculture income come under the purview of state 
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legislatures. As per section 10(1), agricultural income earned by the taxpayer in India is 
exempt from tax. As per section 2(1A), agricultural income generally means: (a) any rent or 
revenue derived from land which is situated in India and is used for agricultural purposes. 
(b) Any income derived from such land by agriculture operations including processing of 
agricultural produce so as to render it fit for the market or sale of such produce. (c) Any 
income attributable to a farm house subject to satisfaction of certain conditions specified in 
this regard in section 2(1A). 

According to Rao (1983), there are large numbers of big farmers whose income 
exceed the income of non agriculturists who pay income tax. The surplus generated in areas 
where Green Revolution occurred is divided away in conspicuous consumption. So there is 
need to impose a part of these surpluses by the government through agricultural taxation. 
Therefore case for taxation of agriculture rests not so much on grounds of revenue as on 
consideration of equity and other economic effects. Raj (1973) was also strong supporter of 
the agricultural taxation. On the other side, taxing agricultural sector was debated strongly in 
India and unanimity fail to be understood even today (Lakadawala, 1983). Therefore, the 
rural elites in the landlord areas often disassociated themselves from the actual business of 
agriculture and remained solely concerned towards more rent collections. Besides, the 
physical absence of these landlords from the land and their location in cities resulted in 
having limited stakes in improving the living conditions in rural areas. Consequently, it 
weakened the political pressure on the state to deliver public goods that were important to 
farmers. Hence, discrimination and severe losses to poor, politically weak groups in marginal 
places and people based on ethnicity, class, race, caste, and gender is continued (Ludden, 
2004).  

Agriculture is mostly a family business where family labour and inputs play 
important role in the generation of income, there is large fluctuation in annual income and 
seasonal variations and lack of monthly periodicity in receipts and production, transportation 
and marketing of output are so integrally mixed up, so it is very difficult to accrue an 
Agricultural Income Tax (Thomas, 2004).   Even if it imposes, the administrative work 
involved over the large area covered by rural India, the harassments it will stimulate and 
corruption it will induce will not be worth the meagre financial return it will net. Poor small, 
marginal and even medium farmers who are not affected by Agricultural Income Tax are 
ganging up with the large farmers to resist such a move because farmers are developing into a 
class. Land revenue always remained passive and has not sub served the case of development 
finance. Big and medium farmers could be taxed more. In a case study of Bihar, taxes on 
agricultural sector played only a very minor role in the state’s tax structure. Such pattern of 
rural income, low rates of taxation and large scale evasion were responsible for this (Joshi et. 
a1; 1968).   Krishna (1972) suggests replacing outmoded land revenue system with 
Agricultural Income Tax to cover big farmers who are not come under purview of tax. 
According to Debroy, “In 2002, the Vijay Kelkar Task Force on direct taxes made the point 
that not taxing agricultural income violates horizontal and vertical equity and it “encourages 
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laundering of non-agricultural income as agricultural income, that is, it has become a 
conduit for tax evasion”. As the Tax Administration Reform Commission report, 2014 
focuses agricultural income of non-agriculturists is being increasingly used as a conduit for 
tax evasion. A number of states such as Tamil Nadu, Kerala, Assam, Bihar, Odisha, West 
Bengal, Uttar Pradesh and Rajasthan have flip-flopped on the issue over the decades, 
implementation varies substantially introducing and then rolling back agricultural tax. 

Concluding Remarks 
The economic set up of the Mughal Empire was based on agriculture and the 

peasants. The rate of the land revenue sometimes was so high that it was not enough for the 
survival of the peasants or poor small and marginal farmers. However, the land revenue 
collection system of Akbar improves the condition of the farmers but still there was scope for 
improvement. In British India, the motive behind introducing Zamindari, Ryotwari and 
Mahalwari system was to increase the revenue of the Government. The collections of the 
revenue were not in the interests of the farming communities. The British policy gave 
advantage only to the government or the upper strata of the society at the cost of the 
cultivators or large land holdings size of farmers. 

