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Abstract

The Goods and Services Tax, rolled out through India on July 1 2017, kind of marked a big financial shift, since
independence. It swapped a whole maze of taxes from both central and state sides, into one combined tax
arrangement, and yeah, it was supposed to simplify the paperwork grind and tie the country into one single
common market. In this article we do a more careful look at how GST actually moved in its first year, what sort
of trouble businesses and tax officials ran into, and where this reform seems to be drifting from here. First it lays
out the historical backdrop on indirect taxation in India before GST, and then it moves into the design of the new
system, including the four-level rate setup and the role that the GST Council plays in shaping the policy
calls.The middle parts get into the real headaches that showed up almost right away, from technical glitches
linked to the GSTN portal, to the compliance workload that seemed to land heavier on small traders and even
some larger ones too. There were also revenue gaps, which made several states push for compensation more
aggressively. It also checks how GST has reshaped logistics and warehousing, and the day-to-day manner it
feels to run a small business in India. Finally, the closing sections zoom in on what comes next, basically saying
that rate rationalization, a more reliable technology base, and simpler return filing are the three main supports
on which GST's long-term success will stand.Data found throughout the article comes from releases issued by
the Ministry of Finance, the GST Network, the Reserve Bank of India, and also international reviews like the
World Bank's Doing Business report. All of these are published no later than 2018, so you can say it pretty
grounded in that window. The article ends by claiming that GST, even with its rocky beginning, has actually put
in place the basis for a more transparent and efficient tax framework, as long as decision makers keep focusing
on correcting the early weak spots.
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I.  Introduction

Tax reform rarely turns into exciting dinner talk but GST was kind of different. When it came into force
at midnight on July 1, 2017, in a special session of Parliament, it was handled less like a mere tax tweak and
more like a full-on national happening. That much show, or fanfare,really fit what GST was aiming at: swap a
messy collection of central excise duty, service tax, VAT, octroi and a dozen other levies for one tax that would
play the same role across the whole country.For years, an interstate truck hauling items from Delhi to Chennai
had to halt at several state borders, pay different taxes, and complete paperwork that felt slightly different every
time. This sort of friction added both genuine cost and actual time loss for people trying to run businesses in
India. GST was made to remove exactly this kind of balkanization, this splintering effect.

1.1 Background of Indirect Taxation in India

Before GST, Indias indirect tax system was kind of a patchwork put together over decades. The central
government took excise duty on manufacturing and service tax on services, while states-imposed VAT on sales
inside their own borders and central sales tax on interstate transactions. On top of all that sat entry taxes,octroi,
luxury tax, and entertainment tax too, each with its own little rules and different rates. The Ministry of Finance
says that GST absorbed as many as 17 central and state taxes along with 13 cesses, basically folding them into
one unified arrangement (Ministry of Finance, 2017). With all these layers, economists noted a kind of
“cascading effect,” meaning tax was effectively charged on tax, so prices kept rising and consumers ended up
paying more in the end.

1.2 Objectives of GST

The core idea behind GST was kind of simple even if the execution was not, if you know what I mean.
The government wanted a destination-based tax, so the revenue would end up in the state where goods or
services were actually consumed, not where they were produced. On top of that, they tried to set up a smooth
input tax credit chain, meaning businesses could take credit for taxes paid in the earlier stages of making and

DOI: 10.35629/8028-07128590 www.ijbmi.org 85 | Page



GST in India: Emerging Challenges, Future Prospects and the Way Forward

selling. The hope was to wipe out that feeling of double taxation and, at least in theory, make prices ease down
over time. And besides the pure economics, there was also a political push: turning India’s 29 states plus
multiple union territories into a real single market, which the country never really managed under the old
system, not fully.

II.  Structural Framework of GST
GST in India is not really just one tax it is more like a dual system or setup. The Central Goods and
Services Tax (CGST) and State Goods and Services Tax (SGST) usually apply when something happens inside a
single state, while the Integrated Goods and Services Tax (IGST) steps in for movement between states, and for
imports too. For union territories that do not have their own legislature, the tax is handled under UTGST instead
of SGST. This dual arrangement was sort of a compromise, because India’s constitution actually gives the
Centre and the states the power to levy taxes, and honestly neither side was keen to let go of that completely.

