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ABSTRACT

Goods and Service Tax is a consumption based tax charged on value added at every stage of production. 
The manufacturer or distributor charges GST on its sales (output tax) and gets credit for GST paid on the 
purchases made (input tax). GST has been recommended by IMF for improving the efficiency of the tax 
system and for increasing the tax revenue in any country. In India, the basic idea is to create a single, 
cooperative and undivided market which has a simplified tax structure that strengthens the economy. 
Implementation of GST in over 160 countries has drawn the attention of various researchers towards the 
variable impact on inflation and tax revenue (as a percentage of GDP) in their respective economies. The 
present study aims to evaluate the post-implementation of GST and its impact on inflation and tax 
revenue for eleven developing and developed countries. The study uses Event study and Intervention 
Model to analyze the pattern and reasons for the change in inflation and tax revenue. Event Study 
employs parametric t-test for testing the significance of changes in both the key variables during the year 
of implementation of GST, after the year of implementation, and before & after the implementation of 
GST. The study concluded that post-implementation of GST have no significant impact on inflation and 
tax revenue in any of the eleven countries. The study also used Intervention model to evaluate the post 
implementation impact of GST for short run and long run on inflation only. Overall results showed that 
except China, there was no significant evidence of increase in inflation after the introduction of GST both 
in the short run (one year) and in the long run (3 years). The study found that countries like Portugal and 
New Zealand experienced a significant drop in inflation after introducing GST.
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INTRODUCTION

Presently, India has a tax structure that 
encompasses a number of indirect taxes levied by 
Centre and State on goods and services separately. 
Multiple taxes with diverse rates and tax bases is 
the root cause of complexity of the Indian tax 
structure which results in high cost of compliance 
and tax administration, tax avoidance, litigation, 
unexpected delays in supply chain and business 
processes which has affected FDI as well. The 
cascading effect of taxes at various stages in a 
supply chain has made Indian goods artificially 
expensive compared to our trading partners who 
have implemented GST. The long standing Goods 
and Service tax Bill (GST Bill) officially known as 
the Constitutional (122nd) Amendment Bill, 2014 
was passed on 3rd August, 2016 by the Rajya 
Sabha, 12 years since it was first recommended in 

2004. Goods and Service Tax is a consumption 
based tax charged on value added at every stage of 
production. The manufacturer or distributor 
charges GST on its sales (output tax) and but gets 
credit for GST paid on the purchases made (input 
tax). Owing to the benefits, around 160 countries 
have implemented GST and have shown erratic 
impact on inflation and tax revenue as a result of 
this adoption. 

IMPACT  OF  GST  ON  INFLATION  AND  
TAX  REVENUE
 The introduction of the GST has been 
recommended by IMF to improve tax compliance 
and resulting tax revenue, through a more 
comprehensive, transparent and simplified tax 
system enhancing the efficiency and effectiveness
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of the existing taxation system. GST is expected to 
benefit customers through reduction in price in 
majority of the goods and services and through cut 
in corporate and personal income tax rates since it 
is considered an effective tax revenue contributor. 
Ibrahim & Palil, 2012 also vouche for reductions in 
corporate and individual income tax rates when 
GST causes simultaneous increments in tax 
revenue.
 By the very definition of GST in the Bill, the 
tax burden on products is expected to come down 
because only value addition will be taxed. In the 
case of services, taxes are likely to go up since both 
State and Centre will levy tax, while presently only 
Centre charges tax for services. Overall GST is not 
expected to cause inflation. But the lessons learned 
from other countries show a different picture 
altogether. Arora, Dimri, Sriram, Roy, & Saikia, 
2016 noted that GST, being a nationwide tax, could 
lead to possibly higher inflation in the first few 
years of its introduction but would gradually 
increase the overall GDP. According to a Crisil 
report, when implemented in many countries, GST 
caused a hike in inflation with the impact lasting for 
around 10-12 months. Ibrahim & Palil, 2012 also 
stated that Countries who dread the inflationary 
impact of implementing GST tackled the same by 
introducing a low rate which then progressively 
increased over the years. Several countries like 
Singapore and UK have, over the time, raised their 
GST rate. This was most apparent in cases where 
introductory rates were low. However, Ibrahim & 
Palil (2012) suggests that if the period of 
introduction and subsequent increments in the GST 
rate corresponds with slow economic growth, the 
same would cause least impact on inflation.
 Another study by Valadkhani & Layton, 
2004 concluded GST had a serious but short-lived 
impact on inflation only in the first quarter when 
new tax system was implemented. Pre-GST 
spending rush, result of expected price rise, had 
been witnessed by several countries including 
Malaysia. Consumer spending too surged in 
Australia, Japan, China and Singapore just before 
GST kicked in. Poh, Chieh, Wah, & Han (2015) has 
explained this as inflation smoothening which 
becomes the reason for price hikes in only the first 
few months of GST implementation. However, 
prolonged increase in prices could be due to a 