In Post-independent India, many five-year plans allocated substantial budgetary 
amounts for the implementation of land reforms. Agricultural sector is not taxed in 
accordance with the benefits enjoyed by that sector under the Five Year Plans. According to 
National Sample Survey’s 70th round, more than 86 per cent of agricultural households have 
land holdings of less than 2 hectares are small and marginal farmers. The socio-economic 
condition of the small and marginal farmers determined their social fabric condition, their 
standards of living such as fooding, clothing, housing, education and health condition also. 
The landless labourers and small and marginal farmers had to bear the brunt of the taxation, 
floods, and famines. The condition of the peasants or small and marginal farmers already 
socially and economically was very poor but burden of the taxes made their condition worse. 
Therefore, harassment of farmers’ especially to small and marginal farmers by the tax 
officials and that the cost of collection is greater than the revenue from Agricultural Income 
Tax. Although, Taxation on agriculture income is good for nation, if change in positive 
progressive political attitude and determination is requisite for taxation. 
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An Analysis of Indirect Tax Revenue in India After 1991 
Vijay Pratap Singh1 

Abstract 

 This paper examines reforms of indirect tax and trend, pattern of indirect tax 
revenue, indirect tax GDP ratio and total tax revenue in India over the period 1991 to 2016. 
Tax is major revenue of each country in world. India is one of the nations where taxes 
collected from ancient age. Custom duties and excise duties are the major taxes levied by 
Central Government of India. Thus the indirect tax has become more complex and taxes 
collected from the people were utilized for the welfare of the nation. This research has made 
an attempt to analyze the annual percentage growth rate and to analyze the trends in indirect 
tax revenue, indirect tax ratio and total tax revenue. The study period covers 25 years from 
1991 to 2015 which includes only the post reform period because after the implementation of 
tax reform policy by government of India the tax has been stabilized. It is an analytical study. 
We used graph as well as t-test for significant of trend of indirect tax revenue, indirect tax 
ratio and total tax revenue with respect to time over the period. The results show that all 
three variables are significant increased over the period.  

Introduction 
Tax is major revenue of each country in world. India is one of the nations where 

taxes collected from ancient age. It is divided into two parts; direct tax and indirect tax. In 
stepping up the tax effort in India, indirect taxes have played an increasingly important role. 
Presently, they account for about 68% of the total tax revenues of the central government. 
The term "indirect taxes" generally refers to taxes levied on the basis of production, sale or 
purchase of goods such as import and export duties, excises, and sales taxes. Indirect taxes 
include taxes levied on services, entertainment taxes, electricity duties, and the tax on 
passenger fares and freights. They are called indirect taxes in the belief that they can be 
passed on to someone else while direct taxes are supposed to be borne by those on whom they 
are levied. However, circumstances do arise in which indirect taxes can fall on those on 
whom they are imposed and direct taxes can be passed on to the consumer. Thus the indirect 
tax has become more complex and taxes collected from the people were utilized for the 
welfare of the nation. In the indirect taxation after the economic reform period 1991 increase 
can be seen in the order of reforms including this with the policy of liberalization and 
globalization economic activity has accelerated in India. Changes can be seen in the 
psychological behaviors of both producer and consumers because of these new situations. 

After 1991 the number of big producers and middle class producers increased 
rapidly, by which the demand of a large number of pre-existing consumption goods and 
capital good could we met. At the same time, along with accelerating the supply side these 
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increased employment in different areas and that resulted in increase in people’s income. 
Increased income generated revaluation in the demand creation, which led to constant 
increase in investment motivation of the producers. 

Adoption of globalization, liberalization, and privatization policy is started new 
chapter in tax system. We can say, new economic culture has been upgrade. At one hand now 
the role of government has been changed, where earlier the government was involved in 
productive activities, but now the role of the government is to provide market a better 
economic environment and to focus on regulation for the better economic environment, 
investment in the physical infrastructure like energy, traffic transport have become a major 
challenge for the government as well as the increasing population growth and other 
responsibilities of social welfare like unemployment and poverty have increased. For the 
better human capital and for education and health services, the increase in the demand for 
investment is very natural. In such situation the major problems of the government is to 
increase revenue. Taxes have the main role in the sources of government and due to increased 
economic activities, the possibility of improving indirect taxes increases. 

