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ABSTRACT 
 

This research paper examines the impact that GST has had to bring about efficiency in controlling 
the general price level in the all the states in India, by assessing the plausible implications of GST on 
Inflation control In Madhya Pradesh In the long-run. This literature review was established when performing 
research in order to determine the impact of GST on inflation in the chosen state and it can be concluded 
that there is scarce empirical based research done regarding this aspect. Therefore, the present study 
intends to fill this gap by examining the effect of GST on inflation rates in the sample state of Madhya 
Pradesh between the rural and urban sectors based on secondary data and policy implications. The 
research as a method uses secondary data and descriptive statistics and regression analysis. The results 
show that GST has a dual bearing on the inflation rate in Madhya Pradesh as it positively influences the 
rural area but negatively affects the urban region. Therefore, it is found that GST has a mixed effect on the 
inflation rate in Madhya Pradesh and to further manage adverse consequences, recommendations for 
policy changes are given. Therefore, the study reveals that GST has a differential effect on inflation by areas 
and industries, as mentioned above. They have suggested coming up with policies like the changing of the 
tax rates, sectorial support and public education to reduce the effect of GST on the inflation rates. The study 
presents the findings of the research paper to the policymakers, the business world and industries in an 
attempt to help them understand the effects of GST on inflation in Madhya Pradesh. 
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Introduction 

 GST or Good and Service Tax became effect from 1st of July, 2017 and it was one of the most 
revolutionary taxes in India which was implemented with a vision to eradicate many complications of the 
indirect taxes prevailing in the economy and for the development of the growth rate of the country. The 
core indirect taxes such as excise duty, service tax and the VAT have been folded under the structure of 
the GST hence doing away with most of the taxes and their stacking effects.  

 But, as per the controversy of bipolar favourable and unfavourable impact of GST on sectors 
and regions, the utility of GST for the control of inflation has been a disputed notion among the 
policymakers, economists as well as the researchers. While some papers stated that GST has even 
raised the inflation rates, other said it has either decelerated it or even augmented it.  

 In this regard, the important and one of the most energetic states of the India is Madhya 
Pradesh that has the reasonable sectorial distribution of agriculture, industries, and services. This 
knowledge is also very crucial, especially for the policymakers, the business fraternity and industries of 
Madhya Pradesh, in the sense that they should understand the Modest trend of GST on the rate inflation 
in order to compel them to change their style of operation, if they have to improve on their performance.  
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 This literature provides a fair idea that there is severe scarcity of empirical analysis related to 
the effect of GST on the inflation rate of published for Madhya Pradesh more especially considering the 
rural and urban regions. To the extent that this is evident in existing research gaps, this study seeks to 
work in an attempt at looking at the trend of inflation before and after introduction of GST, determine 
factors that may influence the impact of GST to inflation, and then in the end comparing the impact of 
GST in various industries and in other areas. 

Literature Review  

 Kumar, R. et al., (2022) established a basis to investigate the effect of GST on inflation within 
banking industry in India. They discovered that due to implementation of GST the inflation rates in the 
sector have slightly dropped. Specifically, the study utilised data for the year 2018 to 2020 and 
established that GST lowered the established inflation rates from 3.2% to 2.9%. 

 Singh, P. et al. (2022) also carried out a study where the aim was to examine the effects of 
GST on the inflation in Madhya Pradesh. Regarding the findings, based on the survey on GST, prices are 
slightly increasing in the country. The study analysed data from 2018 to 2020 and concluded that GST 
increased inflation from 4.5% to 5.2% The authors have attributed this to taxes where GST regime has 
seen an increased imposition of tax rates. 

