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Abstract: This study examines the implications of India's GST 2.0 reform, a sweeping revision of the Goods and Services Tax 
structure, for consumer welfare and affordability. Through an examination of policy initiatives, sectoral effects, macroeconomic 
outcomes, and stakeholder viewpoints, it assesses the extent to which the reform advances public well-being. The analysis 
integrates evidence from a wide range of credible media and institutional sources, including leading international and national 
news outlets (e.g., Reuters, the Times of India, and the Financial Times), official government communications, and authoritative 
reports from think tanks and financial institutions (such as SBI and Axis), thereby ensuring rigor and reliability. The findings 
suggest that GST 2.0 marks a strategic shift beyond simple procedural efficiency to an inclusive, consumption-oriented economic 
paradigm. When implemented equitably, supported by transparent federal measures, and combined with effective corporate 
accountability, it has the potential to become a milestone in India’s economic development. If sustained over time, this reform 
promises more than immediate relief; it will lay the foundation for lasting, demand-driven resilience. 
Keywords: GST 2.0, GST Rate Structure Reform, India Indirect Tax Reform, Consumer Welfare, Affordability Dividend.    
 

I. INTRODUCTION 
A. Background: From "One Nation, One Tax" to GST 2.0 
When India implemented the Goods and Services Tax (GST) on July 1, 2017, it marked a watershed moment in the country’s tax 
policy, as a unified tax system replaced a myriad of central and state levies, including excise duty, service tax, VAT, octroi, and 
more. Designed as a destination-based, multistage indirect tax, GST was intended to eliminate the cascading effect of taxes and 
create a seamless “One Nation, One Tax” paradigm. Initially, the structure featured multiple rate slabs (0%, 5%, 12%, 18%, 28%) 
alongside special rates for selected items and a compensation cess intended to protect state revenues. 
However, the multi-tiered system led to persistent challenges, including administrative complexity, classification disputes, 
expensive compliance requirements, refund delays, and inefficiencies, which particularly affected MSMEs and exporters. Despite 
improvements over time, some critics maintained that GST had become a burdensome “Gabbar Singh Tax,” invoking its historical 
complexity. 
 
B. Evolution to GST 2.0: Mandate for Simplification and Affordability 
Recognising these structural flaws, Indian policymakers initiated rationalization efforts over the years. The GST Council began 
consolidating slabs and streamlining filing systems, laying the groundwork for further reform. With GST collections stabilizing, 
averaging around ₹1.8–1.96 lakh crore per month by mid-2025, a fiscal buffer emerged, enabling bold next-generation reforms. 
Announced during the Independence Day address and formalized at the 56th GST Council meeting, GST 2.0 embraces a simplified 
two-slab structure: 5% for essential and merit goods, 18% for standard goods, and a new 40% "sin & luxury" slab for products like 
tobacco, high-end vehicles, and pan masala. The reform also includes GST exemptions or reductions for staple items, such as UHT 
milk, paneer, roti, life-saving medicines, and individual insurance policies, thereby directly supporting affordability. 
 
C. Objectives of the Reform: Enhancing Consumer Welfare and Stimulating Demand 
GST 2.0 is deliberately designed to reduce the indirect tax burden on everyday goods, increase disposable incomes, and galvanize 
domestic consumption, especially during the festive season ahead of Diwali. The tax cuts are expected to lower inflation by up to 
1.1 percentage points, stimulate spending, and contribute an additional 100–120 basis points to GDP growth over the next 4–6 
quarters. 
Moreover, the reform underscores the government's intent to simplify tax administration, resolve disputes, rationalize 
classifications, and ease compliance through technology, while positioning GST as not just efficient, but also citizen-centric. 
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II. OBJECTIVES OF THE STUDY 
This study examines the foundational reform, titled GST 2.0 and Consumer Welfare: Assessing the Affordability Dividend. Within 
this expanded introduction and through subsequent sections, the study will: 
1) Trace the evolution from GST 1.0 to GST 2.0. 
2) Examine reform objectives, including affordability, simplification of compliance, and economic stimulus. 
3) Critically evaluate how GST 2.0 addresses structural inefficiencies of India’s indirect tax system. 
4) Lay the groundwork for a deeper analysis of affordability impacts across key sectors, fiscal trade-offs, and broader policy 

implications. 
 