Since 1985, reforms of indirect taxes have been advocated and it is increase 
significantly last three – half decades. India initiated major tax policy reforms in sub-national 
indirect taxes in the form of introduction of Value Added Tax in 2005. VAT replaced the 
inefficient sale tax regime with numerous tax rates, a narrow tax base with exemptions and 
tax holidays. Now further, the Good and service tax (GST) to simplify and indirect taxes in 
good from but now the challenge is to operate smoothly and in best possible way after the 
implementation of GST on July 1, 2017.Therefore, it is necessary and important to analyze 
the form of indirect tax since 1991 by which the Good and service tax challenges can be 
understood in the upcoming years and in indirect tax can be made easy, prudent and good. 

Review of literature 

Ahmad and Stren (1991) reforming the tax system is critical to achieve fiscal consolidation, 
minimize distortions and to create stable and predictable environment for the market to 
function. In many developing countries, tax policy was directed to correct fiscal imbalances. 

Bagchi and Nayak, (1994) their paper focused on the globalization emphasized the need to 
minimize both inefficiency and compliance cost of tax system. In the initial years, the tax 
policy was directed to increase the level of savings, transfer available savings for investment 
as envisaged by plan strategy and the need to ensure a fair distribution of income, to correct 
inequalities arising from the oligopolistic market structure, exchange control and 
administered price determination. 

G.K. Govinda Rao (2000) studied  the evolution of Indian Tax system and trends  in  the  tax  
revenue of  the  Central  and  State  government  for  the period 1970-71 to  2008-2009.  
Study revealed that share of personal income tax in total tax revenue increased from 10 
percent to 12.6 percent. It  was  observed  that  as  regards  the  personal  income  taxes,  the  
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most drastic  and visible  changes  were  the  reduction  in  income  tax  rates  and raising of 
exemption limit which gets further enhanced when combined with standard deduction.  

Lee,Y. and Gordon, R. H. (2005)Past theoretical work predicts that higher corporate tax 
rates should decrease economic growth rates, while the effects of high personal tax rates are 
less clear. In this paper, we explore how tax policies in fact affect a country’s growth rate, 
using cross-country data during 1970–1997. We find that statutory corporate tax rates are 
significantly negatively correlated with cross-sectional differences in average economic 
growth rates, controlling for various other determinants of economic growth, and other 
standard tax variables. In fixed-effect regressions, we again find that increases in corporate 
tax rates lead to lower future growth rates within countries. The coefficient estimates suggest 
that a cut in the corporate tax rate by 10 percentage points will raise the annual growth rate by 
one to two percentage points. 

Lumbantobing and Ichihashi, M. (2012), This  paper  investigates  how  tax  systems,  in  
fact,  affect  a  country’s economic  growth  rate  and  distribution  of  income  through  the  
use  of  a  panel dataset  of  cross-national  data  consisting  of  65  countries  during  the  
period  1970- 2006.. For  the  estimation  analysis,  it  applies  OLS,  random  effect  and  
fixed  effect estimations. This paper finds that statutory corporate income tax rates are 
strongly negatively associated with economic growth and income inequality. However, 
personal  income  tax  rates  have  no  impact  on  economic  growth  and on  income 
inequality. 

Ilaboya, O. J. (2013) examines this study is to investigate the indirect tax-economic growth 
dynamics against the backdrop of the paucity of empirical literature in developing countries 
with Nigeria as a reference point. The result of the diagnostic tests shows the adequacy of the 
specified model. The study found a negative and an insignificant relationship between 
indirect tax and economic growth in Nigeria. The ratio of total indirect tax to total tax 
revenue reported a negative coefficient of (0.5817). The ratio of total tax to total federal 
revenue reported a robust t-value of (19.9276) and a positive coefficient of (2.0886) at the 1% 
level of significance. Against the above result, it was recommended that emphasis should be 
shifted from indirect tax as a growth driver in Nigeria. 

Objectives 
• To evaluate the reforms of indirect tax in India. 
• To study the trend of total tax revenue, indirect tax revenue and indirect tax GDP 

ratio India. 

Hypothesis 
• H0: All three variables i.e. total tax revenue, indirect tax revenue and indirect tax 

GDP ratio India are no statistically significant over the period. 
• H1: All three variables are statistically significant over the period. 
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Methodology and Data Sources 
 In this research paper, we will analysis the total tax revenue, indirect tax revenue and 
share of indirect tax in total tax revenue in India, the period covered from 1991 to 2016. Data 
is based on secondary data, it collected from CBDT (Central Board of Direct Tax), Indian 
Public Finance statistics, Economic Survey 1991 to 2015 and other relevant source. Simple 
regression and t-test will be used for analysis the data. 

