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Abstract: 

The Goods and Services Tax (GST) represent one of the most significant indirect tax reforms in India, 

fundamentally restructuring the country’s fragmented taxation system. The Indian automobile sector, a 

major contributor to industrial output, employment, and tax revenue, has experienced notable changes 

following GST implementation and subsequent rate rationalisation. This study reviews secondary data to 

analyse the evolving impact of GST on the Indian automobile sector, with particular focus on the transition 

from initial implementation to later rate reductions. 

Using data from government reports, GST Council notifications, industry associations such as SIAM and 

FADA, and published empirical studies, the paper examines GST’s effects on vehicle pricing, demand 

patterns, sales performance, and supply chain efficiency across key segments including two-wheelers, 

passenger vehicles, commercial vehicles, and three-wheelers. The review indicates that the initial phase 

of GST delivered structural benefits such as tax uniformity, improved logistics efficiency, and reduced 

cascading effects, but higher effective tax rates limited immediate demand growth. 

Subsequent GST rate reductions marked a critical turning point for the sector. Lower tax rates led to 

reduced ex-showroom prices, improved affordability, and gradual recovery in vehicle sales, particularly 

in price-sensitive segments. The findings highlight the high price elasticity of demand in the Indian 

automobile market and the importance of fiscal policy responsiveness in stimulating consumption. 

Overall, the study concludes that GST’s impact on the automobile sector evolved over time, shifting from 

a compliance-driven reform to a demand-supportive policy instrument. The review provides insights for 

policymakers and industry stakeholders navigating India’s tax regime. 

 

Keywords: Goods and Services Tax (GST); Indian Automobile Sector; Tax Rationalisation; Vehicle 

Demand; Fiscal Policy. 

 

1. Introduction 

The Goods and Services Tax (GST) represent one of India’s most significant fiscal reforms in the post-

independence era, with broad implications for the structure of indirect taxation and sectoral 

competitiveness. Introduced on 1 July 2017, GST replaced a multiplicity of cascading state and central 

taxes—such as excise duty, value-added tax (VAT), and entry taxes—with a unified destination-based tax 

system designed to streamline compliance, reduce market fragmentation, and enhance economic 

efficiency. This reform holds particular relevance for the Indian automobile sector, a crucial engine of 

growth, manufacturing output, and employment creation. According to the Society of Indian Automobile 

http://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 
 

E-ISSN: 2582-2160   ●   Website: www.ijfmr.com       ●   Email: editor@ijfmr.com 

 

IJFMR260168139 Volume 8, Issue 1, January-February 2026 2 

 

Manufacturers (SIAM), the automobile industry crossed a landmark ₹20 lakh crore valuation in FY2023–

24 and contributed nearly 14–15% of total GST collections, underscoring its fiscal and economic 

significance within the Indian economy. 

Despite the anticipated benefits of tax consolidation, the initial GST slab placements for automobiles—

particularly for passenger vehicles and two-wheelers—remained relatively high, with most mainstream 

vehicles taxed at 28% plus additional cess. This high effective tax burden constrained immediate demand 

effects and posed affordability challenges in price-sensitive segments. The layered tax structure also 

presented compliance and working capital challenges for dealers and original equipment manufacturers 

(OEMs), especially in managing input tax credits and existing inventories acquired under the pre-GST 

regime. 

In response to persistent demand moderation and competitive pressures, the GST Council initiated a major 

rationalisation of tax rates effective 22 September 2025, commonly referred to as GST 2.0. This reform 

significantly simplified the GST structure by collapsing multiple tax slabs into primarily two core rates—

5% and 18%, along with a higher 40% slab for luxury or sin goods—while eliminating the previously 

levied compensation cess for most vehicles. As a result, entry-level passenger cars, two-wheelers under 

350 cc, three-wheelers, and select commercial vehicles migrated from the erstwhile 28% slab to 18% GST, 

leading to noticeable reductions in ex-showroom prices. 

The demand response to this rate rationalisation has been pronounced. Secondary data from the Federation 

of Automobile Dealers Associations (FADA) indicates that retail vehicle sales jumped by over 40% year-

on-year in October 2025, reaching an all-time monthly high following the implementation of GST rate 

cuts. Demand in rural markets expanded at a higher pace than urban sales, particularly in the two-wheeler 

and sub-compact segments, where affordability improvements were most acute. Seasonal and festival 

period analyses also reveal significant sales upticks—such as a 43% rise during the Navratri festival in 

Madhya Pradesh—further evidencing the demand elasticity associated with tax-induced price changes. 