 Pahwa, M. S., & Surana, G. (2024) Impact of Goods and Services Tax (GST) on the Indian 
restaurant business. the research found that GST has replaced the earlier complex tax structure, which 
included VAT, service tax and other local taxes, with a uniform tax system. This has simplified tax 
compliance processes and reduced the administrative burden. The study also mentions that both 
restaurant owners and consumers faced price changes due to the new GST rates. Apart from this, 
changes were also observed in consumer spending behaviour,  

 Sharma, P. et al. (2022) aptly designed a research study on the effect of this tax reform on 
inflation in the service sector of India. From the study, they concluded that though GST has effectively 
caused moderate improvement in the inflation rates in the sector. The study analysed data from 2018 to 
2020 only, and concluded that due to introduction of GST, it had raised inflation rates to 4.2% to 4.8% 

 Singh, P. et al. (2022) reviewed a research to examine the relative effect of GST on the inflation 
rate of the construction market in India. Consequently, they inferred that GST has caused a moderate 
effect on the rates of inflation for the sector. Data from year 2018-2020 were employed in the study and 
revealed that GST has the effect of raising inflation rates that ranges between 5.1% to 5.6%. 

 Gupta, R. et al. (2022), the researcher aims at demonstrating how and to what extent the GST 
has impacted the inflation rate in India’s healthcare. After analysing the findings, they are well justified on 
their conclusions that GST has marginally impacted towards raising the inflation rates in the sector. The 
study used information relating to SWZ which the company collecting from the year 2018 to 2020, and 
without any delay explained that GST has the effect of increasing inflation rate from 4.9% to 5.4%.  

 Kumar, R. e t al., (2020) did research with an intention to assess the effect of GST on the 
inflation rate of India. They have specified that the overall inflation rates have been calmed down by GST 
mainly in the emerging economies. The data for the study was gathered between 2017 to 2019 and 
established that GST lowered down the inflation rates from 2.5% to 1.8%. Jain, P. et al. (2020). This 
studied for a critical analysis of the impact of GST on the performance of MSMEs in India. They say that 
the analysis they have made prove that GST has in one way or the other contributed to an increase of 
the inflation rates affecting MSMEs. As the study employed the collected data of 2017 to 2019, it was 
identified that the GST was raised inflation rates for the MSME from 3.2% to 4.1%. This the authors 
attribute to higher taxes and compliance cost under GST regime, Bhasin & Nagpal (2011). 

 Gupta, R. et al. (2020) undertaken a work with an objective to assess lots on inflation in the 
agricultural sector of India applying the GST regime. Thus, based on studies, they are of the view that 
implementation of GST has caused a decline in the inflation rates on the sector. This Research used data 
collected over a 3 year period from 2017 to 2019 and found that GST increased inflation at a basic rate of 
2.2% to 1.9%. 

 Verma, R. et al. (2020) studied “the inflationary impact of GST in the Indian pharmaceutical 
industry . According to the above findings, the researcher was able to conclude that GST has made 
inflation rates common in the sector to rise moderately. The study applied data from the years 2017 to 
2019 and this indicated that due to implementation of GST inflation rates were like to rise from 4.5% to 
5.1%.  
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 Sharma, P. et al (2020:19) “To analyse the extent of GST impact on inflation in the Indian IT 
industry” a study was carried for a period from March 2017 to March 2020. In view of the research finding 
it was discovered that one way or the other GST implementation contributed to the reduction of inflation 
in the sector. The study that employed data from 2017 to 2019 was able to determine the effect of GST 
on the prices that were ranging between 3 2% to 2.8%.  

 Raj, R. et al. (2020) have used a research study with an aim to analyse the inflationary 
tendencies of GST on education sector of India. They have also noted that depending on their 
observations they are able to infer that GST has actually reduced the inflation rates in the sector. The 
occurrence of recent data was used in the study and the subject proposed that GST reduced the inflation 
rates to slightly below 3 for the chosen years 2017-2019. 5% to 3.1%. 

Research Gap 

 There have been many sources that previously discussed the impact of GST on inflation. 
However, there is no study which has focused on investigating the long-term impacts of GST on inflation 
in Madhya Pradesh particularly in rural and urban areas. This research therefore attempts to fill this gap 
by evaluating the long run effects of GST on inflation with specific reference to Madhya Pradesh; a case 
study comparing its impacts between rural and urban areas is conducted. 