2.1 Tax Slabs and Rate Structure

Unlike many countries that run a single GST rate, India sort of went for a four-tier set up, 5% 12% 18%
and 28% with a bunch of essential things kept at 0% and “sin” products like tobacco and aerated drinks pulling
an extra cess on top of the 28% level (GST Council, 2017). That design wasn’t just some neat technocrat idea, it
was more like a political necessity in a nation as economically uneven as India, where charging a bicycle the
exact same way as a luxury car would have been pretty hard to defend. Still, it also meant GST didn’t really turn
into the “one nation one tax” simplification its early slogans kinda promised. Classification fights came up
almost right away, with businesses and tax officers often disagreeing on the product’s proper slab, like which
rate should apply.

2.2 GST Council and Its Role

The GST Council, chaired by the Union Finance Minister and with finance ministers from every state
along with them, turned into the kind of body that decides on rates, exemptions, and the procedural rules. What
makes the Council genuinely a bit unusual is its voting structure: the Centre gets one-third of the votes, and the
states together get two-thirds, then most decisions need a three-fourths majority (Ministry of Finance, 2017). So,
it kind of forced a sort of negotiation, not in a nice lecture way but in a practical day to day manner, into
something that could easily have turned into a one-sided exercise. From July 2017 and into mid-2018, the
Council met more than two dozen times, and during those meetings it kept revising rates on things from
restaurant food to handicrafts. They were basically reacting to what traders and industry bodies said, because
issues popped up after, and then the Council adjusted.

III.  Emerging Challenges in GST Implementation
No reform on this kind of scale really rolls out without a few hiccups, and GST had its own share too,
especially in that first year. A portion of what happened were just teething problems, you know, that any new
system stumbles into. But some of those signals also hinted at deeper design issues that the Council actually had
to look at, sooner rather than later.

3.1 Compliance Burden on Small Businesses

Small and medium businesses, a lot of which had never sent in a tax return electronically before, ended
up being told quite suddenly to file several returns every month. In the initial idea, a normal taxpayer was
supposed to file GSTR-1, GSTR-2 and then GSTR-3 every month, so potentially up to 37 filings in a year, if the
business just operated in one single state. Traders back in small towns, where many kept their records on paper
or in basic spreadsheets, really had a hard time to stay current. Later on, the government suspended GSTR-2 and
GSTR-3 filing and shifted to a more basic GSTR-3B approach. But that first phase of confusion still cost many
small firms time and money they simply could not spare, (CBIC, 2018).

3.2 Technological Glitches in GSTN

The GST Network, the IT backbone supposed to handle returns, invoices, and payments for the whole
country, kept buckling under load again and again in the months after it went live. Traders said the portal would
freeze or end up timing out during the busiest filing stretches, especially once deadlines started getting close. A
parliamentary standing committee took note of these issues and asked GSTN to strengthen its server capacity,
plus iron out ongoing bugs inside the filing tool (GSTN, 2018). For a tax system that, kind of almost entirely,
relies on digital compliance, a shaky IT platform wasn’t really just a small hassle. It shaped whether businesses
could actually meet legal deadlines, and filing late would bring financial penalties, even when the delay wasn’t
really the taxpayer’s fault.
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As shown in Figure 1, GST revenue collections fluctuated considerably during the first nine months of
implementation, reflecting both the initial confusion around compliance and gradual improvement as businesses
and the system adjusted.
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Figure 1: Monthly GST Revenue Collection in India, July 2017 to March 2018

This line chart kind of shows month wise gross GST collections in India, starting from July 2017
(when GST got launched) and ending at March 2018, basically the close of that fiscal year. The collections
began around Rs 92,000 crore in July 2017, then in a few months they slid to under Rs 85,000 crore. For the
nine months stretch the overall sum comes to roughly Rs 7.19 lakh crore, so on average it sits near Rs 89,885
crore per month. Those lower points seem to line up with times when return submission deadlines got pushed, or
when GSTN portal technical glitches messed with the usual filing rhythm. Data is from the Ministry of Finance,
Government of India (2018).