Given these developments, this paper aims to synthesize secondary data on GST implementation, rate 

restructuring, and resultant market dynamics within the Indian automobile sector. By examining taxation 

changes, price effects, and demand patterns, the review seeks to provide a comprehensive and evidence-

based understanding of how GST has influenced both short-term consumption trends and broader 

structural adjustments within the industry. 

 

2. Literature Review: 

GST’s introduction and evolution in India have generated a substantive body of research assessing the 

impact of tax reform on the automobile industry. Several scholars and empirical studies have examined 

both ex-ante expectations and ex-post outcomes, spanning production efficiencies, fiscal incidence, 

market demand, and financial performance. 

1. Tax Consolidation and Structural Impact: Nagaraju’s empirical analysis highlights GST’s 

foundational objective of subsuming multiple indirect taxes into a single levy, thereby eliminating 

cascading tax effects that previously burdened automobile producers and dealers. The study 

underscores how GST has simplified inter-state transactions and reduced compliance complexities, 

enhancing the industry’s cost structure. 

2. Stock Market Reaction and Short-Term Adjustments: Muthukamu and Amudha explored the stock 

market’s response to GST implementation, finding initial volatility in automobile sector equities post-
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GST rollout. The negative trends in share returns during early GST adjustment phases suggest that 

investor uncertainty was a significant short-term reaction to structural tax reform. 

3. Financial Performance of Automobile Firms: Gaikwad and Gandhi’s analysis of financial indicators 

before and after GST indicates statistically significant improvements in revenue and asset growth for 

selected Indian automobile companies. Their findings suggest that GST has had favorable effects on 

financial outcomes, including tax management and capital efficiency. 

4. Dealer and Market Demand Dynamics: Agrawal and Mehta’s study on automobile dealers 

concludes that GST influences domestic demand patterns and overall industry growth. By analyzing 

vehicle sales trends, the research recognises a positive correlation between GST rationalisation and 

increased market transactions. 

5. Comprehensive Sectoral Assessment: Kumar and Mishra argue that GST’s elimination of multiple 

indirect taxes was designed to strengthen supply chain integration and reduce production 

inefficiencies. Their review points out that GST could facilitate entry into new markets and contribute 

to broader economic development. 

6. Policy and Economic Growth Perspectives: Sumeet Dharamshibhai situates the automobile sector 

within India’s broader economic strategic plans, such as the Automotive Mission Plan 2026. The 

analysis emphasises GST’s role as a policy tool to align taxation with sectoral growth and employment 

objectives. 

7. SMEs and Value Chain Challenges: Sahoo, Maurya, and Kumar investigate GST impacts on small 

and medium enterprises (SMEs) in the auto component sector, particularly those tied to electric vehicle 

supply chains. The study highlights both opportunities and compliance challenges that affect market 

access and cost structures. 

8. Tax Incidence and Segmental Effects: Industry tax summaries reveal that while certain vehicle 

categories experienced reduced effective tax rates under GST, others (e.g., spare parts and specific 

mini-bus segments) saw higher or unchanged rates post-GST, indicating heterogeneous impacts across 

sub-sectors. 

9. Industry Contribution to GST Revenues: Secondary reporting notes that the automobile sector 

contributes a significant share of total GST collections (around 14–15%), demonstrating the industry’s 

fiscal importance and the revenue implications of tax changes on both mass-market and premium 

vehicles. 

10. Retail Demand Response Post-Rate Reductions: Empirical data from industry associations indicates 

that GST rate reductions (especially post-GST 2.0) have been strongly correlated with sharp increases 

in retail vehicle demand. For example, retail sales surged by about 40% in October 2025 following 

rate cuts, underscoring the pronounced elasticity of consumer demand with respect to tax-driven price 

adjustments. 

