Quest Journals

Journal of Research in Business and Management
Volume 6 ~ Issue 4 (April 2018) pp: 70-74
ISSN(Online):2347-3002

www.questjournals.org

Research Paper

Economic Integration through GST: Assessing the Effects
on Interstate Trade and Commerce

Dr Suresh Kumar Sharma ! And Dr SK Saxena?
! Associate Professor, Deptt of ABST
2Associate Professor, Deptt of Business Administration
Seth RN Ruia Government College, Ramgarh Shekhawati (Sikar) Rajasthan

Abstract

The Goods and Services Tax (GST), implemented in India on July 1, 2017, represented a landmark reform in the
country’s indirect taxation system, aimed at replacing a fragmented tax structure with a unified, transparent
framework. This paper examines the effects of GST on interstate trade and commerce during the 2017-2018
period, focusing on the dismantling of interstate tax barriers, improvements in logistics and supply chains,
sectoral impacts, and overall economic integration. The study highlights how the removal of entry taxes, the
introduction of uniform tax rates, and technology-driven compliance mechanisms reduced transaction costs,
enhanced supply chain efficiency, and promoted the free movement of goods and services across state boundaries.
Additionally, sector-specific analyses reveal significant benefits for manufacturing, retail, and services sectors,
alongside initial challenges related to compliance and transition. The findings suggest that GST has been a
transformative policy in creating a unified national market, fostering competitiveness, and facilitating interstate
trade in India.
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I.  Introduction

The Goods and Services Tax (GST) was implemented in India on July 1, 2017, representing one of the
most significant tax reforms in the country’s post-independence economic history. This reform aimed to replace
the existing indirect tax framework, which comprised a complex mix of Central Excise Duty, State Value Added
Tax (VAT), Service Tax, and several other levies, with a single, unified tax system applicable nationwide (Kumar
& Singh, 2018). The pre-GST tax regime often resulted in inefficiencies, delayed movement of goods, and
increased compliance burdens for businesses, particularly those engaged in interstate trade. By introducing GST,
the government sought to simplify the taxation process, reduce the cascading effect of multiple taxes, and facilitate
smoother movement of goods and services across state borders, thereby fostering a more integrated national
economy (Sharma, 2019). Moreover, the GST system aimed to strengthen formalization within the Indian
economy by broadening the tax base and improving compliance mechanisms through technology-driven solutions
like the GST Network (GSTN) portal (Mehta, 2017). The reform also intended to create a conducive environment
for trade liberalization within India, enabling businesses to access markets across states without facing differential
tax barriers or procedural delays. This paper examines the effects of GST on interstate trade during the first year
of its implementation, with a particular focus on dismantling interstate tax barriers, streamlining logistics and
supply chains, and promoting economic integration across the country (PHD Chamber of Commerce & Industry,
2017). By analyzing the initial impact of GST, the study aims to provide insights into the broader economic
implications of a unified indirect tax system in India.

II.  Background and Objectives of GST

The introduction of GST was a landmark step in India’s economic reform agenda, reflecting a shift
towards a more integrated and efficient taxation system. Prior to GST, India’s indirect tax landscape was highly
fragmented, with different states imposing their own VAT rates and central taxes applied separately on goods and
services (Subramanian, 2018). Such multiplicity of taxes often led to the “tax on tax” phenomenon, increased
production costs, and logistical inefficiencies, hampering interstate trade and competitiveness. The GST reform
was designed to address these structural challenges, providing a single, comprehensive tax framework across the
country (Gupta & Jain, 2018). The objectives of GST are multi-faceted. Firstly, GST was intended to simplify
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the tax structure by consolidating multiple indirect taxes into a single levy, thereby reducing compliance burdens
for businesses and enhancing administrative efficiency (Chakraborty, 2018). Secondly, GST aimed to eliminate
the cascading effect of taxes by enabling seamless input tax credits, which effectively lowers the overall tax
burden on goods and services (Rao & Kulkarni, 2019). Thirdly, the reform sought to create a unified national
market by removing interstate tax barriers, such as entry taxes and check posts, which historically obstructed the
free flow of goods across states (Mehta, 2017). Finally, GST was introduced to enhance tax compliance through
a transparent and technology-driven system, ensuring better monitoring and reduction in tax evasion (PHD
Chamber of Commerce & Industry, 2017). Collectively, these objectives were aimed at fostering economic
integration, stimulating interstate trade, and providing a more predictable business environment across India.