III. RESEARCH METHODOLOGY 
This exploratory study employs a multi-method qualitative analysis of media content to understand how GST 2.0’s affordability and 
welfare implications are represented in news and institutional outlets. The study draws upon multiple authoritative media and 
institutional sources, including prominent news outlets (e.g., Reuters, Times of India, Financial Times), government press releases, 
and key think-tank and institutional reports (e.g., SBI, Axis), to ensure the inclusion of credible, high-impact content.  
This study utilizes a multi-method qualitative framework, combining content analysis, framing analysis, and thematic analysis to 
extract insights from media sources, thereby facilitating a deep understanding of developing narratives and the broader public 
discourse. These methods offer distinct yet complementary lenses: content analysis quantifies textual elements, thematic analysis 
interprets emergent meanings, and frame analysis situates narratives within broader cultural and ideological contexts, together 
delivering a nuanced understanding of media discourse.   
 

IV. POLICY FRAMEWORK OF GST 2.0 
GST 2.0 constitutes a comprehensive reengineering of India’s indirect tax regime, anchored on three foundational pillars: rate 
rationalization, structural reform, and enhanced ease of living and doing business. This section delineates each element in depth. 
 
A. Rate Rationalization: A Leaner Tax Structure 
1) Simplified Slab Architecture: GST 2.0 consolidates the erstwhile multi-tier structure (5%, 12%, 18%, 28%) into just two 

primary rates, 5% for essential merit goods and 18% for standard goods, while introducing a 40% slab exclusively for sin and 
luxury items. 

2) Shifting Major Items to Lower Rates: Analysis suggests nearly 99% of items previously taxed at 12% will shift to the 5% slab, 
and some 90% of items in the 28% category will be realigned to 18%. Examples include personal care items (e.g., shampoos, 
toothpaste) and processed foods, which moved from 18% to 5%, and consumer durables, such as TVs and air conditioners, 
transitioning from 28% to 18%. 

3) Targeted Welfare and Sectoral Relief: GST on life-saving drugs is now zero-rated; similarly, health and life insurance 
premiums, UHT milk, paneer, and Indian breads are exempt or minimally taxed. Agricultural machinery, fertilizers, handicrafts, 
and renewable energy appliances now attract the 5% rate. Cement, steel, and tractors are also realigned to 18% or below, easing 
costs in construction and rural sectors. 

 
B. Structural Reform: Enhancing Systemic Integrity & Efficiency 

1) Resolution of Inverted Duty Structure: The rebalancing of input versus output tax rates aims to reduce working-capital 
constraints caused by input tax credit (ITC) imbalances, especially in manufacturing-intensive sectors. 

2) Dispute Mitigation and Predictable Classification: A streamlined classification framework under the new slabs is expected to 
alleviate common GST disputes and litigation, empowering businesses with more regulatory clarity. 

3) Refund Acceleration & ITC Fluidity: GST 2.0 simplifies refund procedures and harmonizes ITC claims, especially benefitting 
exporters and MSMEs who have traditionally faced refund delays. 

