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Abstract-- India has made many changes in its foreign
investment policies since the 1990s to attract more foreign
companies, and the introduction of the Goods and Services Tax
(GST) in July 2017 is one of the most important steps toward
improving the business environment. GST replaced many
complicated State and Central taxes with a single, transparent
system—CGST, SGST, IGST, and UTGST—making it easier
for companies to operate across India. The objectives of this
study are to understand the GST system, analyse its impact on
foreign investment policies, and examine whether GST
increases the confidence of foreign investors. This research is
based on secondary data from government reports, RBI
publications, economic surveys, and previous studies. The
findings show that GST simplifies the tax structure, reduces
barriers, and improves transparency, which helps attract
foreign investors, although challenges such as multiple tax rates
and frequent rule changes still exist. The conclusion of the
study is that GST positively supports long-term growth in FDI
by creating a unified national market. The recommendations
include simplifying GST rates, ensuring stable rules, improving
digital GST systems, and spreading awareness among foreign
investors so that they better understand the benefits of the GST
reform.
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1. INTRODUCTION

GST, or Goods and Services Tax, is a value-added tax
applied to most goods and services sold in India for domestic
consumption. Although consumers pay the tax, businesses
collect it and remit it to the government, generating revenue
for the country. The main goal of GST is to combine all
indirect taxes into a single tax, removing the complexity of
the old system and improving efficiency in tax
administration.

Before GST, both the central and state governments
levied multiple indirect taxes, which created a cascading
effect and complicated compliance. The Goods and Services
Tax Council, including the Finance Minister of India and the
Finance Ministers of all states, now governs the rules, rates,
and regulations of GST. By simplifying indirect taxes into
one system, GST is expected to transform India’s economy,
making it more efficient and investor-friendly.
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The implementation of GST is seen as a major boost for
India’s economy. It is expected to attract more Foreign
Direct Investment (FDI) by creating a stable and transparent
tax system, increasing corporate compliance, and reducing
disputes. According to Takehiko Nakao, President of the
Asian Development Bank, “For India to grow faster, FDI is
important... For that purpose, Indian economy should be
integrated as truly one single economy and ... rationalization
of tax, the GST, as the government is seeking, is very
important reform.”

GST is a destination-based tax, which means goods are
taxed where they are consumed, helping multinational
companies operate more easily across India. The reform
creates a single national market, uniform pricing, and better
allocation of resources, which increases competitiveness. A
stable and transparent GST system encourages both
domestic and foreign investment, which can lead to job
creation and higher economic growth.

This paper aims to analyze how GST improves the
business environment in India, focusing on ease of doing
business, tax compliance, corporate transparency, trade
growth, and increased FDI in the current economic scenario.

II. OBJECTIVES OF THE STUDY

1. To understand the basic concept and meaning of the
Goods and Services Tax (GST).

2. To study the key features and structural framework of
the GST system in India.

3. To examine the GST rate structure applicable to
various goods and services.

4. To analyze the impact of GST on Foreign Direct
Investment (FDI) inflows in India.

I1I.

An Analytical Study on the Relationship Between GST and
Foreign Direct Investment in India (2022) This study
examines the direct impact of GST on FDI inflows in India.
The findings suggest that GST simplifies the tax structure,
eliminates cascading taxes, and enhances the ease of doing
business. As a result, India has become a more attractive
destination for foreign investors.
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GST Implementation and Its Impact on Industrial
Development: Economic Perspectives from India (2025)
This research analyses the effect of GST on India’s industrial
development, including both manufacturing and services. It
concludes that GST promotes industrial investment by
reducing inefficiencies, streamlining tax compliance, and
creating a unified national market.

A Study on the Impact of GST on the Indian
Economy(2025) Focusing on the overall economy, this study
discusses GST’s role in revenue generation, improved tax
compliance, and business operations. It highlights that GST
enhances transparency, boosts compliance, and facilitates
smoother business processes—factors that indirectly support
FDI growth.

A Review on the Impact of GST on the Indian
Economy(2022) This review paper synthesizes findings
from various studies and concludes that GST combines
multiple indirect taxes into a single system. It also reduces
compliance burdens and improves the business environment,
which in turn positively affects foreign investment inflows.

The Impact of GST on the Service Sector of India (2018)
This study focuses on the service sector, a major contributor
to GDP and FDI in India. It finds that GST reduces
operational costs, simplifies taxation, and promotes sectoral
expansion, making the service industry more attractive to
foreign investors.

IV. RESEARCH METHODOLOGY

The study uses secondary data sourced from government
reports, RBI, DPIIT, GST Council, economic surveys, and
scholarly publications. Descriptive and analytical methods
are used to examine GST and FDI trends.

Types of GST

e CGST: Levied by the central government on intra-state
supplies.

e SGST: Levied by state governments on intra-state
supplies.
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e IGST: Levied on inter-state supplies and imports.
e UTGST: Applicable in Union Territories.

GST Data analysis

Table 1
GST Rate Structure in India

GST Rate | Category

0% Essential items

5% Medicines, agricultural products
12% Processed foods, electronics
18% Services, manufacturing goods
28% Luxury items

Source: The GST rate categories (0%, 5%, 12%, 18%, and
28%) are based on the official GST rate structure
prescribed by the GST Council and the Central Board of
Indirect Taxes and Customs (CBIC), Government of India.

Explanation: This table shows the current GST rate structure
in India. Essential items are exempted (0%), while luxury
goods are taxed at the highest rate (28%). The tiered rates
ensure fairness and encourage compliance.
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Table 2.