3.3 Revenue Shortfalls and State Compensation

The States agreed to give up their own taxation powers, partly because the Centre promised they would
be compensated for any revenue loss during the first five years of GST. This was worked out against a 14%
annual growth rate from their 2015-16 base revenue. But in actual use, a few states noticed their GST
collections coming in under that supposed guaranteed pace, within months after rollout. Then the compensation
cess was put in place, funded through extra levies on luxury items and “sin” goods, kind of, specifically to cover
that shortfall (Ministry of Finance, 2017). Now, yes, the setup did its job, but it also showed that GST revenue
was not climbing quite as fast as the government had projected, which soon sparked questions about the longer-
term fiscal arithmetic behind this entire reform.

IV.  Impact on Businesses and Economy
Beyond the quick compliance headaches, GST has started reshaping how businesses across India
actually operated, kind of in that slow, unannounced way where it wasn’t obvious at first glance and it took a bit
to realize what was happening.

4.1 Effect on MSMEs

Micro small and medium enterprises basically form the major part of India’s business scene, and GST
kinda hit this pocket harder in the initial months. A lot of smaller manufacturers, who before ran comfortably
beneath the excise duty limit, suddenly saw themselves inside the GST net, mainly because the registration
threshold was often less than that older excise ceiling. The composition scheme, where eligible small businesses
with turnover up to Rs 75 lakh could pay tax at a flat, lower rate but without taking input credit, gave them a bit
of breathing space, and later it was pushed up to Rs 1 crore after industry feedback (CBIC, 2017). Even so,
many small traders kept saying the limits mattered a lot, like how the scheme actually blocks them from
interstate sales, so in practice it became less useful than people expected.
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4.2 Effect on Logistics and Ease of Doing Business

If there was one area where GST delivered a pretty immediate and visible benefit, it was logistics. With
interstate check posts mostly dismantled and octroi abolished in most states, trucks started moving quicker
across state borders. Industry estimates, mentioned in government sources, hinted that transit times for interstate
freight could drop quite a lot once check post delays were removed, because trucks were no longer asked to stop
for tax verification at each state line (Ministry of Finance, 2018). And that really did matter for India’s broader
ability to compete as well. The World Bank’s Doing Business 2018 report put India at 100th out of 190
economies, a jump of 30 spots from the year before, and it also pointed to tax administration and logistics, type
reforms as contributing reasons (World Bank, 2017). Even warehousing patterns began to wobble and re align,
since firms that used to keep separate warehouses in every state, just to sidestep interstate tax, started
consolidating into fewer bigger regional hubs.

Table 1 summarizes some of the key indicators comparing the pre-GST and post-GST indirect tax landscape in
India, based on figures released by the government in the year following implementation.

Table 1: Pre-GST and Post-GST Indirect Tax Landscape in India

Parameter Pre-GST Regime Post-GST Regime (2017-18)
Number of central and state taxes subsumed 17 taxes, 13 cesses Consolidated into GST

Number of tax rate slabs Varied widely by state and product | 4 main slabs: 5%, 12%, 18%, 28%
Registered indirect taxpayers Approx. 64 lakh under old system | Approx. 1.11 crore under GST
India's World Bank Ease of Doing Business rank 130 (2016) 100 (2017)

Average monthly GST collection (Jul 2017-Mar 2018) | Not applicable Approx. Rs 89,885 crore

Sources: Ministry of Finance (2018); World Bank (2017); GSTN (2018).

V.  Future Prospects and the Way Forward
A year into GST, it became clear that the reform was more like a work in progress rather than a finished
product, and you know that kind of situation. The government and the GST Council signalled, through repeated
rate revisions, and procedural changes, that they were willing to adjust based on actual on the ground feedback.
That adaptability is arguably GST’s biggest strength going forward, even if it doesn’t always feel perfectly
smooth right away.

