
INDIA’S GOODS AND 

SERVICE TAX – A 

PRIMER

India’s Goods and Service Tax (GST) was rolled out in July 2017, over a decade after its conception, in what 
was the biggest change to the country’s tax system since independence. It replaced the jumble of more than 
a dozen state taxes, including the central excise duty, the services tax, additional customs duties and state-
level VAT with a single national sales tax. There are four separate tiers of the GST, set at 5%, 12%, 18% and 28%. 
Essential goods, including most healthcare products, are taxed at the lowest rate, while luxury goods and tobacco 
products are taxed at the highest rate. Some industries and products were exempted by the government and 
remain untaxed under the GST, including dairy products, fresh fruit, vegetables and meat products, but most 
goods fall into the 18% tax band.

The GST was introduced because of the significant long-run benefits to the economy that it would bring, despite 
expectations of some initial disruption due to the enormity of the change to the tax system. By subsuming various 
indirect taxes such as excise, sales and services levies, the tax system of the country has become less complex, 
and the business environment has improved. This will boost inter-state trade over time. The simplified tax 
system will also help to increase tax revenues, which as a share of GDP are amongst the lowest in EM. As an 
illustration, general government (i.e. central government plus the states) tax revenue is around 11% of GDP in India, 
as compared to 13-16% for many EM peers. 

Because of the disruption caused by covid, it has taken longer for these benefits to play out. However, there are 
some indications that they are beginning to feed through. For example, the GST take is projected to be 3.1% of 
GDP in FY22/23, up from 2.8% over the last couple of years. 

In the manufacturing sector, the GST has had a positive impact by removing the cascading effect of taxes, 
resulting in the reduction of manufacturing costs. Before GST implementation, for example, certain taxes paid by 
manufacturers on procurements were non-creditable. Being costs to the business, manufacturers generally had 
no option but to factor in such costs into their sales prices. Now, with the restriction on credits being removed, 
costs have been reduced. On the output side, manufacturing and sale of goods attracted both excise duty and a 
VAT/central sales tax, with the former levied at 12.5% and the latter also often at 12.5%. Now, with the exception 
of mostly luxury items, the majority of goods are taxed under the lower 12% or 18% brackets. This simplification 
of the tax system may have contributed to the increase in formal company creation seen over recent years, 
with the number of active registered companies rising notably from below 1.2mn in FY19/20 to well over 1.4mn in 
FY22/23.  

Firms have also benefitted from a reduction in the administrative burden, as they are no longer required 
to file multiple returns, for assessment at multiple tax authorities. A simplified system coupled with electronic 
invoicing and other automation has increased tax compliance, which is gradually filtering through to revenue 
collection. Increased automation means that it is easier to trace the transaction chain right from the supply of 
raw materials all the way through to final sales, making tax evasion harder. The introduction of data analytics also 
helps in identifying false tax credit claims. As a result, the tax base has grown. Separately, there has also probably 
been a boost to economic growth as the elimination of interstate restrictions and removal of checkpoints and 
entrance tax barriers at state borders has increased efficiency and decreased logistical costs. This is expected 
to stimulate economic activity and contribute to a higher GDP growth trend over time, especially now that the 
covid distortions have subsided.
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The information in this document (this “Document”) is for discussion purposes only. This Document does not constitute an offer to sell, 
or a solicitation of an offer to acquire, an investment (an “Interest”) in any of the funds discussed herein. This Document is not intended 
to be, nor should it be construed or used as, investment, tax or legal advice. This Document does not constitute any recommendation or 
opinion regarding the appropriateness or suitability of an Interest for any prospective investor.  

This material is for distribution to Professional Clients only, as defined under the Financial Conduct Authority’s (“FCA”) conduct of business 
rules, and should not be relied upon by any other persons. Issued by Alquity Investment Management Limited, which is authorised and 
regulated in the United Kingdom by the FCA and operates in the United States as an “exempt reporting adviser” in reliance on the 
exemption in Section 203(m) of the United States Investment Advisers Act of 1940.

The Alquity Africa Fund, the Alquity Asia Fund, the Alquity Future World Fund, the Alquity Indian Subcontinent Fund and the Alquity 
Global Impact Fund are all sub-funds of the Alquity SICAV (“the Fund”) which is a UCITS Fund and is a recognised collective investment 
scheme for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (the “FSMA”). This does not mean the 
product is suitable for all investors and as the Fund is invested in emerging market equities, investors may not get back the full amount 
invested.

Any offer or solicitation may be made only by the delivery of the Offering Documents. Before making an investment decision with respect 
to the Fund, prospective investors are advised to read the Offering Documents carefully, which contains important information, including 
a description of the Fund’s risks, conflicts of interest, investment programme, fees, expenses, redemption/withdrawal limitations, standard 
of care and exculpation, etc.  Prospective investors should also consult with their tax and financial advisors as well as legal counsel. This 
Document does not take into account the particular investment objectives, restrictions, or financial, legal or tax situation of any specific 
prospective investor, and an investment in the Fund may not be suitable for many prospective investors. 

An investment in the Fund is speculative and involves a high degree of risk. Performance may vary substantially from year to year and 
even from month to month. Withdrawals/redemptions and transfers of Interests are restricted. Investors must be prepared to lose their 
entire investment, and without any ability to redeem or withdraw so as to limit losses.

The Fund’s investment approach is long-term, investors must expect to be committed to the Fund for an extended period of time (3-5 
years) in order for it to have an optimal chance of achieving its investment objectives.

This Document may not be reproduced in whole or in part, and may not be delivered to any person (other than an authorised recipient’s 
professional advisors under customary undertakings of confidentiality) without the prior written consent of the Investment Manager.

CANADIAN INVESTORS

Alquity has engaged with Stikeman Elliott LLP as their legal representation and is relying on the International Dealer Exemption in the 
provinces of Quebec and Ontario. With respect to statutory rights of action along with connected and related issuer information please 
refer to our Canadian Wrapper and Prospectus. This material is for distribution to Professional Clients only and does not constitute any 
recommendation or opinion regarding the appropriateness or suitability of an investment for any prospective investor.

SWISS INVESTORS

Units are only distributed in Switzerland to Qualified Investors. The prospectus, the Articles of Association, the Key Investor Information 
Document “KIIDs” as well as the annual and semi-annual report of the Fund is available only to Qualified Investors free of charge. Funds 
other than the Luxembourg domiciled Alquity SICAV mentioned in this document may not be admitted for distribution in Switzerland.
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