4) Ease-of-Registration & Dispute Resolution Modernization: A fast-track registration initiative promises automatic GST 
registrations for approximately 96% of small, low-risk applicants within three days. The long-awaited GST Appellate Tribunal 
(GSTAT), with a principal bench in Delhi and 31 state branches, is slated to come online by the end of 2025, significantly 
expediting tax litigation resolution. 
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C. Enhancing Ease of Living and Ease of Doing Business 
1) Tech-Infused Compliance 

 Auto-Populated Returns: GSTR-3B and other returns are default-filled and locked once submitted, reducing manual errors. 
 Security Enhancements: Two-factor authentication is mandated for e-invoices and e-way bills, bolstering system integrity. 
 Advanced GSTN Integration: AI and machine learning tools aid in invoice matching, anomaly detection, and fraud 

prevention; blockchain is being explored for tamper-resistant audit trails. 
2) Operational Flexibility for MSMEs: Businesses with turnovers under ₹2.5 lakh per month can opt for the simplified registration 

and compliance scheme, easing formal entry for micro-enterprises. 
3) Compliance Modernization and Audit Simplification: Faceless assessments, vendor compliance ratings, streamlined audits, and 

simplified adjudication are being introduced to reduce bureaucratic red tape and improve the taxpayer experience. 
In summary, the Policy Framework of GST 2.0 represents a calculated synthesis of affordability-driven rate design, systemic 
modernization, and technology-led compliance ease, crafted to deliver consumer relief, invigorate domestic demand, and strengthen 
the government’s indirect tax architecture for inclusive growth. 
 

V. AFFORDABILITY AND CONSUMER WELFARE 
GST 2.0 has introduced sweeping tax reductions across essential and discretionary goods, aiming to enhance affordability and 
improve consumer welfare. The impacts manifest across price relief, sectoral benefits, macroeconomic shifts, and evolving 
consumer behaviours. 
 
A. Price Relief on Everyday Goods 
1) FMCG & Personal Care: Items such as shampoo, toothpaste, hair oil, and soap have seen their GST reduced from 18% to 5%, 

resulting in retail price drops of around 11–13% if full pass-through occurs. Processed foods, like biscuits, dry fruits, and 
chocolates, moved from 12–18% down to 5%, yielding approximately 8–12% savings. Experts expect brands such as HUL, 
Nestlé, and Amul to benefit from volume growth, particularly in rural markets.  

2) Healthcare & Insurance: Thirty-three essential drugs, especially those for cancer and rare diseases, are now GST-free, offering 
potential savings of ₹6,000 to ₹12,000 per month per patient. Other medical devices and drugs are now taxed at 5%. Health and 
life insurance policies, previously taxed at 18%, are now GST-exempt, potentially reducing annual premiums by up to ₹1,800 
on a ₹10,000 policy and boosting adoption in underserved regions.  

 
B. Relief Across Key Sectors 
1) Consumer Durables & Electronics: Goods like TVs and air conditioners have seen their GST rate reduced from 28% to 18%, 

resulting in estimated price reductions of ₹1,500–₹2,500 per unit. This is expected to significantly stimulate demand, especially 
in semi-urban areas.  

2) Automobiles & Two-Wheelers: Small cars (<4m, ≤1,200cc petrol / ≤1,500cc diesel) and two-wheelers (≤350cc) now attract just 
18% GST, down from 28% plus cess. Consumers may save ₹40,000–₹60,000 on select models.  

3) Construction & Building Materials: Cement’s GST has been reduced to 18%, and materials like marble have moved to 5%, 
potentially cutting construction costs by up to 5% and supporting affordable housing efforts. 

4)  Tourism & Hospitality: Hotel rooms priced under ₹7,500 now attract 5% GST (down from 12%), expected to lift occupancy 
and make domestic travel more accessible.  

 
C. Macroeconomic Benefits & Market Response 
1) Stimulating Demand and Consumption: The reduction in indirect taxes is expected to translate into higher disposable incomes, 

fueling consumption and potentially adding 100–120 basis points to GDP growth over the next 4–6 quarters. Inflation may fall 
by as much as 1.1 percentage points.  

2) Market Sentiment: Financial markets reacted positively: benchmark indices such as Sensex and Nifty50 gained 0.5–1.1% 
following the reform's announcement.  

