www.ijcrt.org © 2022 IJCRT | Volume 10, Issue 12 December 2022 | ISSN: 2320-2882

IJCRT.ORG ISSN : 2320-2882

APy, INTERNATIONAL JOURNAL OF CREATIVE
@a% RESEARCH THOUGHTS (1JCRT)

An International Open Access, Peer-reviewed, Refereed Journal

A Study Of The Impact Of GST On India’s Internal
Sectors And International Trade

Dr. Suresh, Assistant Professor, Department of Economics, University College Mangalore - 575001

Abstract
Single tax system that is applied to a variety of indirect taxes is the goods and services tax. This is intended to
lessen any indirect factors that have an impact on the nation's imports and exports. India, the world's seventh-
largest economy and the one with the greatest rate of growth, is making good progress towards surpassing China.
Trade activity, which an economy practices to be the best, is the primary factor that contributes to its strong
economic state and performance. Policymakers anticipated that an investor-friendly government would increase
foreign investment in India. One of the largest structural changes to India is the implementation of the Goods and
Services Tax (GST), which will encourage international investors to make investments in the country. This essay
seeks to determine the effects of GST on India's different industries while also levelling the playing field for
overseas investors. This essay will assist in examining how the GST has affected India's import and export
business. Secondary data that is pertinent to the current state of the economy will serve as the foundation for the

report.
Keywords: GST, Impact, FDI, Export, taxation, internal sector.

1. Introduction

The Goods and Services Tax is a single indirect tax that applies to the entire country, creating a single, unified
market in India. GST is a single tax that applies to the whole supply chain, from the producer to the customer. In
essence, GST is a tax solely on value addition at each level since credits for input taxes paid at each stage will be
available in the value addition stage that follows. The introduction of the GST is a revolutionary tax change
pertaining to foreign direct investments in India.

In a sluggish global economy, GST will give foreign commerce and foreign direct investment the boost they need
to support the nation's economic expansion. Significant job possibilities will be created in India by a stable,

transparent, and predictable tax system that attracts both foreign and domestic investment. This essay aims to
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examine how GST will enhance India’s business environment in terms of corporate transparency, tax compliance,
ease of doing business, and trade growth. The level of trade in India has drastically improved since the
introduction of the Goods and Services Tax (GST). Because taxes at all export levels have decreased, exporting
has become more pleasant, and importing has likewise gotten simpler and more reasonably priced.
2. India’s tax structure Pre-GST
Indirect taxes, such as customs and excise, have historically been a major part of India's tax system. Prior to the
implementation of tax reforms in the 1990s, the primary source of tax revenue came from indirect taxes. The main
defence of a high reliance on indirect taxes was that since the vast majority of Indians lived in poverty, expanding
the base of direct taxes had intrinsic drawbacks. The fact that agricultural revenue was exempt from the central
income tax and that tax collection presented administrative challenges was another justification for the use of
indirect taxes.
From 3.99 percent in 1950-51 to 13.32 percent in 1985-86, India’s indirect tax to GDP ratio grew. After that, it
dropped to 10.95 percent in 1999-2000 and then rose to 12.7% in 2008-2009.The Indian government has tried a
number of tax policy changes throughout the years to streamline and rationalize indirect tax systems. The base of
indirect taxes, especially excise duties, was expanded between the 1950s and the 1970s. In the case of excise duty,
efforts were made to promote exports, mop up excess profits in the event of commodities in short supply, and
reduce the consumption of luxury and semi-luxury goods. With a few exceptions, a general levy of 1% ad valorem
was applied from 1975 to 1976 on all goods produced for sale or other commercial uses not listed in the central
excise tariff.
On December 19, 1985, the government unveiled the Long Term Fiscal Policy (LTFP) in-an effort to practice
responsible fiscal management. It was anticipated that LTFP would give annual budgets a clear direction and
coherence and increase the economic system's predictability and stability. Instead of using a discretionary
approach, it would offer fiscal and financial policies that are based on rules.
3. Methodology and source of data
The secondary data used in this study would be pertinent to the present changes and trends in the Indian economy.
It is based on secondary data since macroeconomic factors are considered while analysing the Goods and Services
Tax in relation to foreign direct investment. The necessary information has been gathered from other sources.
4. Objectives

» To understand the concept of GST

» To map the pre GST ta structure in India

» To analyse and discuss the effects of GST on Indian economy

» To discuss the consequences of GST on India’s import and export
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5. Literature Review

(Keen and Lockwood, 2007). McLure (2003) outlines lists the qualities of a well-designed indirect tax system.
While sales of company inputs should not be subject to any taxes, consumers should be subject to a single rate of
taxation. The destination principle, which states that imports should be taxed at the same rate as domestic goods
and exports should be tax-free, should be applied to the taxation of exports.