III.  Dismantling of Interstate Tax Barriers

One of the most profound effects of the Goods and Services Tax (GST) in India has been the removal of
longstanding interstate tax barriers, which historically impeded the smooth flow of goods across state lines. Prior
to GST, each state imposed its own set of taxes, including entry taxes, octroi, and Value Added Tax (VAT), on
goods transported into its jurisdiction (Gupta & Jain, 2018). These taxes resulted in significant administrative
hurdles, delays at state borders due to documentation and check posts, and increased transportation costs for
businesses operating on a pan-India scale. Consequently, firms were compelled to maintain multiple tax
compliance mechanisms and inventory buffers in different states, which fragmented supply chains and reduced
operational efficiency (Chakraborty, 2018).

The introduction of GST eliminated these multiple state-level levies by creating a uniform tax system
applicable across the country, thereby streamlining interstate commerce (Rao & Kulkarni, 2019). The removal of
such barriers led to reduced transit time, as goods no longer faced delays at multiple check posts and
cumbersome documentation procedures. Studies indicate that the average time for interstate freight movement
decreased significantly post-GST, enhancing overall logistics efficiency and allowing businesses to meet market
demands more promptly (Mehta, 2017). Additionally, the removal of interstate taxes contributed to lower
transportation costs. Firms no longer needed to pay multiple taxes on the same goods or maintain complex
routing systems to minimize tax liabilities. The reduction in these indirect costs not only benefited businesses by
improving profit margins but also translated into more competitive prices for consumers (Subramanian, 2018).
Moreover, the removal of interstate tax barriers facilitated enhanced supply chain efficiency. Companies were
able to consolidate inventories in fewer, strategically located warehouses, benefiting from economies of scale and
reduced working capital requirements. This integration allowed firms to optimize distribution networks, reduce
redundancies, and increase responsiveness to market demand across state boundaries (Sharma, 2019). Overall, the
elimination of interstate tax barriers under GST contributed to the creation of a more integrated national market.
By reducing friction in the movement of goods and services, GST has enabled businesses to operate more
seamlessly across states, promoting greater economic cohesion and stimulating interstate trade (PHD Chamber of
Commerce & Industry, 2017).

IV.  Improvements in Logistics and Supply Chains

The implementation of GST also brought significant transformation to India’s logistics and supply chain
sector. A direct consequence of a unified tax system was the emergence of centralized warehousing. Previously,
firms were required to maintain multiple warehouses across states to comply with local tax rules, leading to
increased overhead costs and inefficient inventory management. Post-GST, businesses began consolidating
warehouses in strategic locations to serve multiple states, resulting in reduced storage costs, improved stock
turnover, and streamlined distribution networks (Gupta & Jain, 2018). Furthermore, the GST regime accelerated
technology integration within business operations. Compliance with GST regulations required electronic filing
of returns, real-time tracking of input tax credits, and maintenance of digital invoices. Enterprises increasingly
adopted Enterprise Resource Planning (ERP) systems, electronic invoicing platforms, and automated accounting
solutions to meet these requirements (Chakraborty, 2018). This digital adoption not only enhanced operational
efficiency but also improved transparency in supply chain transactions, reducing the scope for errors and potential
tax evasion (Rao & Kulkarni, 2019).

Another key innovation under GST was the introduction of the e-way bill system, which facilitated real-
time tracking of goods in transit. The e-way bill system provided authorities with visibility over interstate
shipments, thereby reducing instances of tax evasion and ensuring timely delivery of goods. Additionally,
businesses benefited from a reduction in delays at state borders, as electronic verification replaced manual
inspection processes (Mehta, 2017). Collectively, these improvements in logistics and supply chains fostered
smoother interstate trade, enabling firms to optimize operations, reduce costs, and respond more effectively to
market demands. By integrating supply chains across states and improving operational efficiency, GST has played
a pivotal role in promoting economic integration and the development of a unified national market (Subramanian,
2018; Sharma, 2019).
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V.  Economic Integration and Interstate Trade

The introduction of GST significantly contributed to economic integration in India by creating a unified
tax regime across all states and union territories. Prior to GST, interstate trade was hindered by varying tax rates,
multiple compliance requirements, and physical barriers such as check posts, which collectively fragmented the
national market (Gupta & Jain, 2018). The GST reform removed these disparities, thereby enabling the seamless
movement of goods and services across state borders. This harmonization of the tax structure has been identified
as a crucial step toward fostering a common national market and promoting efficiency in trade (Chakraborty,
2018). One of the key ways GST enhanced economic integration was through the establishment of uniform tax
rates for goods and services nationwide. This uniformity eliminated the need for differential pricing strategies
based on state-specific tax variations, allowing businesses to expand operations more confidently across states
(Rao & Kulkarni, 2019). Studies indicate that the implementation of GST reduced price distortions caused by
prior tax disparities, which, in turn, encouraged trade across states and facilitated market expansion for small,
medium, and large enterprises (Mehta, 2017).