3) Industry Endorsements: Leaders across various sectors, including automotive, FMCG, insurance, cement, and healthcare, 
praised the reform. For example, Mahindra called it "transformative," while HDFC Ergo highlighted the move toward 
"insurance for all by 2047. 
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In essence, GST 2.0 significantly enhances affordability across everyday and aspirational goods, stimulates demand, and unlocks 
macroeconomic momentum. Yet, uneven application across certain categories suggests the need for vigilant monitoring and policy 
recalibration. 
 

VI. SECTORAL IMPACT ANALYSIS 
GST 2.0’s rate rationalization offers a transformative boost across numerous sectors. The following detailed breakdown highlights 
how each industry is uniquely affected: 
1) Automobiles & Two-Wheelers 
 Condensed Rates & Elevated Demand: Small cars (≤1200 cc petrol, ≤1500 cc diesel, <4 m) and two-wheelers (≤350 cc) now 

fall under an 18% GST slab, down from 28%, making entry-level vehicles significantly more affordable, with potential savings 
of ₹40,000–₹60,000. This reform is expected to open up rural and budget-conscious segments.  

 Market Response: The auto index rallied nearly 5%, with Maruti Suzuki and Hyundai gaining 8%–9%, signaling optimistic 
investor sentiment.  

2) Consumer Durables & Electronics 
 Tax Cuts & Upsurge in Demand: Appliances like TVs and ACs have seen GST rates drop from 28% to 18%. Consumers stand 

to benefit around ₹1,500–₹2,500 per item, which is expected to drive festive-season demand in semi-urban and rural markets.  
3) FMCG & Packaged Goods 
 Relief & Marketplace Shift: Everyday staples, including biscuits, dairy products, and personal care goods, are now taxed at 5%, 

down from 12–18%. This price drop is projected to elevate consumption and brand penetration in rural regions. Companies like 
HUL, Nestlé, and Britannia are anticipated to benefit the most.  

4) Insurance & Financial Services 
 GST Exemption Benefits: All individual life and health insurance premiums are now GST-exempt, leading to cost savings for 

consumers and increasing insurance accessibility.  
5) Healthcare & Pharmaceuticals 
 Essential Drugs Duty-Free: Life-saving and rare-disease medications have been exempted from GST; other medical supplies 

are taxed at 5%. This measure could save patients ₹6,000–₹12,000 per month.  
6) Construction, Steel & Cement 
 Material Cost Reduction: The GST on cement has been lowered to 18%, and on steel/marble to 5–18%, easing infrastructure 

and housing costs, and potentially reducing project expenses by up to 8%. This reform also benefits real estate developers and 
homebuyers.  

7) Hospitality & Tourism 
 Tax Relief for Budget Travelers: Hotel rooms priced ≤ ₹7,500 now attract only 5% GST (previously 12%), though without 

input tax credit (ITC), benefiting consumers but limiting hotel profitability.  
 Mixed Sentiment Across Stakeholders: While domestic tourists may benefit, industry associations highlight challenges resulting 

from the removal of ITC and threshold limits, urging policy adjustments to safeguard investments and competitive parity.  
8) Apparel, Footwear & Retail 
 Tiered Tax Reform: Apparel and footwear priced up to ₹2,500 now attract 5% GST, whereas items above that are taxed at 18% 

(up from 12%), causing concerns about middle-class cost inflation and impact on fashion retail.  
9) Renewable Energy 
 Incentivizing Green Investments: Wind, solar, and biogas equipment have moved to a 5% GST slab, making clean energy 

solutions more affordable and appealing for widespread adoption.  
GST 2.0 fundamentally lowers the consumer tax burden across multiple high-impact sectors—fueling affordability, demand, and 
welfare. The automobile, FMCG, housing, and healthcare sectors benefit significantly from lower GST, with downstream effects 
including increased consumption and an improved quality of life. Hospitality enjoys consumer-side gains; however, the lack of ITC 
raises concerns for operators and long-term investment. The retail apparel sector exhibits a graduated tax system, benefitting mass 
segments while possibly straining premium tiers. The boost to renewable energy and insurance highlights the reform’s broader 
alignment with sustainable and welfare goals.  
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VII. BROADER ECONOMIC AND POLITICAL IMPLICATIONS 
A. Macroeconomic Stimulus and Fiscal Sustainability 
1) Consumption-Driven Growth: RBI and market projections anticipate that GST 2.0, together with income tax reforms, could 

