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Abstract: 

The implementation of the Goods and 

Services Tax (GST) on July 1, 2017, marked the 

most significant structural reform in India’s 

fiscal history since independence.1 Built on the 

foundational philosophy of "One Nation, One 

Tax," GST aimed to dismantle a fragmented, 

multi-layered tax regime and replace it with a 

unified, destination-based consumption tax. 

This analysis evaluates the 

transformative impact of GST on the Indian 

economy, focusing on its ability to mitigate the 

cascading effect of taxes and streamline the 

logistics of interstate trade.2 By integrating 

various federal and state levies such as Excise 

Duty, VAT, and Service Tax into a single 

framework, GST was designed to enhance tax 

compliance, broaden the revenue base, and 

foster a "Common National Market." 

Keywords: GST (Goods and Services Tax), One 

Nation, One Tax, Indirect Tax Reform, 

Destination-based Tax, Dual GST Model 

(Central GST & State GST). 

Introduction:  

The implementation of the Goods and 

Services Tax (GST) on July 1, 2017, 

represented a watershed moment in the 

economic history of independent India. 

Orchestrated under the ambitious slogan "One 

Nation, One Tax," this reform sought to replace 

a colonial-era, fragmented tax structure with a 

modern, unified system.3 For decades, the Indian 

indirect tax landscape was a complex web of 

overlapping central and state levies, including 

Central Excise Duty, Service Tax, Value Added 

Tax (VAT), Entry Tax, and Octroi. This 

"spaghetti" of taxes created a cascading effect 

popularly known as "tax on tax"4 whereby the 

consumer ended up paying significantly more 

than the intrinsic value of the product due to 

taxes being levied at every stage of the supply 

chain without credit for previous payments. 

The primary objective of GST was to 

dismantle these internal trade barriers and create 

a Common National Market. By consolidating 

multiple taxes into a single, destination-based 

consumption tax, GST aimed to streamline the 

movement of goods across state borders, reduce 

the logistics burden, and enhance the "Ease of 

Doing Business" in India. Unlike the previous 

origin-based system, where the state of 

manufacture collected the revenue, GST ensures 

that the tax accrues to the state where the goods 

or services are finally consumed. This shift was 

a masterclass in Cooperative Federalism, 

requiring a constitutional amendment and the 

birth of the GST Council5, a unique body where 

the Union and all States sit together to decide tax 

rates and policies. 
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At its core, the GST framework is built 

on the mechanism of the Input Tax Credit 

(ITC). This feature allows registered businesses 

to claim credit for the taxes paid on purchase of 

inputs, which can then be used to offset the tax 

liability on their outputs. This ensures that tax is 

levied only on the value addition at each stage, 

effectively eliminating the cascading effect and 

making Indian products more competitive in 

both domestic and international markets. To 

manage this massive transition, the government 

launched the GST Network (GSTN), a 

sophisticated technological backbone designed 

to handle billions of invoices and ensure 

transparent, paperless compliance. 

However, the journey of GST has not 

been without its complexities. India adopted a 

Dual GST model (comprising CGST and 

SGST) to respect the fiscal autonomy of the 

States. Furthermore, unlike many developed 

nations that have a single GST rate, India 

introduced a multi-tiered slab structure (5%, 

12%, 18%, and 28%) to balance revenue 

requirements with social equity, ensuring that 

essential goods remain affordable while luxury 

items are taxed higher. 

In conclusion, while the first few years of 

GST were marked by teething problems ranging 

from technical glitches on the filing portal to the 

struggles of the MSME sector in adapting to 

digital compliance the system has since matured. 

It has successfully expanded the tax base, 

increased the formalization of the economy, and 

achieved record-breaking monthly revenue 

collections. This comprehensive analysis 

explores how "One Nation, One Tax" 

transitioned from a political vision into a 

functional economic reality, forever altering the 

DNA of Indian commerce. 