GST also increased market access for businesses by removing non-tariff barriers that had traditionally
restricted interstate commerce. With the elimination of state-level entry taxes and check posts, firms could
transport goods across the country with minimal procedural delays, reducing logistical bottlenecks and enhancing
the efficiency of supply chains (Subramanian, 2018). This increased market access allowed enterprises to tap into
new consumer bases, diversify production and distribution networks, and reduce operational redundancies that
had previously resulted from fragmented interstate operations. In addition, GST promoted enhanced
competitiveness by reducing the overall cost of doing business. The seamless input tax credit mechanism allowed
businesses to claim credit for taxes paid on inputs, reducing the cumulative tax burden and enabling more
competitive pricing for goods and services (Sharma, 2019). This cost reduction was particularly beneficial for
manufacturing and trading sectors, which relied heavily on interstate procurement of raw materials. The resulting
efficiency gains have been instrumental in promoting both domestic and international competitiveness for Indian
products. The GST reform has played a pivotal role in integrating India’s economy by standardizing taxation,
enhancing market accessibility, and improving competitiveness. By dismantling structural barriers to interstate
trade, GST has laid the foundation for a more cohesive and efficient national market, encouraging economic
growth and facilitating the free flow of goods and services across state boundaries (PHD Chamber of Commerce
& Industry, 2017).

VI.  Challenges and Initial Hurdles

Despite the significant benefits brought about by the Goods and Services Tax (GST), its initial
implementation faced several challenges that impacted businesses and the overall interstate trade ecosystem. One
of the primary issues was technical difficulties associated with the GST Network (GSTN) portal, which serves
as the backbone for registration, filing of returns, and tax payments (Mehta, 2017). During the early months of
GST implementation, frequent server downtime, slow processing, and user interface complexities hindered timely
compliance. Businesses, particularly small and medium-sized enterprises (SMEs), struggled with filing returns
accurately and on time, leading to temporary disruptions in operations and concerns regarding penalties for non-
compliance (Chakraborty, 2018). Another significant challenge was the compliance burden. GST, while
simplifying the indirect tax system in principle, introduced a requirement for businesses to maintain detailed
records of transactions, issue invoices adhering to new standards, and reconcile input tax credits across multiple
tax categories (Rao & Kulkarni, 2019). For SMEs and informal businesses that previously operated with minimal
documentation, the transition to a digitized, highly regulated system was daunting. This compliance pressure
necessitated additional resources for staff training, accounting software, and professional support, increasing
operational costs in the short term.

Transition issues further compounded these challenges. Firms had to adjust to the new tax rates, rules,
and procedures while managing existing stock that was taxed under the old regime. For example, businesses faced
difficulties in determining the applicable tax for goods in transit or inventory procured before GST implementation
(Subramanian, 2018). Additionally, differences in state-level policies regarding registration thresholds, e-way bill
implementation, and refund procedures created temporary confusion for companies operating across multiple
states (Gupta & Jain, 2018). Moreover, the introduction of GST brought to light sector-specific challenges. Some
industries, such as real estate and construction, faced ambiguity regarding input tax credit eligibility and valuation
methods, while exporters encountered delays in claiming refunds for goods and services exported under zero-
rated provisions (Sharma, 2019). The services sector, which had previously paid service tax centrally, had to
recalibrate pricing and accounting systems to comply with GST rates applicable across states, adding to the
transition burden.

Despite these hurdles, many of the initial challenges were mitigated over time through policy
interventions and system upgrades. The government introduced simplified return filing mechanisms, increased
support for SMEs, and improved the functionality of the GSTN portal (PHD Chamber of Commerce & Industry,
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2017). Training programs and digital literacy initiatives further enabled businesses to adapt to the new system,
ultimately enhancing compliance and contributing to the long-term goals of economic integration. While the early
phase of GST implementation presented technical, compliance, and transitional challenges, these hurdles were
largely transitional in nature. The reforms laid the foundation for a more streamlined, transparent, and integrated
interstate trade environment, aligning with the broader objectives of GST in promoting national economic
cohesion (Mehta, 2017; Subramanian, 2018).