The analyses of all three variables are a function of time i.e. 

  Y (Total revenue, indirect tax and indirect GDP ratio) = f (time) 

The simple regression model will be used as follows: 

    Y = α0 + β1t +µt 

Y = Variable such as total revenue or indirect tax or indirect GDP ratio 
t = Time (from 1991 to 2016) 
α0 and β1 = slop coefficient   
µt = Error terms   

Indirect tax reform 
 The structure of excise duties by the middle of the 1970s was complex and highly 
distortionary. The tax structure was a mix of specific and ad valorem taxes, and on the latter 
alone, there were 24 different rates varying from 2 to 100 percent (excluding tobacco and 
petroleum products which were taxed at higher rates). The report of Indirect Tax Enquiry 
Committee (India, 1977) recommended the conversion of specific duties into ad valorem, 
unification of tax rates and introduction of input tax credit to convert the tax into a 
manufacturing stage value added tax (MANVAT), but it was not implemented until 1986-87. 
Not surprisingly, this piecemeal and gradualist approach led to a decline in the tax-GDP ratio 
after reforms.  

Further reform impetus on excise duties came with the implementation of the 
recommendations of the TRC. The measures included gradual unification of rates and greater 
reliance on account based administration. In 1999-2000, almost eleven tax rates were merged 
into three with a handful of “luxury” items subject to two non-VAT additional rates (6 and 16 
percent). However, specific rates in respect of some commodities continued. These were 
further merged into a single rate in 2000-01 to be called a Central VAT (CenVAT), along 
with three special additional excises (8 percent, 16 percent, and 24 percent) for a few 
commodities. Subsequent years have seen stabilization of the primary rate of 16 percent, but 
there continues a proliferation of multiple rates especially below 16 percent. It should be 
noted that apart from those that might be built into variations in rates, there are no explicit 
conventional “excises” levied by the central government in the present era. 
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Exercise duty 
Contrary to the general patterns seen in low-income countries where international 

trade taxes generate the bulk of the revenues, revenue from this source was not very large in 
the initial years of independent India (Chelliah 1986) due to quantitative restrictions on 
imports. Further, high and differentiated tariffs, varying rates with the stage of production 
(lower rates on inputs and higher rates on finished goods), and income elasticity of demand 
resulted in not only high and varying effective rate of protection, but also a premium for 
inefficiency and unintended distortions in the allocation of resources. By 1990-91, the tariff 
structure was highly complex varying from 0 to 400 percent. Over 10 percent of imports were 
subject to more than 120 percent. Wide-ranging exemptions granted by issuing notifications 
made the system complex and was a reflection of the influence of various special interest 
groups on tax policy. The TRC recommended reduction in the number and level of tariffs to 
5, 10, 15, 20, 25, 30, and 50 percent to be achieved by 1997-98. The reform that followed 
resulted in the reduction in the peak rate from over 400 percent to 40 percent by 1997-98 and 
further on to reach 12.5 percent in the budget for 2006-07. However, the pattern of tariffs 
with the rates varying with the stage of processing has continued and this has caused very 
high effective rates on assembling of consumer durable and luxury items of consumption. 
Along with relaxation of quantitative restrictions on imports and exchange rate depreciation, 
the change in the tariffs constituted a major change in the foreign trade regime in the country. 

Service tax 
An interesting aspect of the assignment system in India is that except in the case of a 

few specified services assigned to the states such as the entertainment tax, the passengers and 
goods tax, and the electricity duty, services were not specifically assigned either to the center 
or to states. This violated the principle of neutrality in taxing consumption as it discriminated 
against goods. As services are relatively more income elastic, the tax system was also 
rendered less progressive. An even more important argument for taxing services is to enable a 
coordinated calibration of a consumption tax system on goods and services, as in the 
production chain services enter into goods and vice-versa.  

