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1.0 Background
The economic growth of any country is driven by its taxation policies. Taxation polices
has to be clear, transparent and tax payer friendly. Without any of the prescribed
ingredients, the policy will not achieve its economic success rather it becomes the
liability for the whole nation. The clear, transparent and unambiguous taxation polices are
imperative in the nation’s economic success.
In India, taxation policies are not ideal in terms of the current global scenario. Further, it
is needless to add that the current federal structure of taxation where states have full
autonomy to levy and collect taxes makes it only worse. It is like 36 independent
countries are running separately within India. Tax autonomy to each state as granted by
Constitution of India, hinders the process of transportation and millions of man hours are
wasted on the borders of each state. No country can become an economic super power
without simplifying its taxation polices, particularly in India where its federal structures
creates abundance of problem while implementing any reform.

2.0 The rise of Goods and Service Tax (GST)
When Indians say that twenty first century will belong to India, then they actually mean
it. Around 16 years ago, when the world was putting its step forward in the twenty first
century, India was also aiming high towards becoming an economic superpower. Our
former Prime minister Shri A.B.Vaypayee understand the glitches in the current taxation
structure and hence started discussion on the Goods and Service tax (GST) for the first
time in Indian history. Some of the important recounts of events in GST history are as
follows:
-

First Committee on GST

In 2000, he sets up a committee which was headed by Asim Dasgupta (former finance
minister, Government of Bengal). The committee was given a task of designing and
establishing the GST model which suits the Indian federal structure well. It was also
given a task for designing the back end system for the effective implementation of the
GST rollout.
-

Phase of VAT implementation

During the phase of 2000 to 2005, Indian indirect tax structure was also witnessing a
historic change in the name of VAT. VAT stands for Value added Tax. VAT in India was
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introduced at the centre level first. VAT was first introduced in 1986 for few
commodities which were then called MODVAT which was later on extended to other
commodities and stages and hence renamed as CENVAT w.e.f 1.04.2000.
-

Kelkar suggestion of Comprehensive GST Model

After implementation of VAT a central level, Government of India was keen to introduce
VAT at the state level. The implementation of VAT somehow over shadow the
discussion on GST. Somewhere in between, the Kelkar task force in the year 2003
suggested a comprehensive Goods and Service tax (GST) based on VAT principle. It
pointed out that there is no doubt that India is having a steady momentum in terms of
reforms and taxation; however there is a need of a new comprehensive GST which shall
be based on VAT principles.
-

Budget of 2006

Apart from the Kelkar recommendation, talks on GST were in cold storage until 2006.
The silence was broken by the former Finance Minister P.Chidambaram in his budget
speech for the Year 2006-07. He was decisive while speaking about the implementation
of GST. He indicates the need to the country to converge from existing system to the
national GST. He said
“It is my sense that there is a large consensus that the country should move towards a
national level Goods and Services Tax (GST) that should be shared between the Centre
and the States. I propose that we set April 1, 2010 as the date for introducing GST. World
over, goods and services attract the same rate of tax. That is the foundation of a GST.
People must get used to the idea of a GST. Hence, we must progressively converge the
service tax rate and the CENVAT rate.”
So, it was the year 2006-07, when India was serious for the first time in implementing the
Goods and Service tax (GST). The responsibility of preparing a design and road map for
the seamless implementation of GST was assigned to Empowered Committee of State
Finance Minister.
-

First Discussion Paper on GST by EC

The empowered committee of State Finance Minister releases their first discussion paper
on November 10, 2009. The discussion paper recommended the dual GST model for
India. After the release of first discussion paper, it was imperative that GST will not meet
the deadline as stated in the Budget speech in 2006.
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-

Budget of 2010 – defer GST by one Year

In the budget speech of year 2010-11, Shri Pranab Mukherjee extended the deadline by
one year. He said;
“On Goods and Services Tax, we have been focusing on generating a wide consensus on
its design. In November, 2009 the Empowered Committee of the State Finance Ministers
placed the first discussion paper on GST in the public domain. The Thirteenth Finance
Commission has also made a number of significant recommendations relating to GST,
which will contribute to the ongoing discussions.
We are actively engaged with the Empowered Committee to finalise the structure of GST
as well as the modalities of its expeditious implementation. It will be my earnest
endeavour to introduce GST along with the DTC in April, 2011.”
-

115th Constitutional amendment Bill, 2011

On 22nd March, 2011 the 115th Constitutional Bill was first time tabled on Lok Sabha.
Government was keen to introduce and pass the Constitution amendment bill, however
due to lack of political consensus; the bill was referred back to standing committee on
29th March 2011.
After two years of waiting, the standing committee gives his report on 7 August 2013. It
was the last year of the government and the bill if not passed, and then it shall lapse on
dissolution of Lok Sabha.
As expected, the 115th Constitutional amendment bill lapsed with the dissolution of Lok
Sabha by the Honorable President Pranab Mukherjee.
-