Types of GST: 

To provide a comprehensive analysis of 

the "One Nation, One Tax" framework, it is 

essential to understand that while the tax is 

unified in principle, it is multi-dimensional in 

execution. India adopted a Dual GST Model to 

strike a balance between national economic 

integration and the fiscal autonomy of the 

States.6 

Under the GST regime, there are four 

distinct types of taxes, each serving a specific 

jurisdictional and administrative purpose. 

1. Central Goods and Services Tax (CGST) 

CGST is the tax component levied by the 

Central Government on the intra-state supply of 

both goods and services (transactions happening 

within a single state). 

• Authority: It is governed by the CGST 

Act, 2017. 

• Revenue Destination: The revenue 

collected under CGST goes directly to the 

Central Exchequer. 

• Purpose: It replaces previous central taxes 

like Central Excise Duty, Service Tax, and 

Additional Customs Duties. 

• Example: If a manufacturer in Ahmedabad 

sells goods to a retailer in Surat for ₹10,000 

at an 18% GST rate, the CGST component 

will be 9% (₹900), which goes to the 

Central Government. 

2. State Goods and Services Tax (SGST) 

SGST is the tax component levied by the 

State Government on the intra-state supply of 

goods and services. 

• Authority: It is governed by the SGST Act 

of the respective state (e.g., Gujarat GST 

Act). 
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• Revenue Destination: The revenue stays 

with the State Government where the 

transaction took place. 

• Purpose: It subsumes state-level taxes such 

as VAT, Entertainment Tax, Luxury Tax, 

and Entry Tax. 

• Example: In the same Ahmedabad-to-

Surat transaction mentioned above, the 

remaining 9% (₹900) will be collected as 

SGST by the Gujarat Government. 

3. Integrated Goods and Services Tax (IGST) 

IGST is perhaps the most critical component 

for the "One Nation" vision. It is levied on all 

inter-state supplies of goods and services, as 

well as on imports into India.7 

• Authority: It is governed by the IGST Act, 

2017, and collected by the Central 

Government. 

• Revenue Sharing: Although collected by 

the Center, the revenue is later apportioned 

between the Union and the "Consuming 

State" (the destination state). 

• The Destination Principle: IGST ensures 

that the tax follows the goods. If a product 

moves from Maharashtra to Gujarat, the tax 

revenue eventually benefits Gujarat (the 

consuming state), maintaining the 

destination-based nature of GST. 

• Example: If a laptop is sold from 

Bengaluru (Karnataka) to a customer in 

Ahmedabad (Gujarat), a single IGST of 

18% is charged. The Center collects it and 

shares a portion with the Gujarat 

government. 

4. Union Territory Goods and Services Tax 

(UTGST) 

UTGST is the counterpart of SGST, applied 

specifically to Union Territories that do not have 

their own legislature. 

• Applicability: It applies to Chandigarh, 

Lakshadweep, Daman & Diu, Dadra & 

Nagar Haveli, and the Andaman & Nicobar 

Islands. 

• Note on Delhi and Puducherry: Since 

Delhi, Jammu & Kashmir, and Puducherry 

have their own legislatures, they use SGST 

instead of UTGST. 

• Function: Like SGST, it is levied 

alongside CGST for intra-UT transactions. 

Summary Table of GST Types: 

Type Full Form 
Levied 

By 
Transaction Type 

CGST 
Central 

GST 

Central 

Govt 

Within a State 

(Intra-state) 

SGST State GST 
State 

Govt 

Within a State 

(Intra-state) 

IGST 
Integrated 

GST 

Central 

Govt 

Between two 

States (Inter-state) 

UTGST 

Union 

Territory 

GST 

UT 

Admin 

Within a Union 

Territory 

The Mechanism: Input Tax Credit (ITC) 

Across Types: 

The "One Nation, One Tax" system 

remains seamless because of how these types 

interact through the Input Tax Credit (ITC) 

hierarchy. To prevent tax leakage and ensure the 

correct flow of funds, the law dictates a specific 

order for using credits: 

1. IGST Credit: Can be used to pay IGST, 

then CGST, and then SGST/UTGST. 

