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We analyze the significant changes introduced by the GST Council to simplify 

the tax framework and support India's economic revival. The new GST 2.0 

structure, featuring reduced rates on approximately 90% of product categories, 

is projected to stimulate domestic consumption and positively impact GDP. This 

document outlines the expected fiscal implications, sectoral beneficiaries, and 

the strategic rationale behind this major policy reform. 
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GST 2.0: Driving Consumption-led Growth Revival 
 
 
Executive Summary 
 
The GST Council decided to simplify to a two-tier tax structure with rates of 5% and 18%, effective from September 22 (a few items 
will attract a “demerit: rate of 40%). The key points are: 

• GST rates have been reduced on ~90% of the categories.  

• Govt estimates net annualised fiscal impact to be around INR 48,000 crores, or 0.13% of GDP. 

• Significant boost to consumption including autos, consumer discretionary and staples. 

• GDP growth could be boosted by 20-30 bps in FY26 (not-annualised) offsetting US tariffs impact. 

• Simplifies the tax system and compliance burden.  
 

The GST rationalisation had a significant impact on the overall economy and sectors: 
 

• Growth revival through Consumption Boost: GST rationalisation and compensation cess removal is expected to result 
in household savings of 1.8-2 lakh cr (annualized). 

• GDP Impact: The multiplier effect of consumption boost, could lift GDP growth by 20-30 bps in FY26 (non-annualized), 
offsetting the impact of US tariffs on Indian economy. 

• CPI Impact: GST rate changes are expected to reduce CPI by ~20-40 bps in FY26 depending on the extent of pass 
through to retail prices. However, a full pass-through of these savings to retail prices is unlikely.  

• Government Revenue/ Fiscal implication: Government expects a net revenue impact of Rs 48,000 cr (0.13% of GDP), 
based on FY24 consumption base. Gross loss from the reduction in GST rates is estimated at Rs 93,000 cr. Gains from 
shift to news slab of 40% is likely at 45,000 cr. Net impact to be Rs 48,000 cr. This revenue deficit is likely to be managed 
by Centre without any additional market borrowings in FY26. 

• Compensation Cess: Effective September 22, 2025, new GST rates will apply to all goods and services, except for 
cigarettes, chewing tobacco products, unmanufactured tobacco, and beedi. These specified tobacco products will attract 
the current GST and compensation cess rates. Their new rates will be announced later, after all loan and interest liabilities 
from the compensation cess are paid off. 

• Sector Beneficiaries: Tax rates were significantly reduced for many product categories. The biggest beneficiaries are 
likely to be autos, consumer durables, medical devices and cement. Other big beneficiaries include FMCG, fertilizers, 
and agricultural.  

• Sector Exemptions: Health and life insurance were completely exempted from GST, making these services more 
accessible. 

• Special rate of 40%: Tobacco products and luxury items faced the highest tax rate of 40% (effective date of 
implementation to be announced). But we note that on tobacco, GST rate will now be applicable on MRP vs earlier on 
transaction value. Current total taxes stood at ~50-55% of MRP, in case there is no additional duty beyond revised GST 
rate it is net-net positive for the space. 

 
Exhibit - 1: GST Rate Hikes / No Material Changes (Neutral to Negative Impact) 

Sector Earlier Rate New Rate 

Automotives   

2W (above 350cc) 31% 40% 

All EVs 5% 5% 

Construction (Works Contract) 12% 18% 

Coal   5% 18% 

Retail   

Apparel (INR 2,500+) 12% 18% 

Paper and Paperboard 12% 18% 

Carbonated Beverages / Tobacco 28% 40% 

Luxury Items (Yachts, Aircrafts for personal use) 28% 40% 

Source: GST Council, HDFC TRU 
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Exhibit - 2: GST Rate Cuts (Positive Impact) 