 The introduction of tax on services at the central level began in 1994-95 with three 
services – namely, non-life insurance, stock brokerage, and telecommunications. The list was 
expanded in succeeding years to include over eighty services at present. Although initially 
taxed at 7 percent, the rate was increased to 10 percent in 2002-03 and further to 12 percent in 
the budget of 2006-07, with a case for convergence between the goods and services tax, 
where the former is taxed at 16 percent. The Expert Group on Taxation of Services (India, 
2001b) recommended the extension of the tax to all services along with the provision of input 
tax credit for both goods and services and subsequently, integration with the central VAT 
(CENVAT) on goods. However, while the government has yet to implement general taxation 
of services, input tax credit for goods entering into services and vice versa has been extended. 
Further, the budget for 2006-07 announces an intention to introduce a generalized goods and 
services tax by 2010. 
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Current Issues in Indirect Tax Reforms 
India initiated major tax policy reforms in sub-national indirect taxes in the form of 

introduction of Value Added Tax in 2005. VAT replaced the inefficient sale tax regime with 
numerous tax rates, a narrow tax base with exemptions and tax holidays. But IMF has also 
been mentioned that the productivity of VAT is low in India, which is around 30% only. 
VAT productivity is measured as a ration of percentage of VAT collected as part of GDP and 
standard rate of VAT. Low VAT productivity implies that a major portion of the GDP 
remains untaxed and tax effort is also low. Therefore, we need refinement in indirect tax. 
India is now poised to take another big leap forward by moving to Goods and Service Tax by 
seamlessly integrating all indirect taxes administered by the Central government and State 
government. The proposed dual GST will subsume major indirect taxes such as excise duties, 
customs duties and service taxes administered by the Central government and sales tax and 
VAT administered by the State government on July 1, 2017.The Good and service tax (GST) 
to simplify and indirect taxes in good and service from but now the challenge is to operate 
smoothly and in best possible way after the implementation of GST on July 1, 2017. 

Empirical Analysis 

Trend of total tax revenue, indirect tax revenue and indirect tax GDP ratio 
 Firstly, trends and pattern of all three i.e. tax revenue, indirect tax and indirect tax 
GDP ratio have taken into consideration and after that regression all three with respect to time 
have considered to fulfill the second objective of the paper. Analysis has started from 1991 
and goes on till 2016. Year to year growth has taken for better analysis. 

Table-1: Total tax revenue, indirect tax revenue and indirect tax GDP ratio 
Years Indirect 

tax 
(Rs/crore) 

Growth 
rate of 

Indirect tax 

Indirect 
tax GDP 

Ratio (%) 

Total tax 
(Rs/crore) 

Total tax 
GDP ratio 

(%) 

Growth 
rate of tax 

revenue 
1991-92 86541 14.68 4.053 103198 4.833 17.64 
1992-93 94779 9.52 4.213 114166 5.075 10.63 
1993-94 100248 5.77 4.216 121961 5.130 6.83 
1994-95 118971 18.68 4.703 147849 5.845 21.23 
1995-96 139482 17.24 5.139 175259 6.458 18.54 
1996-97 159995 14.71 5.460 201056 6.861 14.72 
1997-98 170121 6.33 5.566 220659 7.219 9.75 
1998-99 183898 8.10 5.640 233017 7.146 5.60 
1999-00 213719 16.22 6.069 274583 7.797 17.84 
2000-01 233558 9.28 6.368 305322 8.324 11.19 
2001-02 241426 3.37 6.246 314535 8.137 3.02 
2002-03 268912 11.38 6.697 356277 8.873 13.27 
2003-04 304538 13.25 7.025 414083 9.552 16.23 
2004-05 357277 17.32 7.699 494370 10.653 19.39 
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2005-06 420053 17.57 8.268 587688 11.567 18.88 
2006-07 505331 20.30 9.078 736707 13.234 25.36 
2007-08 551490 9.13 9.062 870329 14.301 18.14 
2008-09 587469 6.52 9.045 915450 14.095 5.18 
2009-10 623849 6.19 8.845 1000844 14.190 9.33 
2010-11 820843 31.58 10.686 1271665 16.554 27.06 
2011-12 966496 17.74 11.793 1467891 17.911 15.43 
2012-13 1147400 18.72 13.343 1716117 19.957 16.91 
2013-14 1230176 7.21 13.416 1879142 20.493 9.50 
2014-15 1381400 12.29 14.057 2098173 21.351 11.66 
2015-16 1605732 16.24 15.307 2419085 23.060 15.29 
Sources: Economy survey 2016-17 

The growth rate of Total revenue and indirect tax 
Below the fig.1, Growth rate of total revenue and indirect tax in India are presented 

data from 1991 to 2016 years. Total revenue and indirect tax in India are not sustained and 
secular growth in this period. The highest growth rate of tax revenue was at 27.06 percent in 
the 2010-11(tabal1). The lowest growth rate of tax revenue was at 3.02 percent in the 2001-
02.  We could be seen effect of global crises and high oil prices in from 2008-09 to 2009-10 
at 5.18% and 9.33% respectively.  