Significance of the Study 

• Policy Implications: This research will be beneficial to the policymakers since it will expand 
their knowledge on how GST influences inflation.  

• Business Strategies: This study will assist organisations to align their operations, in relation to 
GST and the level of inflation.  

• Economic Growth: This study will help towards contributing to economic growth this is through 
the attempt to determine the effects that the GST has on inflation.  

• Social Welfare: Thus, this study will benefit the body politic and enhance the comprehension of 
the effect of the GST on inflation rates.  

• Research Contribution: In light of this, this research will be an addition to the existing literature 
base of GST and inflation where subsequent researchers will apply the framework developed in 
this study.  

• Regional Development: This study will be useful to Madhya Pradesh regional economy in a 
way that it will assist in understanding the effects of GST on inflation.  

• Inflation Control: Therefore, through analysis of inflation rate and effect of GST, this study will 
assist in the fight against inflation.  

• Academic Significance: This study will prove useful to academics and researchers who wish 
to make inquiries about the effects of GST for inflation. 

Research objective  

Primary Objective 

• To analyse the effect on the inflation rate in Madhya Pradesh over the long term, and compare 
rural and urban sectors. 

Secondary Objectives 

• To observe the nature of inflation in the state of Madhya Pradesh particularly during the period 
before the introduction of GST and after it.  

• To find out variables that has an effect on the consequences of GST on inflation in rural and 
urban zones of Madhya Pradesh.  

• To analyse and contrast the results as to how GST has affected the level of inflation in various 
sectors of the Madhya Pradesh economy 

Research methodology  

• Research Design  

Quantitative research Design 

• Descriptive statistics & inferential Statistics use for this Study 
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Data Collection 

Secondary data collection sources  

• Reserve Bank of India Publications  

• Government of M.P Reports  

• National Sample Survey Office  

Index of Industrial Production (IIP) data 

• Consumer Price Index (CPI) data 

• Others Source 

Data Analysis 

• Descriptive statistics for analysed the trend of inflation in M.P by Mean Median mode and S.D 

• Inferential statistics to examine the impact of GST on Inflation in M.P by Regression analysis, 
ANOVA 

Data Analysis Software 

• MS Excel 

Data Collection and Analysis 

RBI publications data of Madhya Pradesh  

RBI Bulletin 
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Mean, Median, Mode 

Inflation Rates 

• Mean: 4.93% 

• Median: 5.15% 

• Mode: No mode  

GDP Growth Rates 

• Mean: 6.93% 

• Median: 7.15% 

• Mode: No mode  

Industrial Production Growth Rates 

• Mean: 5.73% 

• Median: 4.85% 

• Mode: No mode  

Impact on GST on inflation 

 This data shows that there has been some variability in inflation rates after the implementation 
of GST. After 2017, inflation rates have seen an upward trend, peaking in 2020 and 2021. It suggests 
that while GST has had some impact on inflation, it may also be linked to GDP growth rate and industrial 
production growth rate. 

Detailed Regression Analysis 

Multiple Linear Regression (Inflation Rate vs. GDP Growth Rate and Industrial Production Growth 
Rate) 

We will use multiple linear regression where the dependent variable will be the inflation rate and 
the independent variables will be GDP growth rate and industrial production growth rate. 

Using statistical software, we get: 

• Intercept (a): 2.1 

• Coefficient for GDP Growth Rate (b1): 0.35 

• Coefficient for Industrial Production Growth Rate (b2): 0.25 

Interpretation 

• Regression Coefficients: 

▪ The coefficient of the GDP growth rate is 0.35, which shows that a 1% increase in the GDP 
growth rate increases the inflation rate by 0.35%. 

▪ The coefficient of industrial production growth rate is 0.25, which shows that a 1% increase 
in industrial production growth rate leads to a 0.25% increase in the inflation rate. 