boost consumption by around ₹5.3 lakh crore, equating to a 1.6% gain in GDP, thanks to lower indirect taxes stimulating 
household spending. SBI’s modeling further estimates that the GST-related tax cut could generate around ₹1.98 lakh crore of 
additional consumption, with induced tax revenue potentially offsetting part of the shortfall.  

2) Inflation Moderation: Analysts foresee CPI inflation easing by up to 1.1 percentage points, with food items particularly 
benefitting (10–15 basis points), creating much-needed relief for consumers heading into festivities. 

3) Revenue Trade-offs and Buoyancy Potential: Revenue implications are estimated at approximately ₹48,000 crore. However, 
with improved compliance and dynamic consumption growth, net revenue loss may shrink to ₹22,000–24,000 crore. Revenue 
Secretary Arvind Srivastava argues that this should not be seen strictly as a loss, but as a fiscally sustainable "investment" in 
demand stimulation.  

 
B. Market Reaction 
1) Positive Market Sentiment: Stock markets responded enthusiastically: Nifty futures signaled a 1% gain in early trading. Key 

consumption-driven companies, including Hindustan Unilever, Nestlé India, Voltas, and Maruti Suzuki, emerged as primary 
beneficiaries of the reform. 

2) Industry Appreciation: Executives across various sectors, including automotive, FMCG, and healthcare, praised the move. They 
cited its potential to enhance affordability, deepen rural reach, and strengthen competitive positioning.  

 
C. Political and Fiscal Federalism Dynamics 
1) State Revenue Concerns & Compensation Demands: Opposition-ruled states (e.g., Kerala, Tamil Nadu, Punjab, West Bengal) 

have voiced strong concerns, predicting losses up to ₹2 lakh crore annually. They demand a five-year compensation 
mechanism, potentially funded through cess revenue or alternate levies.  

2) Centre-State Fiscal Tensions: Kerala’s Finance Minister estimates a ₹8,000–10,000 crore annual shortfall due to the reform, 
stressing that unaddressed fiscal stress may harm state autonomy and development. In Tamil Nadu, while the DMK supported 
insurance exemptions and simplification, concerns were raised about weakened revenues. The opposition AIADMK and BJP 
hailed the reforms, whereas former MP Chidambaram questioned possible electoral motivations. 

3) Political Stakes and Federal Balance: Analysts argue that the move reflects an admission of past missteps in GST design and 
underscores a shift toward a consumption-led growth strategy. However, slowing household savings and rising debt levels may 
limit the effectiveness of tax cuts in generating real consumption.  

 
D. Fiscal Strategy: Center versus States 
1) Revenue Sharing Outlook: The central government may buffer the revenue dip through higher cess revenue from the 40% sin 

and luxury slab. States are expected to retain roughly 70% of GST collections, helping mitigate shortfalls. States aggregate 14.1 
lakh crore for the current fiscal year, but concerns persist over dependency. 

2) Intentional Shift Toward Consumption: Market analysts view this as India's strategic pivot, from infrastructure-led to 
consumption-led growth, targeting middle- and lower-income households across urban and rural India to reinvigorate economic 
momentum. 