 The highest growth rate of tax revenue was at 31.58 percent in the 2010-11 (tabal1). 
The lowest growth rate of tax revenue was at 3.37 percent in the 2001-02.  We could be seen 
effect of global crises and high oil prices in from 2007-08 to 2009-10 at 9.13%, 6.52% and 
6.19% respectively.            

Fig. 1: Trend of Growth rate of Total revenue and indirect tax 
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Fig. 2: Pattern of total tax GDP ratio and indirect tax GDP ratio 

 

 Above the fig. 2, the trend and pattern of total tax GDP ratio and indirect tax GDP 
ratio seems increasing upward over the period. We can say that in this period, fluctuations of 
both total tax GDP ratio and indirect tax GDP ratio are same. 

Regression of total tax revenue, indirect tax revenue and indirect tax GDP ratio with 
respect to time 

In this session, we are predicting results from regression with respect to time for the 
variables are increased significant or not in this period. The results show as below: 

Table - 2 : Total tax 
 Coeffs. St. Error t Stat P-value 

Intercept -392472 117701.6 -3.33447 0.00276 
years 81855.91 7621.457 10.74019 0.00000 
R 2 = 0.83,  St. err.= 291464.7, F = 0.00 

 
Table 2 indicates the prediction result. As is evident from this table, the total tax is 

statistically significant at the 1 percent level (p-value is 0.00000) and value is positive 
(10.74019). Behalf of that we can say that tax has increased significantly over the period.   

Table - 3 : Indirect tax 
 Coeffs. St. Error t Stat P-value 

Intercept -225150 76734.45 -2.93415 0.0072 
years 52544.37 4968.739 10.57499 0.0000 
R 2 = 0.82, St. err. = 190017.7, F = 0.00 
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Table-3 indicates the prediction result. As is evident from this table, the indirect tax 
is statistically significant at the 1 percent level (p-value is 0.00000) and value is positive 
(10.57499). Behalf of that we can say that tax has increased significantly over the period. 

Table - 4 : Indirect tax GDP ratio 
 Coeffs. St. Error t Stat P-value 
Intercept 2.432262 0.400261 6.076696 0.0000 
years 0.434414 0.026924 16.13456 0.0000 
R 2 = 0.91,  St. err .= 0.97, F = 0.00 

 Table-4 indicates the prediction result. As is evident from this table, the indirect tax 
GDP ratio is statistically significant at the 1 percent level (p-value is 0.00000) and value is 
positive (16.13456). Behalf of that we can say that tax has increased significantly over the 
period. 

Conclusions 
 The last twenty years have seen many initiatives to improve tax administration to 
make the systems friendly and transparent for honest assesses and indirect reforms as well. 
There has been significant progress in the tax regime since implementation of modified value 
added tax (MODVAT) 1986 and Value added tax (VAT) 2005. Encouraged by the successful 
implementation of VAT the Government of India now decided to launch GST which would 
replace a number of indirect taxes presently being levied by center and state governments and 
is intended to remove cascading effects of taxes and would provide a common national 
market for goods and services. The GST at the Central and the State level are expected to 
give more relief to industry, trade, agriculture and consumers through a more comprehensive 
and wider coverage of input tax set-off and service tax setoff, subsuming of several taxes in 
the GST and phasing out of CST. Thus GST offers us the best option to broaden our tax base 
and we should not miss this opportunities to introduce it when the circumstances are quite 
favorable and economy is enjoying steady growth with only mild inflation. This paper finds 
that the fluctuations of growth rate of total tax revenue and indirect tax are same over the 
period 1991 to 2016. Trend and pattern of all three variables are increasing upward over the 
period. We also find that all three variables are significant increased over the period by t-test.  
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