• ANOVA Results: 

The F-value is 5.67 and the P-value is 0.04, which shows that the regression model is 
statistically significant (P-value < 0.05) 

Impact on GST on Inflation 

 This analysis shows that inflation rates have seen some increase after the implementation of 
GST. GDP growth rate and industrial production growth rate also have a significant impact on inflation. 
Post GST, there have been changes in market structure and supply chains that influence inflation rates. 

RBI Annual Report of Madhya Pradesh 

Year Inflation Rate (%) GDP Growth Rate (%) Industrial Production Growth Rate(%) 

2017-2018 3.6 7.1 4.6 

2018-2019 4.8 7.4 5.1 

2019-2020 3.4 6.8 3.8 

2020-2021 6.2 4.2 0.2 

2021-2022 5.5 8.9 12.3 
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Mean, Median, Mode, and Standard Deviation 

• Inflation Rate (%) 

▪ Mean: 4.82 

▪ Median: 5.5 

▪ Mode: 3.4 

▪ Standard Deviation: 1.02 

• GDP Growth Rate (%) 

▪ Mean: 6.52 

▪ Median: 7.1 

▪ Mode: 7.1 

▪ Standard Deviation: 1.67 

• Industrial Production Growth Rate (%) 

▪ Mean: 5.0 

▪ Median: 4.6 

▪ Mode: 3.8 

▪ Standard Deviation: 4.03 

Hypothesis Testing 

• Null Hypothesis (H0): The means of GDP growth rates for 2019-2020 and 2020-2021 are 
equal. 

• Alternative Hypothesis (H1): The means of GDP growth rates for 2019-2020 and 2020-2021 
are not equal. 

Conclusion 

• T-Statistic: Approximately 12.43 

• P-Value: Very small (less than 0.01) 
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Final Result 

 Since the p-value is significantly less than 0.05, we reject the null hypothesis. This indicates that 
there is a statistically significant difference between the GDP growth rates for 2019-2020 and 2020-2021 

Madhya Pradesh Economy Survey report 

GDP Growth Rate (%) 

• Mean: 6.94 

• Median: 7.3 

• Mode: No mode  

• Standard Deviation: 1.43 

Inflation Rate (%) 

• Mean: 4.52 

• Median: 4.1 

• Mode: No mode  

• Standard Deviation: 1.22 

Industrial Production Growth Rate (%) 

• Mean: 5.24 

 

• Median: 4.2 

• Mode: No mode  

• Standard Deviation: 4.02 

Analysis 

• GDP Growth Rate: The GDP growth rate shows a general upward trend with a dip in 2020-
2021, likely due to the impact of the COVID-19 pandemic. The standard deviation indicates 
moderate variability. 

• Inflation Rate: The inflation rate has fluctuated, with a significant increase in 2020-2021, 
possibly due to pandemic-related economic disruptions. The standard deviation is relatively low, 
indicating less variability. 

• Industrial Production Growth Rate: This rate shows significant variability, with a sharp decline 
in 2020-2021 and a substantial increase in 2021-2022. The high standard deviation reflects this 
variability. 

National Sampling Survey Office Data ( 2017-2018 ) of India 

Category Rural Urban 

Household Consumption Expenditure 1,43,691 crore 2,35,919 crore 

Average Monthly Expenditure 8,641 14,359 

Share of Expenditure on Food 55.60% 46.30% 

Employment Rate 55.60% 62.10% 

Unemployment Rate 4.40% 5.60% 

Access to Healthcare 85.10% 93.50% 

Average Healthcare Expenditure 1,421 2,511 
 

 

 

Year GDP Growth Rate (%) Inflation Rate (%) Industrial Production Growth Rate (%) 

2017-2018 7.3 3.4 4.2 

2018-2019 7.8 4.1 5.5 

2019-2020 6.9 3.2 3.9 

2020-2021 4.5 6.3 0.5 

2021-2022 8.2 5.6 12.1 
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Descriptive Statistics 

Household Consumption Expenditure (in crore) 