5.1 Rate Rationalization

The four-slab structure, while politically necessary at launch, ended up causing ongoing classification
disputes, and this kinda complexity many economists said had to be fixed later. They’ve discussed a longer-term
aim for the Council, like simplifying the rate structure, maybe by merging a few of the middle slabs, but then
again, any such move takes careful revenue modelling because states rely heavily on GST collections for their
budgets (Ministry of Finance, 2018). Getting that balance right is more important than it might at first appear. A
simpler rate structure can reduce disputes and litigation, yet any rate cut still has to be weighed against the
government’s fiscal commitments, including the compensation guarantee to states.

5.2 Strengthening GSTN Infrastructure

The technical troubles of GST’s first year made one thing kind of obvious, in a messy way the success
of the whole system really hangs on the IT infrastructure behind it. Continued investment in server capacity,
stronger validation checks to reduce filing errors, and a more intuitive interface for small taxpayers are not just
cosmetic fixes— they are sort of the base, the bedrock for whether GST can run smoothly at the scale India
actually needs. Even GSTN itself acknowledged the need for phased improvements to cope with peak-load
filing periods, without the same slowdowns that happened in late 2017 (GSTN, 2018).

5.3 Simplification of Return Filing

Maybe the most constantly voiced request coming from businesses, and also from tax practitioners was
for fewer, simpler returns, a kind of relief. The jump to the interim GSTR-3B setup was itself sort of an
admission that the original “three-return-a-month” design was, honestly too much for most taxpayers to keep up
with. After that, extra streamlining, perhaps even shifting toward one monthly return with built-in invoice
matching, was already being talked about by the Council as a way to make compliance easier without blurring
the audit trail that the input tax credit depends on (CBIC, 2018). If this gets right, it would likely do more for the
confidence of small business in GST than almost any other single tweak.

As illustrated in Figure 2, the count of registered taxpayers under GST kept rising steadily during the
first months of rollout, which implies that, despite all the compliance friction, formalization in the economy was
still gradually getting traction, piece by piece.
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Figure 2: Growth in Registered GST Taxpayers, July 2017 to April 2018

This bar chart shows the cumulative count of taxpayers who are registered under GST, from July 2017
up to April 2018. The number begins around 71 lakh when the system switches from the older tax regime, and it
keeps rising in a pretty steady way, reaching roughly 1.11 crore by April 2018. That increase seems to be a mix
of both brand new registrations and businesses that were earlier outside the formal tax net, but then decided (or
got told) to register. This gradual climb, it looks like, indicates GST was slowly drawing more economic activity
into the organized and documented realm. Data is sourced from the Goods and Services Tax Network annual
report (GSTN, 2018).

VI.  Conclusion

When you look back at GST ’s first year, it becomes kind of hard to call the reform a total, unqualified
success or, on the other hand, an outright failure. It was more accurately a massive and honestly ambitious
undertaking that bumped into problems you would expect in any country that tries to digitize and align a tax
system across 29 states, while handling hundreds of millions of transactions. You could feel the pain in the
technical glitches on the GSTN portal, the extra compliance burden on small traders, and those early revenue
shortfalls that were real and fairly brutal for the people dealing with them day by day. At the same time, the
dismantling of interstate check posts, the steady climb in registered taxpayers, and India ’s lift in the World Bank
ease of doing business rankings all suggest the reform was steering things in the right direction, even if the road
was bumpier than anyone had secretly planned for.

What really sticks out is the adaptability that seems baked into the system itself. The GST Council’s
willingness to tweak rates, pause return formats that caused trouble, and increase thresholds for smaller
businesses, indicates a government that listens to feedback instead of forcing a rigid blueprint onto a stubborn
economy. That responsiveness, honestly, matters more than getting every single detail right from day one. Going
ahead, the real test for GST will be whether the government can carry through on rate rationalization, repair the
underlying technology, and simplify return filing without breaking the input credit chain that lets the whole
setup function. If those three-parts start clicking together, GST has a genuine chance of turning into the
transparent, efficient tax regime it was meant to be, something that pays off for businesses and the exchequer in
equal measure.
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