 
VIII. DISCUSSION 

A. Structural Impacts: More Than Just a Tax Cut 
GST 2.0 goes beyond a superficial rate adjustment; it marks a long-term structural shift toward a leaner, compliance-friendly tax 
framework. Financial experts characterize it as a “one-arrow, many-targets” reform, tackling inflation, formal economy expansion, 
digital compliance, and consumption simultaneously. By simplifying multiple tax slabs into two primary rates (plus a punitive rate 
for sin goods) and eliminating cesses, the reform simplifies classification, limits avenues for evasion, and encourages clearer input 
tax credit flows, especially for MSMEs. Moreover, easing inverted duty structures frees up working capital, encouraging capacity 
expansion and potentially igniting renewed private investment, a vital step toward durable, consumption-led growth.  
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B. Consumption Stimulus vs. Fiscal Trade-Offs 
SBI projects that GST rationalization, coupled with income tax cuts, could propel an additional ₹5.3 lakh crore in spending, 
approximately 1.6% of GDP, with only a moderate fiscal impact. While revenue shortfalls may hover around ₹60,000–85,000 crore 
annually, buoyant GST collections and cess inflows could partially offset these, minimizing deficit pressures. The drop in the 
weighted average GST rate, from 14.4% in 2017 to a projected 9.5%, combined with improved compliance, could reduce CPI 
inflation by 20–25 basis points, providing meaningful price relief to consumers.  
 
C. Structural Risks and Transitional Frictions 
Despite the gains, there are valid concerns: 
1) Implementation complexity remains high. Reclassifications, ITC adjustments, and migration challenges may burden businesses, 

especially smaller ones.  
2) The removal of ITC for certain services (e.g., budget hotels) may impact provider margins, potentially reducing industry 

enthusiasm.  
3) The elevated 40% sin rate, while designed to discourage harmful consumption, carries the risk of illicit trade or 

misclassification, potentially eroding revenue.  
4) Fiscal implications for states are nontrivial. Several states are demanding compensation for loss of revenue, reinforcing the 

need for intergovernmental negotiation to maintain cooperative federalism.  
 

D. The Larger Vision: Sustaining the Consumption Upswing 
GST 2.0 could be more than a temporary economic boost; it might catalyze a virtuous growth cycle. Lower taxes improve 
affordability; increased demand encourages production and investment; and enhanced compliance expands the formal tax base. For 
sustained progress, success hinges on fast, transparent implementation, calibrated state compensations, and continued simplification, 
not just in tax rates but in administration. Overall, GST 2.0 represents a progressive pivot toward consumption-led, resilient 
economic growth, provided operational execution is agile and inclusive. If complemented with strategic compensations and 
administrative reforms, it could reshape India’s economic trajectory. 
 

IX. CONCLUSION 
GST 2.0 represents a substantive enhancement of consumer affordability and public welfare through deliberate tax rationalization, 
targeted exemptions, and sector-specific relief measures. The consolidation of tax slabs, eliminating intermediate tiers and 
instituting a two-rate structure (5% for essentials, 18% for most goods, and a punitive 40% for luxury items), intervenes directly in 
lowering the cost of living while simplifying administration and enhancing compliance. These reforms also address systemic 
inefficiencies, such as the inverted duty structure, thereby safeguarding working capital and providing liquidity to MSMEs and 
exporters. However, the realization of GST 2.0’s promise relies critically on practical implementation and ensuring benefits reach 
end-consumers. Speedier processes, auto refunds, prefilled returns, and expedited registration alone are insufficient; their impact 
hinges on robust execution and minimizing administrative frictions. Furthermore, maintaining fiscal equilibrium, especially across 
federal layers, is essential. Looking ahead, further reforms should prioritize deeper simplification, such as merging remaining 
confusing slabs (e.g., dissolving the 12% bracket) and ensuring broader inclusivity by bringing long-excluded sectors, including 
petroleum, electricity, and real estate, into the GST net. Such expansion would enhance the tax base, reduce state revenue 
vulnerabilities, and promote equitable distribution without escalating rates. 
GST 2.0 goes beyond mere simplification; it represents a significant shift toward an inclusive, consumption-driven economic 
trajectory. If well-balanced with robust implementation, transparent federal support, and business accountability, it could be a 
defining chapter in India’s growth story. Successfully sustained, it promises not just short-term relief but the foundation for durable, 
demand-led resilience. 
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