GST Revenue Collection in India (2017-2025)

2022-23 18.10

Year GST Revenue (Lakh Crore INR)
2023-24 20.18
2017-18 7.19 )
2024-25% 22.50 (Projected)
2018-19 177 Source: The GST revenue figures are compiled from
official GST collection data released by the Ministry of
2019-20 12.22 Finance, Government of India, based on reports of the GST
B ’ Council and the Central Board of Indirect Taxes and
Customs (CBIC), with 2024-25 being a projected estimate.
2020-21 11.36 (COVID-19 impact) Explanation: This table shows yearly GST revenue in India.
The revenue trend indicates improved tax compliance and a
broader tax base post-GST, with a dip during COVID-19 and
2021-22 14.83 projected growth in 2024-25.
GST Revenue Growth in India
22 A
= 20 ~
<
Y 18
e
o
£ 16 -
©
=
v 14 A1
=
c
W
o 12 4
[+ =
t
O 10 A
8
*\’\'% ‘b'\q ':’J:LO At > «..’ﬂ:b Y 2 'b’wh 2
& > N v v o Qv ol
) S o = ) ] S Sy
Year



N

w

IJRDET

International Journal of Recent Development in Engineering and Technology
Website: www.ijrdet.com (ISSN 2347-6435(Online) Volume 14, Issue 12, December 2025)

Table 3.

Year-wise FDI Inflows in India (2018-2025)
Year FDI Inflow (USD Billion)
2018-19 62.0
2019-20 74.4
2020-21 81.7
2021-22 84.8

2022-23 70.9

2023-24 72.6

2024-25% 78.3 (Projected)

Source: The FDI inflow data are based on official statistics
published by the Department for Promotion of Industry and
Internal Trade (DPIIT), Ministry of Commerce and Industry,
Government of India, with 2024-25 figures being projected
estimates.

Explanation: FDI inflows show a gradual increase after GST
implementation, reflecting rising investor confidence. The
dip in 2022-23 is due to global challenges, with recovery
projected in 2024-25.

FDI Inflows in India

FDI Inflow (USD Billion)
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Table 4.
Sector-wise Impact of GST on FDI

Sector Impact on FDI

Automobile High FDI inflows due to uniform taxation post-GST
E-commerce Boosted by reduced logistics costs and streamlined taxation
Manufacturing Improved competitivenes

Source: The FDI inflow data and sectoral impact assessments are based on official statistics and analytical reports published
by the Department for Promotion of Industry and Internal Trade (DPIIT), Ministry of Commerce and Industry, Government of
India, along with policy analyses by the GST Council and Ministry of Finance.

Explanation: GST has positively influenced FDI in key sectors. Automobile and e-commerce benefited the most due to uniform
taxation and cost reduction, while real estate and manufacturing gained through transparency and improved supply chains.
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Sector-wise Impact on FDI Post-GST

E-commerce

V. RECENT TRENDS IN FDI AND GST IN INDIA

The post-GST period in India has shown a strong and
steady rise in foreign investment, supported by improved tax
transparency, reduced logistics costs, and a unified market
environment. Recent data indicates that India’s gross FDI
inflows for FY 2024-25 reached US$ 81.04 billion,
reflecting a 14% year-on-year increase, with services,
automobile, engineering, and electronics emerging as
leading contributors (Outlook Business, 2025). Furthermore,
during the first half of FY 2025 (April-November), India
recorded gross FDI inflows of US$ 55.6 billion, marking
17.9% growth compared to the same period in the previous
year (Business Standard, 2025). Long-term investment data
also shows a sustained upward trajectory with cumulative
FDI surpassing US$ 1.09 trillion as of June 2025,
demonstrating investor confidence in the Indian economy
post-GST (IBEF, 2025).

On the taxation side, India’s GST collections reached an
all-time high of 322.08 lakh crore in FY 2024-25, signalling
strong economic performance, improved compliance, and
effective tax administration (The Times of India, 2025).
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Automobile

Manufacturing

The government’s investment promotion agency, Invest
India, highlights that GST-sensitive sectors—such as IT
hardware, electronics, automotive, food processing, and
trading—have attracted a significant share of FDI due to
simplified compliance and uniform taxation across states
(Invest India, 2025). Overall, the GST regime has
contributed to strengthened investor confidence, reduced
tax-related barriers, and improved ease of doing business,
leading to positive momentum in foreign direct investment
inflows.

VI

GST created a uniform tax system that reduced inter-state
barriers, enhancing India’s attractiveness for foreign
investors.

FINDINGS

The simplified compliance system, including GSTN and
online filing, improved transparency and reduced corruption
risks.

Logistics and warehousing sectors gained significantly
due to the elimination of check-post delays, encouraging
international firms.
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FDI inflows increased in service sectors post-GST due to
improved ease of doing business.

Despite improvements, complexities in return filing and
frequent rate revisions initially caused uncertainty for
foreign investors.

VII. CONCLUSION

The introduction of GST has positively influenced India’s
investment climate by promoting efficiency, uniformity, and
transparency in the taxation system. The unified tax system
has helped reduce transaction costs and improve supply
chain logistics, making India more competitive globally.
Although some operational challenges persisted initially, the
overall impact of GST on FDI has been constructive.
Continued policy stability and GST rationalization will
further strengthen investor confidence and attract more
global capital into the Indian economy.

VIII. RECOMMENDATIONS

Simplify GST compliance further to reduce procedural
burdens on foreign investors.

Ensure long-term stability of GST rates to minimize
investor uncertainty.

Strengthen technological infrastructure of GSTN to

handle high-volume data smoothly.
Provide targeted incentives for FDI in high-growth
sectors such as manufacturing and digital services.
Increase awareness programs for global investors

regarding GST benefits and procedures in India.
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