Under the GST regime, imports that are currently implicitly subsidized will be subject to taxes, as many of them
only have to pay taxes at the point of sale to the consumer and do not have to pay intermediate taxes. Tariffs
provide protection, but GST levels the playing field by doing away with implicit import subsidies. Therefore,
domestic output is not distorted by GST. Additionally, GST is better than import tariffs since it has a smaller
deadweight loss per rupee of revenue received because consumption offers a larger tax base than imports (Bird
and Gendron, 2007).

Devarajan et al (1991), Determine who will benefit and who will lose from Thailand's 10% VAT introduction by
using a general equilibrium model to examine output, prices, and incomes. The article does not highlight sectoral
changes in aggregate exports and imports, although offering a broad overview of these trends. It makes no mention
of the kind of model that was employed.

Wittwer and Kym (2002) use a computable general equilibrium model (CGE) to analyse the impact of the GST
and wine tax reform on Australia’s wine industry introduced in 2000. It is concluded that export-oriented premium
segment would gain at the expense of non-premium segment of wine industry.

Dixon and Rimmer (1999) analyse the effects of Australia's tax reforms, as detailed in Treasury Paper (ANTS)
of 1998, using a general equilibrium model. The ANTS program suggested tax improvements, such as a 10%
GST increase. The study comes to the conclusion that the long-term benefits of the proposed tax changes for
resource allocation will be insignificant. The impact on terms of trade would be adverse. Exports would become
more composed of items rather than services.

Hamilton et al (1991) utilize a general equilibrium model to examine how the GST has affected Canada's
economic expansion. As in 1989, Canada's federal sales tax (FST) produced a number of distortions. The tax
imposed on capital goods utilized in the production process is one of the major distortions. About 4% of capital
goods were affected. Over time, domestic producers' cost of capital would decrease if capital items were exempt
from taxes. Investments, productivity, and domestic real output would all rise as a result.

6. Impact of GST - Discussion

6.1. Food industry and supply chain

When the GST is put into effect, the food business will suffer greatly. The GST imposes taxes on agricultural
products, including staple foods for human sustenance including cereals, fish, meat, chicken, and dairy products,
which are now exempt from taxes levied by the Indian government. As a result, the GST's introduction would
double the tax burden on food items and raise the cost of agricultural goods. Only by placing the most essential
products on the exemption list can this effect be lessened.
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6.2. Construction industry and FMCG

Since the building and housing industries contribute significantly to the national economy, they are subject to the
GST tax. Despite the economic downturn, the FMCG industry is expanding rapidly, generating $25 billion in
retail sales in 2008. When the GST is put into effect, it will open up new avenues for foreign direct investment
and cause the industry to grow significantly in the coming years.

6.3. Financial service

Financial services are exempt from GST, which is also not imposed in the majority of nations that use it. Since
the financial sector in India is subject to service tax, there is a greater chance that the country will include financial
services under the GST purview. Additionally, Indian financial services are very important and have a sizable
consumer base.

6.4. Information Technology enabled services

In the industry that uses it, the software is seen as intellectual property and as a service that facilitates operations.
Therefore, software is subject to GST anytime it is transferred or transmitted from one seller to another in
whatever format. The implementation of GST will result in consistent and single point taxation, which will lower
the overall cost of software goods, according to the FICCI-Techno Park Report.