Sector Earlier Rate New Rate 

Automotives   

Small Cars 28-31% 18% 

SUVs, Large cars 43-50% 40% 

Tractors 12% 5% 

3W, CVs, 2W (upto 350cc), Auto Components 28% 18% 

Cement 28% 18% 

Consumer Durables (Room A/Cs; TVs > 32’’, etc.)   28% 18% 

Healthcare   

Medical Devices (All Diagnostic Kits, etc.) 12% 5% 

Thermometers 18% 5% 

Consumer Staples   

Food (Butter, Ghee, Cheese, Instant Noodles, etc) 12% 5% 

Fruit Juices 12% 5% 

Personal Care (Hair Oil, Shampoo) 18% 5% 

Hotels (sub INR 7,500 ARR) 12% 5% 

Insurance (Life and Non-Life) 18% 0% 

Fertilizers 18% 5% 

Renewables (Solar Cells) 12% 5% 

Retail   

A) Apparel   

i) INR1,000-2,500 12% 5% 

B) Footwear   

i) <INR1,000 12% 5% 

ii) INR1,000-2,500 18% 5% 

Source: GST Council, HDFC TRU 
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Disclaimer 

 
This communication is being sent by the Investment Advisory Group of HSL IA., registered under SEBI (Investment Advisors) Regulations, 2013 
under the Registration number INA000011538. 
 This note has been prepared exclusively for the benefit and internal use of the recipient and does not carry any right of reproduction or disclosure. 
Neither this note nor any of its contents maybe used for any other purpose without the prior written consent of HSL IA, Investment Advisory Group 
(HSL IA). In preparing this note, we have relied upon and assumed, without any independent verification, accuracy and completeness of all 
information available in public domain or from sources considered reliable.  This note contains certain assumptions and views, which HSL IA 
considers reasonable at this point in time, and which are subject to change. Computations adopted in this note are indicative and are based on 
current market prices and general market sentiment. No representation or warranty is given by HSL IA as to the achievement or reasonableness 
or completeness of any idea and/or assumptions. This note does not purport to contain all the information that the recipient may require. 
Recipients should not construe any of the contents herein as advice relating to business, financial, legal, taxation, or other matters and they are 
advised to consult their own business, financial, legal, taxation and other experts / advisors concerning the company regarding the 
appropriateness of investing in any securities or investment strategies discussed or recommended in this note and should understand that 
statements regarding future prospects may not be realized. It may be noted that investments in equity and equity-related securities involve a 
degree of risk and investors should not invest any funds unless they can afford to take the risk of losing their investment. Investors are advised 
to undertake necessary due diligence before making an investment decision. For making an investment decision, investors must rely on their 
own examination of the Company including the risks involved. Investors should note that income from investment in such securities, if any, may 
fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may receive back less than originally invested. Neither 
HSL IA nor any of its employees shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including 
lost profits arising in any way from the information contained in this material. This note does not constitute an offer for sale, or an invitation to 
subscribe for, or purchase equity shares or other assets or securities of the company and the information contained herein shall not form the 
basis of any contract. It is also not meant to be or to constitute any offer for any transaction. HSL IA and its affiliates, officers, directors, key 
managerial persons and employees, including persons involved in the preparation or issuance of this material may from time to time, have long 
or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein. HSL IA may at any time solicit or provide 
commercial banking, credit, advisory or other services to the issuer of any security referred to herein. Accordingly, information may be available 
to HSL IA, which is not reflected in this material, and HSL IA may have acted upon or used the information prior to, or immediately following its 
publication. 
 
HSL IA neither guarantees nor makes any representations or warranties, express or implied, with respect to the fairness, correctness, accuracy, 
adequacy, reasonableness, viability for any particular purpose or completeness of the information and opinions. Further, HSL IA disclaims all 
liability in relation to use of data or information used in this report which is sourced from third parties. 
 
Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the HSL IA team and all its 
activities are segregated from HSL IA activities. The proprietary desk operates independently, potentially leading to investment decisions that 
may deviate from research views. 
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Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066 
 
Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600 
 
For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400 
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing. 
 
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing. 
 
Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee performance of the 
intermediary or provide any assurance of returns to investors. 
 
This information is for educational/information purposes only.  