In synthesis, the literature underscores three broad themes: structural tax rationalisation (simplification 

and compliance efficiency), financial-market and firm-level performance, and demand dynamics linked 

to tax rate changes. Earlier research focused on implementation challenges and financial adjustments, 

while more recent studies reflect the impact of GST rate rationalisation on consumer behaviour and sales 

performance. This trend in literature reflects the evolving nature of GST policy from a structural reform 

to a tool for demand stimulation and sectoral growth. 
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3. Statement of the Problem: 

The implementation of the Goods and Services Tax (GST) was envisioned as a transformative reform 

aimed at simplifying India’s indirect tax system, improving compliance efficiency, and fostering sectoral 

growth. While the automobile sector was expected to benefit from tax consolidation and supply-chain 

rationalisation, its initial placement under higher GST slabs and additional compensation cess generated 

concerns regarding affordability, demand suppression, and uneven sectoral impact. Empirical evidence 

from the early phase of GST indicates that the anticipated demand stimulus was limited, particularly in 

price-sensitive segments such as two-wheelers and entry-level passenger vehicles. 

Subsequent GST rate rationalisation and policy recalibration—marked by the reduction of tax rates for 

mass-market vehicles—appear to have altered market outcomes significantly. Industry data suggest 

notable price corrections, sales recovery, and renewed consumer confidence following these changes. 

However, existing literature presents fragmented findings, often focusing either on the initial 

implementation effects or on short-term market reactions, without systematically examining the transition 

from GST implementation to rate reduction within a unified analytical framework. 

Moreover, there is limited comprehensive research that synthesises secondary data from multiple 

sources—such as government reports, industry associations, and sales statistics—to assess how GST’s 

evolving structure has influenced pricing, demand elasticity, and overall industry performance over time. 

The absence of an integrated review obscures a clear understanding of whether GST has fulfilled its 

broader objectives of enhancing affordability, stimulating sustainable demand, and supporting long-term 

growth in the Indian automobile sector. 

In this context, the present study seeks to address this research gap by critically reviewing secondary data 

on GST implementation and subsequent rate rationalisation, with specific reference to their impact on the 

Indian automobile sector. By doing so, the study aims to provide evidence-based insights into the 

effectiveness of GST as a fiscal policy instrument and its implications for industry stakeholders and 

policymakers. 

 

4. Scope of the Study: 

The scope of the present study is confined to a critical review of the impact of the Goods and Services Tax 

(GST) on the Indian automobile sector using secondary data sources. The study focuses on the period from 

the implementation of GST in 2017 to the subsequent phase of rate rationalisation, capturing both the 

initial adjustment phase and the post-reform market response. 

The analysis covers major segments of the automobile industry, including two-wheelers, passenger 

vehicles, commercial vehicles, and three-wheelers, with particular emphasis on mass-market and entry-

level categories where GST rate changes have had the most pronounced effects. Luxury vehicles are 

included only to the extent necessary for comparative assessment of tax incidence and policy 

differentiation. 

The study draws upon secondary data obtained from government publications, GST Council notifications, 

industry associations such as SIAM and FADA, Reserve Bank of India reports, and published research 

articles and reputed financial news sources. Variables examined within the scope include GST rate 

structure, price movements, sales trends, demand response, and industry performance indicators. 

The scope is further limited to assessing the economic and market implications of GST reforms, rather 

than evaluating legal, procedural, or compliance-level operational issues in detail. The study does not 
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incorporate primary data, firm-level financial modelling, or consumer surveys, and therefore does not 

attempt to measure individual behavioural perceptions or firm-specific strategies. 

By restricting the scope in this manner, the study aims to provide a focused and systematic understanding 

of how GST implementation and subsequent rate reductions have influenced the overall performance and 

demand dynamics of the Indian automobile sector. 

 

5. Limitations of the Study: 

Despite providing valuable insights into the impact of GST on the Indian automobile sector, the present 

study is subject to certain limitations inherent to its design and data sources. 

First, the study relies exclusively on secondary data obtained from government reports, industry 

associations, and published literature. As a result, the accuracy and timeliness of findings are dependent 

on the reliability and consistency of these sources, which may vary across reporting agencies. 

Second, the analysis focuses on aggregate industry-level data, which may mask firm-specific variations in 

performance, pricing strategies, and cost structures. Consequently, the study does not capture micro-level 

differences among individual automobile manufacturers, dealers, or component suppliers. 

Third, the study does not incorporate primary data such as consumer surveys or interviews with industry 

stakeholders. Therefore, behavioural factors such as consumer perception, dealer sentiment, and 

managerial decision-making influenced by GST reforms are not directly examined. 