6.5. Manufacturing and Small enterprises

The GST has a slab line; businesses that make less than the statutory slab line are exempt from paying the tax,
while businesses that meet the requirements and make more than the slab line are subject to the GST. The main
concerns are that, in a nation like India with a large business population and an emphasis on industry, the Central
GST is difficult to execute, whereas the State GST can be imposed easily. Manufacturers can choose to combine
their vendor suppliers. Because it will be simpler for foreign investors to establish warehouses for their businesses
in India, GST will enable warehouse optimisation, which will strengthen the "Make in India" campaign. GST
would necessitate product re-pricing. Cash flows will improve if manufacturing excise duty is removed since
GST will now be paid on the supply or sale of Excellent It is necessary to assess appropriate measures pertaining
to tax reporting and IT systems in online transactions.

6.6. Structure of Taxation

The GST is a transparent system of input tax credits across the value chain. The GST was designed as a set of
much clearer tax regulations on goods and services, with standard tax rates and structures across India. The GST
will make the tax system more certain, which will make foreign investors more comfortable investing in India.
The GST allows taxpayers to complete all processes online, which simplifies compliance and requires less

governmental involvement.
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6.7. Impact on FDI

Less paperwork and intermediate-level document processing will be needed under GST, which will cut down on
red tape and corruption and increase business transparency about foreign investments made in India. It will raise
India's Ease of Doing Business rating. India’s infrastructure will grow and the manufacturing sector will benefit
from an increase in exports. High profits from the manufacturing sector, which is the backbone of the economy,
will support Made in India. With certainty in taxation, it will monitor tax avoidance in trade practices and increase
company transparency.

6.8. Impact on Exports

Products made in India will become competitive in the global market with consistent taxation and cost efficiency
due to lower transit time and expenses. Regardless of their desirability in terms of other resources, firms have a
tendency to situate their warehouses and manufacturing facilities in states or places that offer superior tax
structures. As a result, it is anticipated that exporters will benefit from the GST's efficient use of productive
resources and provision of full tax offsets. With the removal of the tax barrier on interstate transactions, the new
GST gives manufacturers more options. Furthermore, exports of goods and services will not be subject to the
GST.

GST treats export as “ZERO RATED SUPPLIERS”. In case of GST payment made at the point of supply towards
the export from India then the trader has an option of exporting the goods and services without paying ISGT under
the bonds or letters, or make a payment of IGST and can subsequently claim for refund of the amount. The
exporter is required to furnish full details of the shipping invoices and the GST invoice in the two aforementioned
circumstances.

The implementation of GST resulted in the improvement of the periphery of domestic trade. GST has made it
easier for importers to pay taxes and has created numerous opportunities to promote the best exports. The GST's
implications have made it feasible for timely delivery of goods and services and decreased the amount of time
that trade transactions are delayed by the payment of several taxes. The person had become more comfortable
and efficient as a result of GST.

6.9. Impact of GST on import

The GST Law's model states that the GST is made up of CVD and SAD, or Countervailing Duty and Additional
Duty, which are the primary components of import activities. Basic customs will continue to be conducted as
usual because they are crucial to the creation of import bills.

In India, imports are regarded as interstate supplies and are drawing the benefits of the Integrated Goods and
Services Tax. The individual living outside of India provides the import of service. Additionally, the receiver is
responsible for paying the liability. Prior to the implementation of IGST, CVD was levied on the principle value;
however, it is now charged on the transaction value. Under the import and sale model, the tax paid during the

import will be kept as a credit, and the SAD will be refunded.
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7. The Road Ahead

It will be a laborious and difficult task to implement GST with the precise goal for which it was created. India is
a federal country with 29 states and seven union territories. Each state will have its own legislation. India is
headed in the right direction with the GST reform, which will unite its internal market, make conducting business
easier, increase the likelihood that the nation will become a manufacturing hub, and open up new economic
opportunities for both domestic and foreign enterprises.

8. Conclusion

GST will create a single market in India by converting a varied tax system into a single, uniform tax rate. This
would increase demand for logistics services by enabling smooth cross-border cargo transportation with a much
shorter transit time. Additionally, the GST Bill will increase the use of truck capacity, which will boost efficiency
at every stage of the logistics process. Compliance with the GST is a significant adjustment that will require
reliable systems and information tracking. The accounting and auditing procedures will alter as a result of the
complete overhaul of the tax process. A large portion of this adjustment will affect the mechanisms that businesses

employ to stay in compliance.
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