2. CGST Credit: Can be used to pay CGST, 

then IGST. It cannot be used to pay 

SGST. 

3. SGST Credit: Can be used to pay SGST, 

then IGST. It cannot be used to pay 

CGST. 
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This cross-utilization barrier between 

CGST and SGST is essential to maintain the 

financial separation between the Union and State 

accounts while still ensuring the taxpayer doesn't 

suffer from double taxation. 

The Genesis of a Unified Market: 

The "One Nation, One Tax" philosophy 

was conceived to resolve the fragmented fiscal 

architecture of pre-2017 India. Before its 

inception, the Indian economy was burdened by 

a "spaghetti" of indirect taxes Excise Duty, 

Service Tax, VAT, Octroi, and Entry Tax. This 

created a cascading effect, where taxes were 

levied on previously paid taxes, inflating costs 

for consumers and stifling interstate trade. 

The 101st Constitution Amendment Act 

paved the way for the Goods and Services Tax 

(GST) on July 1, 2017. It shifted India from an 

"origin-based" tax system to a destination-

based consumption tax, ensuring that revenue 

accrues to the state where the consumption 

occurs. 

Structural Evolution: Transition to GST 2.0: 

While the 2017 rollout consolidated the 

tax base, the "multi-slab" system (5%, 12%, 

18%, and 28%) was often criticized for its 

complexity. As of early 20268, the system has 

matured into what economists call GST 2.0. 

Following the landmark 56th GST Council 

meeting in late 2025, the structure was radically 

simplified: 

• The Merit Rate (5%): Covers 

approximately 99% of essential goods, 

including life-saving drugs and basic food 

items. 

• The Standard Rate (18%): Subsumed the 

previous 12% and 18% slabs, covering the 

vast majority of commercial transactions 

and services. 

• The De-merit Rate (40%): A high-tier rate 

for "sin" and luxury goods (tobacco, high-

end SUVs, etc.), effectively replacing the 

old compensation cess. 

• Zero-Rated (0%): Expanded to include 

health and life insurance premiums, a major 

social security move enacted in 20259. 

Economic Impact and Achievements: 

The shift toward a unified tax regime has 

yielded measurable macroeconomic gains: 

1. Revenue Buoyancy: For the fiscal year 

2024-25, gross GST collections reached a 

staggering ₹22.08 lakh crore, driven by 

increased formalization and AI-powered 

compliance.10 

2. Logistics Efficiency: The abolition of 

interstate "nakas" (checkpoints) and the 

implementation of the E-Way Bill system 

increased average truck travel from 225 

km/day to over 325 km/day, reducing 

logistics costs by nearly 15%.11 

3. The Input Tax Credit (ITC) Backbone: 

By allowing businesses to set off taxes paid 

on inputs against their output liability, GST 

has incentivized a transparent audit trail, 

bringing millions of previously 

unorganized businesses into the formal 

fold. 

Challenges and Persistent Hurdles: 

Despite the "GST 2.0" simplifications, 

the journey in 2026 faces specific challenges: 

• Inverted Duty Structure: Certain sectors, 

like bicycles and specific textiles, still 

struggle where inputs (steel/plastic) are 

taxed at 18% while the final product is at 

5%, leading to blocked capital. 

• MSME Compliance: While registration 

thresholds have been raised, small 

businesses still grapple with the "Digital-
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First" requirements, requiring robust 

support for digital literacy. 

• Petroleum and Electricity: As of March 

2026, these key sectors remain outside the 

GST net, preventing a truly seamless "One 

Nation, One Tax" experience for the energy 

and transport industries. 

 The Technological Frontier: AI and GSTN: 

By 2026, the GST Network (GSTN) has 

evolved into an AI-driven ecosystem. Real-time 

invoice matching and auto-populated returns 

have significantly reduced manual errors. The 

integration of "Deep Learning" modules now 

flags potential tax evasion patterns instantly,12 

ensuring that honest taxpayers are not burdened 

by unnecessary audits while "fly-by-night" 

operators are swiftly identified. 