Fourth, external factors such as macroeconomic conditions, fuel price fluctuations, regulatory changes 

(e.g., emission norms), and technological transitions (such as electrification) may have influenced 

automobile demand during the study period. Isolating the exclusive impact of GST from these concurrent 

influences remains a challenge. 

Finally, the study is limited to the Indian automobile sector and may not be generalisable to other industries 

or international contexts with differing tax structures and market dynamics. 

These limitations suggest that while the findings provide a meaningful overview of GST’s impact, they 

should be interpreted with caution and supplemented by future research employing primary data and firm-

level analysis. 

 

6. Research Methodology: 

The present study adopts a descriptive and analytical research design based exclusively on secondary data 

to examine the impact of the Goods and Services Tax (GST) on the Indian automobile sector. The 

methodology is designed to systematically analyse existing data and literature related to GST 

implementation, rate rationalisation, and sectoral performance over time. 

6.1 Research Design 

The study follows a review-based analytical approach, combining: 

1. Descriptive analysis to explain GST structure and policy evolution 

2. Analytical interpretation to assess trends in prices, sales, and demand patterns 

This design is appropriate for evaluating macro-level policy impacts where primary data collection is not 

feasible or necessary. 

6.2 Sources of Secondary Data 

Secondary data for the study have been collected from multiple credible sources to ensure reliability and 

comprehensiveness, including: 

1. Government publications such as GST Council notifications and Ministry of Finance reports 
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2. Industry association reports from the Society of Indian Automobile Manufacturers (SIAM) and the 

Federation of Automobile Dealers Associations (FADA) 

3. Reserve Bank of India (RBI) annual and sectoral reports 

4. Published research articles from peer-reviewed journals 

5. Reputed financial newspapers and databases such as Economic Times, Business Standard, Reuters, 

and Forbes India 

These sources provide data on GST rates, automobile sales volumes, pricing trends, and industry 

performance indicators. 

6.3 Period of the Study 

The study covers the period from 2017 (introduction of GST) to the post-rate rationalisation phase, 

enabling comparison between: 

1. The initial GST implementation phase 

2. The subsequent phase of GST rate reduction and policy recalibration 

This time frame allows for an assessment of both short-term adjustment effects and medium-term 

outcomes. 

6.4 Variables of the Study 

The study examines the following key variables based on secondary data availability: 

• Independent Variable: 

• GST structure and rate changes (implementation and rationalisation) 

• Dependent Variables: 

• Automobile prices 

• Sales volumes 

• Demand trends across vehicle segments 

• Overall industry performance indicators 

6.5 Tools and Techniques of Analysis 

The study employs: 

1. Trend analysis to observe changes in sales and prices over time 

2. Comparative analysis to contrast pre- and post-GST scenarios 

3. Content analysis of policy documents and existing literature to interpret qualitative insights 

Simple tabular and graphical representations are used where appropriate to support interpretation. 

6.6 Nature of the Study 

The study is qualitative-cum-quantitative in nature, relying on numerical data for trend identification while 

using qualitative interpretation for policy and industry implications. 

 

7. Discussion: 

The findings derived from secondary data indicate that the impact of GST on the Indian automobile sector 

has been dynamic and phase-specific, rather than uniformly positive or negative. The initial 

implementation phase of GST primarily delivered structural and compliance-related benefits, while its 

influence on market demand and affordability remained limited. This aligns with earlier studies which 

argue that although GST simplified tax administration and reduced cascading effects, the continued 

placement of automobiles under higher tax slabs restricted immediate price benefits to consumers. 

During the early post-implementation period, demand moderation in key automobile segments particularly 

two-wheelers and entry-level passenger vehicles suggests that tax consolidation alone was insufficient to 
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stimulate consumption in a price-sensitive market. Secondary sales data and industry reports reveal that 

consumer response during this phase was muted, reinforcing the argument that taxation reforms must be 

accompanied by effective rate calibration to translate efficiency gains into demand growth. 

The subsequent phase of GST rate rationalisation marks a critical turning point in the sector’s performance. 

The reduction of GST rates for mass-market vehicles significantly improved price affordability, resulting 

in visible reductions in ex-showroom prices. The strong sales rebound observed in the post-rationalisation 

period, especially during festive seasons, highlights the high demand elasticity of the automobile market 

in India. Secondary data from dealer associations demonstrate that even moderate reductions in indirect 

tax burdens can generate disproportionate increases in sales volumes, particularly in rural and semi-urban 

markets. 