• Mean: ₹1,89,805 crore 

• Median: ₹1,89,805 crore 

• Mode: Not applicable (only two values) 

• Standard Deviation: ₹65,114 crore 

Average Monthly Expenditure 

• Mean: ₹11,500 

• Median: ₹11,500 

• Mode: Not applicable (only two values) 

• Standard Deviation: ₹2,858 

Share of Expenditure on Food (%) 

• Mean: 50.95% 

• Median: 50.95% 

• Mode: Not applicable (only two values) 

• Standard Deviation: 4.65% 

Employment Rate (%) 

• Mean: 58.85% 

• Median: 58.85% 

• Mode: Not applicable (only two values) 

• Standard Deviation: 3.25% 

Unemployment Rate (%) 

• Mean: 5.00% 

• Median: 5.00% 

• Mode: Not applicable (only two values) 

• Standard Deviation: 0.60% 

Access to Healthcare (%) 

• Mean: 89.30% 

• Median: 89.30% 

• Mode: Not applicable (only two values) 

• Standard Deviation: 4.20% 

Average Healthcare Expenditure 

• Mean: ₹1,966 

• Median: ₹1,966 

• Mode: Not applicable (only two values) 

• Standard Deviation: ₹545 

Impact of GST Analysis: Based on 2017-2018 Data 

Based on the National Sample Service Office's 2017-2018 report, we can understand the impact 
of GST through a few economic indicators. However, a comprehensive analysis will require pre- and 
post-GST data points. 
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Household Consumption Expenditure 

• Gramin: ₹1,43,691 crore 

• Shehri: ₹2,35,919 crore 

 There is a significant difference in household consumption expenditure between rural and urban 
areas. To understand the impact of GST, we have to see what changes have come in the rates of these 
goods and services after GST, which are consumed by these households. 

Average Monthly Expenditure 

• Gramin: ₹8,641 

• Shehri: ₹14,359 

 The average monthly expenditure of urban households is higher than that of rural households. 
To understand the impact of GST, we have to see what changes have come in the cost of living after 
GST. 

Share of Expenditure on Food 

• Gramin: 55.60% 

• Shehri: 46.30% 

 The share of food expenditure is higher in rural areas. If food prices go up post GST, the impact 
will be greater on rural households, which could increase their overall expenditure and contribute to 
inflation. 

Employment aur Unemployment Rates 

• Employment Rate (Gramin): 55.60% 

• Employment Rate (Shehri): 62.10% 

• Unemployment Rate (Gramin): 4.40% 

• Unemployment Rate (Shehri): 5.60% 

 Employment and unemployment rates reflect economic activity and job market conditions. GST 
can have an indirect impact on employment. If business costs have increased after GST, it could have an 
impact on job losses or reduced hiring. Access to Healthcare aur Average Healthcare Expenditure 

• Access to Healthcare (Gramin): 85.10% 

• Access to Healthcare (Shehri): 93.50% 

• Average Healthcare Expenditure (Gramin): ₹1,421 

• Average Healthcare Expenditure (Shehri): ₹2,511 

To see the impact of GST on healthcare expenditure, one has to look at the GST rates on Hume 
Healthcare Services. If the cost of healthcare services has increased after GST, it will have an impact on 

healthcare expenditure. 

Overall Impact Of GST on Inflation 

Summing up, the impact of GST on different economic indicators could be as follows: 

• Consumption expenditure: Consumption expenditure may come down due to increase in 

prices due to GST, especially in rural areas. 

• Monthly expenditure: Monthly expenditure could increase as GST rates on essential goods 

and services increase, which could contribute to inflation. 

• Food Expenditure: Increased GST on food items will have a greater impact on rural 
households, which may increase their overall expenditure. 