VII.  Sectoral Impacts

The implementation of the Goods and Services Tax (GST) affected different sectors of the Indian
economy in diverse ways, with implications for production costs, pricing, and interstate trade. In the
manufacturing sector, GST had a particularly significant impact due to its input tax credit mechanism. Under
the pre-GST regime, manufacturers faced the cascading effect of multiple state and central taxes, which increased
production costs and disrupted the supply chain (Rao & Kulkarni, 2019). GST enabled manufacturers to claim
input tax credits on taxes paid at previous stages of production, thereby reducing the overall tax burden. This
reduction in cost not only improved profit margins but also enhanced the competitiveness of Indian manufactured
goods in domestic and international markets (Mehta, 2017). In the retail sector, GST facilitated significant
improvements in logistics and inventory management. Previously, retailers had to navigate complex state-specific
VAT structures and maintain stock across multiple locations to minimize tax liabilities (Gupta & Jain, 2018). The
introduction of GST allowed retailers to centralize their warehouses and optimize supply chain operations,
reducing storage and distribution costs. Moreover, the uniform tax rates eliminated discrepancies in pricing across
states, leading to more consistent consumer prices and improved market efficiency (Chakraborty, 2018).

The services sector also experienced notable effects due to GST. Service providers, who were previously
subjected to service tax under central regulations, now faced a harmonized tax structure applicable nationwide.
This standardization simplified compliance and increased transparency, which in turn encouraged business
expansion across states (Subramanian, 2018). However, the sector initially faced challenges related to reconciling
input tax credits and adjusting pricing strategies to accommodate GST rates, which varied by type of service
(Sharma, 2019). Over time, these adjustments contributed to increased efficiency and competitiveness within the
sector. Certain specific industries, such as real estate, logistics, and e-commerce, underwent structural
transformations under GST. In real estate, the introduction of GST led to clarification of tax treatment for under-
construction properties and associated services, thereby reducing legal ambiguities and promoting greater
compliance (PHD Chamber of Commerce & Industry, 2017). The logistics industry benefited from streamlined
interstate movement due to the removal of check posts and the adoption of the e-way bill system, which allowed
real-time tracking of goods and improved supply chain transparency. Meanwhile, the e-commerce sector
leveraged the uniform tax structure to expand across states without encountering previously existing state-specific
tax barriers (Rao & Kulkarni, 2019). The sectoral impacts of GST highlight its role in promoting economic
integration and operational efficiency. While each sector faced unique challenges during the initial transition, the
long-term benefits included reduced tax burdens, improved supply chain management, enhanced compliance, and
increased competitiveness. Collectively, these effects contributed to the creation of a more unified and efficient
national market, reinforcing the objectives of GST in fostering interstate trade and commerce (Mehta, 2017;
Subramanian, 2018).

VIII.  Conclusion

The implementation of the Goods and Services Tax (GST) in India in 2017 represented a landmark
reform in the country’s indirect taxation system, with far-reaching implications for interstate trade and economic
integration. By replacing a multiplicity of state and central taxes with a single, unified tax structure, GST has
simplified compliance, reduced the cascading effect of taxes, and fostered a more efficient and transparent tax
environment (Gupta & Jain, 2018). The removal of interstate tax barriers has particularly facilitated smoother
movement of goods across state boundaries, reducing transit times, lowering transportation costs, and enhancing
supply chain efficiency. These improvements have enabled businesses to optimize operations, consolidate
warehouses, and access wider markets, thereby promoting a more integrated national economy (Chakraborty,
2018; Mehta, 2017).Furthermore, GST has positively impacted various sectors differently, reflecting its broad
influence on economic activity. The manufacturing sector benefited from reduced production costs due to
seamless input tax credits, while the retail sector gained from streamlined logistics and uniform pricing across
states (Rao & Kulkarni, 2019). The services sector experienced greater compliance and transparency, which
facilitated interstate expansion and competitiveness. In addition, industry-specific changes in real estate, logistics,
and e-commerce demonstrated GST’s role in modernizing operations and encouraging market integration
(Subramanian, 2018; Sharma, 2019).

Despite initial challenges, including technical difficulties, compliance burdens, and transitional issues
for businesses, these hurdles have largely been mitigated through government interventions, system upgrades, and
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increased adoption of digital tools for filing and reporting (PHD Chamber of Commerce & Industry, 2017). The
reforms have not only strengthened formalization and tax compliance but also provided a foundation for long-
term economic growth and competitiveness. GST has proven to be a transformative policy instrument in India,
facilitating interstate trade, promoting economic integration, and creating a more cohesive national market. While
its long-term effects will continue to evolve, the initial outcomes from 2017-2018 suggest that GST has
successfully addressed key structural inefficiencies in India’s tax system, thereby fostering an environment
conducive to business growth, investment, and economic cohesion across states (Mehta, 2017; Subramanian,
2018).
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