From an industry perspective, GST reforms have contributed to supply chain optimisation and logistical 

efficiency. The removal of inter-state tax barriers enabled manufacturers to redesign distribution networks, 

reduce warehousing redundancies, and improve inventory turnover. These efficiency gains, while not 

always immediately reflected in consumer prices during the initial phase, strengthened the sector’s 

operational resilience over time. 

However, the discussion also reveals uneven benefits across segments. While small and mid-range 

vehicles benefitted substantially from rate reductions, luxury vehicles continued to attract higher tax 

incidence, limiting demand expansion in premium categories. Moreover, disparities in tax treatment 

between conventional internal combustion engine (ICE) vehicles and alternative fuel vehicles have created 

classification challenges, indicating the need for greater policy alignment with long-term sustainability 

goals. 

Overall, the discussion underscores that GST’s effectiveness as a fiscal reform evolved gradually. Its 

success in the automobile sector depended not only on tax unification but also on adaptive policy 

intervention through rate rationalisation. The transition from implementation to rate reduction 

demonstrates how GST matured from a compliance-oriented reform into a demand-supporting economic 

instrument. These insights reinforce the importance of policy flexibility and evidence-based rate 

adjustments in maximising sectoral growth outcomes. 

 

8. Findings 

Based on secondary data analysis, the study identifies several key findings regarding GST’s impact on the 

Indian automobile sector: 

• Structural Efficiency Gains 

• GST implementation simplified indirect taxation, replacing multiple state and central levies with a 

unified tax system. 

• Input tax credit mechanisms and reduced cascading effects improved operational efficiency for 

manufacturers and dealers. 

• Initial Demand Moderation 

• Vehicles in higher GST slabs (28% plus compensation cess) did not show immediate price reduction 

benefits. 

• Sales growth in price-sensitive segments, particularly two-wheelers and entry-level passenger cars, 

was muted during the initial post-GST phase. 

• Impact of Rate Rationalisation (GST 2.0) 
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• Reduction of GST rates for mass-market vehicles from 28% to 18% led to noticeable ex-showroom 

price reductions. 

• Retail vehicle sales surged by over 40% year-on-year in October 2025, demonstrating high price 

elasticity in consumer demand. 

• Segmental Disparities 

• Luxury and premium vehicles continued to attract high taxes, limiting demand expansion in these 

categories. 

• Small and mid-range vehicles benefitted the most from GST rationalisation, especially in rural and 

semi-urban markets. 

• Supply Chain and Distribution Efficiency 

• Simplified inter-state taxation enabled smoother logistics, reduced warehousing needs, and better 

inventory turnover. 

• Manufacturers could optimise production and distribution planning post-GST, reducing operational 

redundancies. 

• Revenue Contributions Remain Strong 

• Despite rate reductions, the automobile sector continues to contribute significantly (≈14–15%) to total 

GST collections, highlighting its fiscal importance. 

• Policy Implications 

• GST reforms demonstrate that policy interventions, such as rate rationalisation, are crucial for 

translating structural reforms into market-level outcomes. 

• The sector’s response suggests that tax policy can act as a demand-stimulating instrument when 

aligned with affordability and market sensitivity. 

 

9. Conclusion: 

The analysis reveals that the Goods and Services Tax (GST) has had a multi-phase impact on the Indian 

automobile sector. While the initial implementation phase focused primarily on structural simplification 

and compliance efficiency, its immediate effect on market demand was limited due to high effective tax 

rates on key segments. The subsequent GST rate rationalisation, however, transformed the reform into a 

demand-supporting policy tool, stimulating consumer purchases, improving affordability, and enhancing 

operational efficiency. 

The study concludes that GST’s effectiveness depends on policy adaptability, highlighting the importance 

of aligning tax structures with market realities. Mass-market and entry-level vehicles benefitted most, 

reflecting the sensitivity of Indian consumers to price changes. Luxury and niche segments continue to 

face high taxation, underscoring a need for segment-specific policy calibration. 

Overall, GST has strengthened the sector’s fiscal contribution, market transparency, and supply chain 

efficiency, while also demonstrating that tax reforms can serve dual objectives: simplifying compliance 

and promoting sectoral growth. These findings provide evidence for policymakers and industry 

stakeholders to design tax interventions that balance revenue objectives with market development goals, 

particularly in high-employment, growth-intensive sectors such as automobiles. 
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