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OVERVIEW 
  

HIGHLIGHTS 

 The wedge between the growth of GDP and gross value added (GVA) at basic prices has been forecast by the Central Statistics Office 
(CSO) at a considerable 44 basis points (bps) in the Second Advance Estimates (2

nd
 AE) for FY2017, which is likely to reflect a faster 

increase in taxes on products than in subsidies.   

 In our view, the gap between GDP and GVA growth would narrow in FY2018, as certain cesses imposed by the Government of India 
(GoI) are removed after the introduction of the goods and services tax (GST), there is limited scope for a further windfall from excise 
duty on petroleum products and budget estimates (BE) for the Central Government project a modest rise in its subsidy bill.   

 ICRA expects the impact of the GST on economic growth to be largely neutral in FY2018, with the inventory minimisation during the 
transition to the new tax regime on July 1, 2017 expected to impart a mildly negative impact on production in Q1 FY2018, some 
temporary disruption during Q2 FY2018 and Q3 FY2018, and the positive impact of the GST on economic activity to be visible from Q4 
FY2018 onwards.  

 

By definition, the GDP is equal to the GVA plus taxes on products imposed by various levels of Government, less the subsidies extended by 
the latter (“net taxes on products”). Typically, as taxes on products grow at a faster rate than subsidies, the GDP expansion exceeds the GVA 
growth.  

The 2nd AE released by the CSO on February 28, 2017, forecast a slowdown in the year-on-year (YoY) GDP growth to 7.1% in FY2017 from 
7.9% in FY2016, and in the GVA growth to 6.7% from 7.8%, respectively. As a result, the wedge between the growth of GDP and GVA is 
estimated to widen considerably in FY2017 to 44 bps from the low 10 bps in FY2016, with a 12.3% growth of net taxes on products (at 
constant prices) in FY2017. Moreover, at current prices, net taxes on products expanded by 22.6% in FY2017, according to the 2

nd
 AE. This is 

likely to primarily reflect the significant 20.0% increase in the GoI’s indirect tax collections, and a simultaneous mild 3.8% drop in its major 
subsidies, as revealed in the Revised Estimates for (RE) FY2017, resulting in a 32.3% rise in net taxes on products.

1
  

Available data indicates that the indirect tax collections of the GoI increased by 23.2% in April-February FY2017, led by a 40.3% increase in 
excise duty collections and 21.3% increase in service tax revenues. Excise duty levied on petroleum products contributes roughly 40-45% of 
total excise collections of the GoI. Between November 2015 and January 2016, basic excise duty on high speed diesel (HSD) and motor spirit 
(MS) were increased by Rs. 7.0/litre and Rs. 4.0/litre, respectively, in five tranches, as the price of crude oil fell in the international markets. 
The full year impact of these hikes has boosted the excise collections of the GoI during FY2017. During 9M FY2017, excise duty collections on 
petroleum products increased by 47.4% over the same period in FY2016 (Source: Petroleum Planning and Analysis Cell).  

However, the major subsidies extended by the GoI declined by 3.4% during April-February FY2017, with a 23.6% decline in fuel subsidies and 
9.1% fall in fertiliser subsidies; over the last two years, the Government has made significant progress in reducing subsidies, especially on  
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 Aggregate data on all state governments and other tiers of government is not available. Therefore, we have restricted our comments in this note, to the 

trends in the GoI’s indirect taxes and subsidies.  
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petroleum products. As a result, the net taxes on products of the GoI (in nominal terms) rose at a considerable rate of 40.7% during April-February FY2017, higher than 
the 32.3% growth in FY2017 RE. 