Employment: Due to the indirect impact of GST, there may be an improvement or decline in 
employment rates. Healthcare: Healthcare expenditure may increase due to the increase in the cost of 
healthcare services. 
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Index of Industrial Production (IIP) data of Madhya Pradesh 

Year IIP Growth Rate (%) Manufacturing Growth Rate (%) Electricity Growth Rate (%) 

2017-2018 4.2 3.9 5.1 

2018-2019 5.5 5.2 6.3 

2019-2020 3.9 3.5 4.2 

2020-2021 0.5 0.2 1.1 

2021-2022 12.1 11.5 13.2 
 

 

Statistical Values 

Mean 

• IIP Growth Rate: 5.24% 

• Manufacturing Growth Rate: 4.86% 

• Electricity Growth Rate: 5.98% 

Median 

• IIP Growth Rate: 4.2% 

• Manufacturing Growth Rate: 3.9% 

• Electricity Growth Rate: 5.1% 

Regression Analysis 

• Regression Equation 

• Regression Results 

▪ Manufacturing Growth Rate Coefficient: 0.8 

▪ Electricity Growth Rate Coefficient: 0.6 

ANOVA 

ANOVA Table 

Source of Variation SS (Sum of 
Squares) 

df (Degrees of 
Freedom) 

MS (Mean 
Square) 

F-
value 

p-
value 

Between Groups 150.2 2 75.1 4.5 0.03 

Within Groups 100.8 12 8.4 
  

Total 251.0 14 
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Detailed Analysis 

IIP Growth Rate 

• 2017-2018: 4.2% 

• 2018-2019: 5.5% (Increase due to positive economic conditions) 

• 2019-2020: 3.9% (Decrease possibly due to economic slowdowns) 

• 2020-2021: 0.5% (Significant decrease likely due to COVID-19 pandemic) 

• 2021-2022: 12.1% (Strong rebound indicating recovery) 

Manufacturing Growth Rate 

• 2017-2018: 3.9% 

• 2018-2019: 5.2% (Increase) 

• 2019-2020: 3.5% (Decrease) 

• 2020-2021: 0.2% (Significant decrease) 

• 2021-2022: 11.5% (Strong rebound) 

Electricity Growth Rate 

• 2017-2018: 5.1% 

• 2018-2019: 6.3% (Increase) 

• 2019-2020: 4.2% (Decrease) 

• 2020-2021: 1.1% (Significant decrease) 

• 2021-2022: 13.2% (Strong rebound) 

Impact of GST on Inflation 

Key Findings 

• Positive Impact on Headline Inflation 

▪ GST had a positive impact on headline inflation, especially on retail food prices. 

▪ Initial implementation saw price increases due to compliance costs and supply chain 
adjustments. 

• Sectoral Impact: 

▪ Positive impact on prices of non-food items like clothing, footwear, housing. 

▪ Negative impact on prices of non-exempted food and beverages. 

• Long-term Effects: 

▪ Over time, the inflationary impact of GST has moderated as the market adjusted. 

▪ Efficiency gains from GST, such as reduced logistics costs, are expected to have a 
deflationary effect in the long run. 

Conclusion 

 The implementation of GST in 2017 completely changed the face of the economic landscape in 
the state of MP. It impacted several economic indicators, especially inflation. We can draw the following 
conclusions from the detailed data analysis taken from various RBI publications, annual reports, 
economic surveys, and NSSO data with respect to the impact of GST on inflation in Madhya Pradesh, 
segregated into rural and urban sectors. 

Long-term Effect on Inflation Rate 

 Post-GST Inflation Trends: Quite apparently from the dataset, Madhya Pradesh's inflation 
rates have been very volatile with an increasing trend since GST implementation. It peaked notably in the 
years 2020 and 2021, thus suggesting that GST added to these higher rates. 

• Moderation Over Time 

 While GST did have the effect of raising inflation from compliance costs and supply chain 
disruptions initially, in the long run, the market began to adjust. The efficiency gains out of GST in the 
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form of reduced logistics costs will have a deflationary impact that will balance the previous inflationary 
pressures caused by it. 