Executive Summary: 

The Goods and Services Tax (GST), 

launched on July 1, 2017, and significantly 

overhauled in September 2025 (GST 2.0), has 

transformed India from a fragmented collection 

of state markets into a unified economic 

powerhouse. By subsuming 17 federal and state 

taxes and 13 cesses, GST has eliminated the 

cascading effect of taxation a phenomenon 

where tax was levied on tax there by reducing 

the overall tax burden on the final consumer. 

The Theoretical Framework: Destination-

Based Consumption: 

Unlike the previous origin-based system 

where the state of manufacture collected the tax, 

GST is a destination-based consumption tax. 

This shift ensures that the tax revenue accrues to 

the state where the goods or services are actually 

consumed. This model is governed by the GST 

Council, a constitutional body that epitomizes 

"Cooperative Federalism" by allowing both the 

Union and States to make joint decisions on rates 

and policy. 

The 2026 Tax Structure: Rate 

Rationalization: 

The most critical evolution in the "One 

Nation, One Tax" journey occurred with the 

2025 Rate Rationalization. As of March 2026, 

the complex multi-slab system has been 

streamlined into a more efficient four-tier 

structure: 

Slab Category Typical Items (2026 

Status) 

0% 

(Exempt) 

Essentials 

& Social 

Goods 

Fresh produce, milk, 

education, Life & 

Health Insurance 

premiums (exempted in 

2025). 

5% (Merit) 
Everyday 

Needs 

Packaged food, 

medicines, apparel 

below ₹1000, bicycles, 

and agricultural 

machinery. 

18% 

(Standard) 

Majority 

of 

Economy 

Consumer electronics 

(TVs/ACs), construction 

materials (Cement), 

telecom, and small cars. 

40% 

(Sin/Luxury) 

Demerit 

Goods 

Tobacco products, high-

end luxury vehicles, 

aerated drinks, and 

online money gaming. 

Macroeconomic Impact and "Viksit Bharat": 

By 2026, the economic dividends of GST 

have become clearly quantifiable: 

• Revenue Buoyancy: Gross monthly GST 

collections have consistently crossed the 

₹1.95 lakh crore mark, reflecting a broader 

tax base and enhanced formalization of the 

economy. 

• Logistical Revolution: The integration of 

the E-Way Bill and the removal of 

interstate checkpoints have reduced 

logistics costs from approximately 14% of 
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GDP to 10% in 2026, significantly 

increasing supply chain velocity. 

• Input Tax Credit (ITC) Integrity: The 

backbone of GST remains the ITC, which 

prevents double taxation. In 2026, the GST 

Network (GSTN) uses advanced AI "hard 

validations" to prevent fraudulent reclaims, 

ensuring a transparent audit trail. 

Sectoral Analysis: Winners and Challenges: 

• Manufacturing: The "Make in India" 

initiative has been bolstered by the removal 

of the 28% slab on key industrial inputs like 

cement and auto parts, now unified at 18%. 

• MSMEs: Small businesses have benefited 

from the QRMP (Quarterly Return 

Monthly Payment) scheme, though digital 

literacy remains a hurdle for rural 

entrepreneurs. 

• Financial Services: The 2025 decision to 

exempt health and life insurance from GST 

has significantly increased insurance 

penetration among India's middle class. 

The "Silent" Technical Backbone: AI & 

GSTN: 

The current success of the regime is largely 

due to the GST 2.0 technological upgrade. The 

system now features: 

1. Pre-filled Returns: Reducing manual 

errors for taxpayers. 

2. Automated Refunds: 90% of provisional 

refunds for exporters are now processed 

within days through risk-based AI 

analysis.13 

3. GSTAT (Appellate Tribunal): Fully 

operational as of late 2025, providing a 

specialized judicial body for dispute 

resolution. 
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