Looking ahead, we expect the wedge between the GDP and GVA expansion to narrow in FY2018, as net taxes on products record a slowdown in growth. Certain cesses 
imposed by the GoI, such as the Swachh Bharat Cess (revenues estimated at Rs. 133 billion as per BE for FY2018), the Krishi Kalyan Cess (revenues estimated at Rs. 88 
billion as per BE for FY2018), etc., would be removed with the introduction of the GST. Although the GST is intended to be revenue neutral, it remains unclear whether 
the GoI’s indirect tax revenue growth in FY2018 would be adequate to offset the impact of the removal of such cesses. In addition, the scope for a sharp expansion in 
excise duty on petroleum products remains limited, given the recent increase in oil prices, which may prevent the Government from undertaking further hikes in excise 
duty on fuels. The BE for FY2018 corroborates this view, indicating that the growth in the GoI’s indirect tax collections will moderate to 8.8% from 20.0% in FY2017 RE, 
led by excise (to 5.0% from 34.5%) and service tax (to 11.1% from 17.1%).  

Moreover, the GoI has budgeted for a modest rise in the major subsidy bill to Rs. 2.4 trillion in FY2018 BE from Rs. 2.3 trillion in FY2017 RE, despite the ongoing effort to 
plug leakages. Accordingly, the expansion in net indirect taxes of the GoI (in nominal terms) is budgeted to slow to 10.9% in FY2018 BE, from 32.3% in FY2017 RE. While 
we expect a 30 bps pick up in the growth of GVA at basic prices to 7.0% in FY2018 from 6.7% in FY2017, we forecast a mild 10 bps rise in the expansion of GDP to 
7.2% in FY2018 from 7.1% in FY2017, given the expected slowdown in the growth of net taxes on products. 

In addition, ICRA expects the industry to refrain from holding too much inventory during the switch-over to the GST implementation on July 1, 2017, which would have 
a mildly negative impact on production in Q1 FY2018. Moreover, Q2 FY2018 and Q3 FY2018 are likely to be a period of adjustment to the GST, with temporary 
disruptions during this time, as the assessees get used to the new compliance procedures. Changes in tax rates may also result in a modification in prices, which could 
affect demand. However, if the tax rates are kept close to the average existing rates, then a rise in prices in some states may be offset by lower prices in other states, 
with a largely neutral impact on demand and inflation. ICRA expects the positive impact of the GST on economic activity to be visible from Q4 FY2018 onwards. As a 
result, the impact of the GST on economic growth is likely to be neutral in FY2018. 

 
 
 Table 1: Indirect Taxes collected and Subsidies paid by the GoI  

 
Rs. billion Growth 

 
FY2016 FY2017 RE FY2018 BE April-February 

FY2016 
April-February 

FY2017 
FY2017 RE FY2018 BE April-February 

FY2017 

Indirect Taxes       7,098.3        8,518.7        9,269.0           5,867.5               7,227.9  20.0% 8.8% 23.2% 

Customs      2,103.4       2,170.0       2,450.0          1,938.5               2,038.8  3.2% 12.9% 5.2% 

Union Excise Duty      2,880.7       3,873.7       4,069.0          2,224.8               3,122.4  34.5% 5.0% 40.3% 

Service Tax      2,114.1       2,475.0       2,750.0          1,704.3               2,066.7  17.1% 11.1% 21.3% 

Major Subsidies       2,418.3        2,327.0        2,403.4           2,333.4               2,254.1  -3.8% 3.3% -3.4% 

Food Subsidy      1,394.2       1,351.7       1,453.4          1,332.4               1,387.2  -3.0% 7.5% 4.1% 

Fertiliser Subsidy         724.2          700.0          700.0              701.7                  638.1  -3.3% 0.0% -9.1% 

Petroleum Subsidy         300.0          275.3          250.0              299.3                  228.8  -8.2% -9.2% -23.6% 

Net Taxes on Products       4,679.9        6,191.6        6,865.6           3,534.1               4,973.8  32.3% 10.9% 40.7% 

 Source: Ministry of finance; GoI Budget Documents; ICRA research  
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Chart 1:  YoY growth in GDP and GVA at basic prices (constant 2011-12 prices)   Chart 2:  Nominal growth in taxes on products and subsidies 

 
 FY2018e: ICRA estimates 

 Source: CSO; Ministry of Finance, GoI; ICRA research 

 
 
 
 
Chart 3: Composition of the GoI’s indirect taxes                                                    Chart 4:  Composition of the GoI’s major subsidies 

 

Source: Ministry of Finance; GoI; ICRA research 
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