phenomenon called inflation spiral. An initial 
inflation increases demand for greater wages as 
workers look to maintain their lifestyle. This is also 
known as a “wage-price effect” which might cause 
another round of inflation. Ibrahim & Palil (2012) 
is of the view that GST's impact on inflation will 
depend upon product elasticity. A product having 
lower elasticity provides opportunity to the 
manufacturer to pass on the tax burden to the 
consumer.
 Services account for 60% of India's GDP 
and are currently taxed at 14.5%. Owing to an 
increase in the tax rate on services under GST 
regime, growth rate might get  impaired 
temporarily. However, in the long term, the GST 
will be clearly positive as gains from a more 
efficient tax system, greater price competitiveness 
through reduced costs, and the removal of interstate 
tax barriers should boost growth via higher exports 
and investments, structurally lower inflation, and 
higher governmental tax revenues, enabling greater 
general government fiscal consolidation.
 The plight of the majority of the poor 
population of India is still difficult to predict. Poh, 
Chieh, Wah, & Han (2015) observed that since the 
cost of living is comparatively low in developing 
countries, inflation hike should not be a big 
problem. For instance, developing countries like 
Indonesia and Thailand faces deflation after the 
implementation of GST. But Ibrahim & Palil 
(2012) considers GST as regressive in nature. Since 
it is levied on consumption, lower income 
households may pay proportionately more tax than 
higher income households. Only when lower 
income sectors receive greater governmental 
assistance along with improved employment 
opportunities, they may gain greater net benefits 
from the implementation of the tax. The respective 
State governments and their intervention with 
respect to controlling prices of essential 
commodities will be crucial in deciding who is left 
better off.
 Goods and Service Tax is considered as one 
of the biggest reform in India's indirect tax structure 
since the economy began to be opened up 25 years 
ago. (Service, 2016) Since GST has been 
implemented by majority of the countries around 
the world, it carries a rich history of successes and 
failures. One can study the potential impacts of the 
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said tax regime on any given economy. GST in 
India is coming with a lot of expectations of solving 
a good lot of tax related problems. Hence, GST 
needs to be ogled at from various perspectives to 
input India in the list of countries who have 
experienced a positive-sum game. The most 
common apprehension regarding the post-
implementation impacts of GST is the impact on 
inflation which has already been an alarming worry 
for India since many years. Also GST is expected to 
increase the tax base by increasing compliance 
which ultimately should contribute to a hike in tax 
revenue of the country. The present study will 
analyse the past impacts of GST on nine countries 
and then draw conclusions for India regarding the 
probability of dreams turning to reality. Also policy 
makers can take lessons regarding the rate and 
timing of implementation of GST which will help 
in achieving the expected results for the economy.

CONCLUSION
It is a common perception among policymakers, 
a c a d e m i c i a n s  a n d  g e n e r a l  p u b l i c  t h a t 
implementation of GST leads to rise in inflation. 
However, results are often a combination of both. 
Some countries like Australia, Singapore, Japan, 
Maldives, and China experienced increased in 
inflation, whereas, countries like Canada, New 
Zealand, Greece, Portugal, Thailand, and Vietnam 
experienced decline in inflation. Similar results 
were found while analysing the impact on tax 
revenue as a percentage of GDP. Event study which 
was based on the parametric t-test found no 
significant increase in both tax revenue and 
inflation rate in all five developed and six 
developing countries post-implementation of GST. 
Also, the results of the Intervention model 
concluded that only China experienced a 
significant increase in inflation for two years post-
implementation of GST, whereas, Portugal and 
New Zealand experienced a dip in inflation. China's 
initial hike in inflation can be explained by a pre-
GST spending rush which further extends because 
of a phenomenon called inflation spiral. Also, since 
in most of the countries tax payers are compensated 

for increase in indirect taxes by cut in personal tax 
rates, effect on tax revenues gets nullified. 
Therefore from the extensive review of literature 
and the results found in this study we can safely 
conclude that with a low GST introduction rate and 
proper awareness, India might not face a hike in 
inflation in the long run and also the tax revenue 
might remain significantly unaffected. There is no 
reasonable ground to doubt that once implemented, 
GST will mark the consummation of the third 
generation fiscal reforms and would accelerate 
India's journey to the orbit of economic 
superpowers of the world economy.
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