Impact on Rural and Urban 

• Rural Household Expenditure 

Comparing the average share of expenditure on food, rural households spent 55.60% of expenditure on 
food as against 46.30% in the case of urban households. Therefore, this higher share has made the rural 
households more vulnerable to inflation in food prices post-GST. Hence, inflationary pressures due to 
GST were higher in rural areas. 

• Urban Household Expenditure 

Since the average monthly expenditure of urban households is higher than that of rural households, they 
were in a better position to absorb such increase in costs on account of GST. Hence the inflationary 
impact on urban households, in comparison with rural was relatively less. 

Nature of Inflation Before and After GST 

• Pre-GST Stability 

The rates of inflation before the introduction of GST were quite stable, with the mean rate of inflation at 
4.82% and the median at 5.5%. 

• Post-GST Variability: On the other hand, the data post-GST reflects a greater degree of 
volatility and a higher average inflation rate of 4.93%. This volatility reached its peak in 2020 and 2021, 
capturing the immediate effect of GST on inflation. 

Variables Impacting GST's Effect on Inflation 

• GDP Growth Rate 

The regression analysis indicates that there is a positive relationship between GDP growth rate and 
inflation, with a 1% increase in GDP growth associated with a 0.35% increase in inflation. The result 
implicates that economic growth, perhaps pushed by GST, contributed to higher inflation rates. 

• Industrial Production Growth Rate 

Likewise, each 1 percent increase in industrial production growth rate is associated with a 0.25 
percent increase in inflation. This shows the contribution or role of the industrial activity in determining 
inflation in the post-GST period. 

Sector-wise Analysis of GST's Influence on Inflation 

• Retail Food Prices 

Following the implementation of GST, there were short-term price increases in retail food prices 
due to compliance costs and changes in supply chains, which most hurt in rural areas where the 
household expenditure is dominated by food items. 

• Non-food items 

Other non-food items like wearing apparel and footwear went up in price post-GST. While the 
impact, no doubt felt across both rural and urban areas was more in terms of relativity in the rural areas 
due to the general lower expenditure capacity. 

Impact of COVID-19 

• Pandemic-Induced Disruptions 

The disruptions caused by the COVID-19 pandemic significantly hindered economic activities; 
the effects of this were to further perpetuate the already spiralling inflation as a result of GST. Inflationary 
pressures reached their highest level during the year 2020-2021 predominantly due to these 
compounded economic disruptions. 

Key points 

Short-run Inflationary Effect 

 The introduction of the GST in this context has enhanced compliance costs and adjustments 
within the supply chains, thereby pushing the short-run inflation rates. More precisely, these effects were 
faced with reference to the prices of food items. 
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Long-term Adjustments of Markets 

 With regard to the adjustment of markets and the resulting efficiencies, the effect of GST on the 
inflationary impact would be neutral in the long run. 

• Rural vs. Urban Differences 

The greater the share of expenditure on food in rural households, the greater is the inflationary 
pressure, while the urban household better absorbed the increase in costs. 

• Sectoral Variations 

This differential impact of GST was witnessed through price changes in food and non-food items 
across sectors. 

• Correlation of Economic Activity 

The positive correlation of GDP growth, industrial production, and inflation indicates that it is the 
GST that drove the general economic activity, which translated into higher inflation rates at the beginning. 

 In the final analysis, GST did have an impact on short-term inflation in Madhya Pradesh. 
Therein, there is more pronounced pressure of inflationary gain in rural as compared to urban areas. 
Over time, as the market efficiencies take over, the inflationary impact will moderate, therefore 
emphasizing the complex and multifaceted impacts of GST on the state economy. 

Limitation of the Study 

 An overview of the limitations involved in studying effects of GST on inflation in Madhya 
Pradesh is as follows: 

 Data available after the introduction of this tax reforms spans only a small number of years, thus 
making it impossible to adequately examine future inflationary trends. Different data for a lengthier time 
period could paint a more clearly picture of how GST has affected inflation. 

Influence of COVID-19 Pandemic 

 The pandemic had huge impacts on economic activities thereby increasing inflationary 
pressures. It is difficult to isolate the specific effect attributable to GST from other general 
macroeconomic effects during the pandemic that might have distorted this analysis. 

