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Taking stock of five years of GST 

The monumental indirect tax reform, the Goods and Services Tax (GST), has completed 

five years in existence. Before the implementation, it was said that it would be a boon to 

the economy in terms of higher revenue buoyancy, lower inflation, higher revenue, higher 

growth, and so on. On the completion of GST’s five years, it makes sense to ask what 

happened to inflation. 

GST and Inflation link: 

• During the 12 months preceding GST implementation, the Consumer Price Index (CPI) 

inflation was 3.66%, while it increased to 4.24% post-GST in the next 12 months.  

• However, India is not alone in witnessing higher inflation. A similar pattern was 

observed in Australia, New Zealand, and Canada. An Australian Competition and 

Consumer Commission study showed that GST initially increases inflation. 

 

Understanding the mechanism 

• In theory, implementing GST should not lead to a change in overall inflation. The 

revenue-neutral rate (RNR) is calculated so that it would not cause higher inflation.  

• But revenue neutrality does not mean that prices would not go up or down in the 

economy. This is because the weight of goods in the consumption basket and their 

contributions to indirect tax collections are not the same.  
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• For example, food and drinks (which comprise 46% of the CPI index), rent, and clothing 

are all significant parts of the CPI basket that are either not taxed or taxed at low rates. 

• Importantly, the effect of GST on the prices of certain goods and services depends on 

the structure and design of taxation, such as the level of exemptions, the rate structure 

of GST, the weight of goods and services in the CPI basket, the tax base, the efficiency 

of the administrative machinery, and so on. 

• The RBI, in a 2017 report, showed that about half of the groups of items that GST 

covers are not in the CPI basket. This study found headline inflation might rise by ten 

basis points only. So, the effect of GST on prices was expected to be small.  

• Finally, prior to the GST implementation, it was expected that prices would go down 

because GST harmonises indirect tax rates and eliminates the cascading effect. Thus, 

whether GST has any effect depends on how different factors affect each other. 

 

The rise in inflation post-GST 

• The rise in inflation post-GST implementation could be due to the rise in the tax rate of 

some goods and services, the inclusion of business activities that were not taxed earlier, 

or the market structure.   

• The possibility of profiteering in select segments after GST is also there. To pre-empt 

this possibility, the government set up National Anti-profiteering Authority (NAA) to 

ensure companies did not use GST as an excuse to raise prices. 
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• As Nobel Prize-winning economist Joseph Stiglitz opined, rising market power is bad 

for the economy as it raises economic inefficiency and lowers the economy’s resiliency. 

Further, taking advantage of market power, it is possible that most firms would have 

passed the taxes to end consumers, resulting in a cost-push inflationary impact of the 

GST. 

• Prices of petroleum products increased significantly, which might have contributed to 

the rise in CPI after the GST implementation. 
 

India-EU: global dynamics 

With carbon neutrality being the byword for a sustainable world, a host of countries — the 

United Kingdom, France, Germany, the United States, Brazil, India, and China among 

others — have set for themselves net-zero targets for the middle and later part of the 

century. 

‘European Union Green Deal’ 

• At the forefront of the commitment to net-zero is the European Union, which wants to 

be the first carbon-neutral region in the world by 2050.  

• It brought out the ‘European Union Green Deal’ last year to focus on a new growth 

strategy that aims to transform the EU society into a fair and wealthy one with a modern, 

resource-efficient and competitive economy. 

CBAM: carbon-pricing system 

• To attain carbon neutrality, the EU has set forth immediate targets and has brought out 

the ‘Fit-for-55’ package, a communication of its 2030 climate targets.  

• A provision in the policy plan is the introduction of the Carbon Border Adjustment 

Mechanism (CBAM), a carbon-pricing system proposed for imports into the EU.  

• The CBAM suggests taxing the imported goods-based difference between carbon used 

in the production of domestic and imported goods. 

• The CBAM, however, will come completely into force from January 1, 2026. In the 

initial phase, five CITE (Carbon Intensive and Trade Exposed) sectors such as iron and 

steel, aluminium, cement, fertilizers and electricity will be taxed under CBAM. 

Issues with CBAM: 

• The EU claims that CBAM is intended to reduce carbon leakage, create a level 

playfield for EU producers and encourage producers in other countries to adopt 

cleaner technologies.  
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• Developing countries have raised their concern about the legality of CBAM pointing 

out its conflict with the World Trade Organization (WTO) and the United Nations 

Framework Convention on Climate Change (UNFCCC) norms, and are afraid that it 

encourages protectionism. 

• Developing countries also flag the use of revenue collected from CBAM. According to 

the EU, revenue collected from CBAM will be a part of the EU’s budget, the 

NextGenerationEU, a recent initiative launched to provide economic support to EU 

member countries impacted by the COVID-19 pandemic.  

• Countries opposing the proposed revenue utilisation mechanism suggest that if CBAM 

is to be implemented, revenue collected from it should be used for cleaner technology 

adoption in developing countries. 

India and EU: Progressive steps 

• India and the EU share a healthy trade relationship. The EU is India’s third largest 

trading partner, while India is the EU’s 11th largest trading partner.  

• Recently, there has been increasing initiative from both sides to deepen engagement 

with each other. The target to finalise the Free Trade Agreement has been set for 2023-

24. 

• Rather than a tax on exports to the EU as proposed in CBAM, India and the EU can 

cooperate better by investing in cleaner and greener technologies in India and helping 

in cleaning up production in India.  

• Such a partnership will ensure that both India and the EU have their agendas of 

economic growth and sustainability fulfilled, a win-win situation for both entities. 

 