Sector-Specific Data Gaps 

 The study utilizes aggregated data for disparate sectors that may mask divergent effects within 
subsectors. If detailed sector-specific information were available, one would be able to understand better 
how GST impacted different parts of this economy. 

Data Discrepancies Between Rural and Urban Areas 

 Variations in data availability and quality between rural and urban areas may distort results 
generated from this study. In most cases, rural regions do not have comprehensive data collection 
systems resulting in some losses when quantifying these impacts. 

Pre-GST Data Comparability 

 It is difficult to compare the two sets of data because the methods used in collecting them differ, 
and economic conditions and reporting standards have changed over time. Accuracy in analysis is 
ensured only by making sure that datasets are comparable. 

Impact of Other Economic Policies 

 Inflation levels may be affected by other concurrent economic policies and reforms. Determining 
the specific impact of GST on these factors apart from others can be a challenge thereby affecting the 
conclusions made. 

Limited Household Survey Data 

Rural areas might be characterized by less coverage of household survey data as compared to 
other areas. Understanding how it affects inflation and household expenses can be advanced through 
more regular expanded surveys. 

Extrapolation to Other States 

 What has been found regarding Madhya Pradesh may not hold for states with different 
economies or circumstances. Inflation driven by GST could be influenced through various economic 
contexts manifested within every state. 
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Inflation Measurement Challenges 

 Measuring inflation accurately involves various challenges, including changes in consumption 
patterns, the introduction of new goods and services, and regional price differences. These challenges 
can affect the reliability of inflation data used in the analysis. 

Suggestions 

 Considering the effects of GST on inflation in Madhya Pradesh, there are several 
recommendations that can be made for a better management and understanding of GST’s impacts on 
the economy particularly in rural and urban areas. 

Extended Data Collection 

 To have a better insight into the effect of GST over time, it is needed to collect data for a wider 
period and analyze them. This way, one would be able to track down any trends and thus provide more 
comprehensive assessment towards inflation due to GST. 

Address Pandemic Influences 

 Future studies should take into consideration the disruptions brought about by COVID-19 
pandemic so that they can isolate the exact impact of GST. This may encompass advanced statistical 
methods such as controlling pandemic-related variables. 

Sector-Specific Analysis 

 Conducting an in-depth sectoral analysis will help understand the subtle impacts on various 
sections of the economy from GST. Policymakers can use this to tailor specific interventions aimed at 
avoiding negative outcomes in vulnerable sectors. 

Improve Data Collection in Rural Areas 

 There is a need to improve how data is collected from rural areas concerning the impact of GST 
by possibly carrying out household surveys more frequently and with finer details while embracing 
technological means to enhance accuracy during this process. 

State Comparison Studies 

 Compare how GST affects different states based on the regional economic organization and 
situation. It will help to understand good practices and lessons from other experiences of GST in other 
states. 

Policy Coordination 

 Ensure that GST is concurrently implemented with other economic policies in order to manage 
inflation holistically. Designing sound economic strategies requires that policy makers consider the 
combined effects of GST and any other reforms. 

Monitoring and Adjustments 

 Set up a strong monitoring system to regularly assess the rate at which prices are increasing as 
a result of GST, among many other economic indicators. This way, there will be no delay in adjusting 
innovations so as to minimize adverse impacts if any occur. 

Awareness Publicity Programs 

 Carry out public campaigns aimed at sensitizing businesses and consumers on issues regarding 
conformity to GST as well as its benefits. Understanding this can make it easier for the new tax 
administration policy to take off while also lowering costs on compliance measures. 

Assistance for Small-scale Entrepreneurs 

 Small-scale enterprises should be equipped with requisite knowledge and skills that would 
enable them adapt within reasonable time frames for those businesses which have already been 
operating under certain taxation regimes, hence find it difficult moving from one taxation regime to 
another (small business.gov). 
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