122nd Constitutional amendment bill, 2014

With the new government in charge, the 122nd Constitutional amendment bill was tabled
in Lok Sabha on 19th December, 2014. Since, the new government has the required
number in the Lok Sabha, it was expected that GST bill will be cleared in Lok Sabha.
The major problem for the current government is to get the required number in Rajya
Sabha.
As expected, 122nd Constitutional amendment bill, 2014 was passed by Lok Sabha on 6th
May, 2016.
-

Bill tabled in Rajya Sabha
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It was not an easy job for the government to get the bill cleared from the Rajya Sabha.
There were political differences between the government and the opposition. Many a
times, Rajya Sabha was adjourned due to unhealthy argument between the Members of
Parliament. Lack of majority in Rajya Sabha was the major roadblock for the
government.
-

Bill Passed by Rajya Sabha

Even after so many hurdles, the 122nd Constitutional Amendment bill was passed by the
Rajya Sabha on 3rd August, 2016 subject to some changes. Amendment made in the bill
passed y Rajya Sabha was passed by Lok Sabha on August 8th 2016.
-

Ratification by State government

For the amendment to become effective, the constitutional bill must be ratified by atleast
50% of the states (i.e. by atleast 16 states out of 31 state assemblies) within 30 days.
Since, bill was passed by unanimous consent of all the parties; this condition was not so
tough.
Within 23 days, 16 states ratified the GST bill. Assam was the first state to ratify the GST
bill. After getting the requisite number, the GST bill was ready for the presidential nod.
-

President approves 122nd Constitutional Amendment bill, 2014.

On 8th September, 2016 history writes itself when President gave his nod to the GST bill.
GST bill is now the law of the land.

When the history was unfolding itself on 8th September, 2016, the great man Shri A.B.
Vajpayee was remembered once again. Once Vajpayee said “I dream of an India, free of
hunger and want,” and when his 16 years old vision becomes the reality on 8th
September, 2016, maybe his dream will also be a reality in the coming bright years of
twenty first century.
The pictorial representations of some important dates are as follows:
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1

Year 2003, Kelkar task force
recommends the National GST

2

3

Year 2010, Pranab Mukherjee extend
the GST implementation by one year

Year 2006, P.Chidambaram set target to
implement GST by 1.04.2010

4

5

Year 2014-16, 115th Bill lapsed, 122nd
Bill was introduced and passed by Lok
sabha

Year 2000, AB Vajpayee set up a
committee to design GST model.

Year 2011, 115th Bill was introduced in
lok Sabha, but sent to standing
committee.

6

7

Year 2016, Bill passed by Rajya Sabha
and ratified by 16 states within 23 days

On 8th September, 2016 President
approves the 122nd Constitutional
Amendment bill.

*Draft GST rules on registration, return and tax invoice has also been issued.
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3.0 Meaning of Goods and Service Tax (GST)
“Invention is born out of necessity.”As said, GST is born out of necessity. When the
current indirect tax structure is no more able to take India towards the dream of economic
super power, government steps up and introduced Goods and Service tax (GST).
Goods and Service Tax (GST) has been introduced with an only motive to accelerate the
economic growth. It is expected that GDP growth will increase by 2% after introduction
of GST.
Meaning;
Goods and Service tax (GST) is an upgraded version of Value Added Tax (VAT). GST is
a consumption based tax and a comprehensive indirect tax which shall levy on supply of
goods and services.
Presently, Indian indirect tax structure is very vast and complex. Under indirect tax
ambit, we have Central Excise, Service tax, Central Sales Tax, 31 VAT laws, Luxury tax,
entry tax etc. As we can see, there is a whole complex web of laws.
GST is set to subsume all these taxes and will prevail as a single indirect tax levy in the
whole country. This will facilitate wider tax base, more compliant business, less litigation
and tax collection cost will also decrease.
Let us see some definition of GST for a better understanding;
As per Article 366(12A); “Goods and Service tax” means any tax on supply of goods, or
services or both except taxes on supply of the alcoholic liquor for human consumption.
-

As per Indian Constitution

GST stands for "Goods and Services Tax", and is proposed to be a comprehensive
indirect tax levy on manufacture, sale and consumption of goods as well as services at
the national level. It will replace all indirect taxes levied on goods and services by the
Indian Central and State governments.
-

As per Wikipedia.org

GST is one indirect tax for the whole nation, which will make India one unified common
market.
GST is a single tax on the supply of goods and services, right from the manufacturer to
the consumer. Credits of input taxes paid at each stage will be available in the
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subsequent stage of value addition, which makes GST essentially a tax only on value
addition at each stage. The final consumer will thus bear only the GST charged by the
last dealer in the supply chain, with set-off benefits at all the previous stages.
-

As per FAQs issued by GOI

There are plenty of concepts hidden in the above definitions. Each concept carries vital
information. The concepts are narrated as under;

3.1 GST is a consumption based Tax
If we can assume goods or services as horse, GST is a horse rider. Wherever the horse
moves, the rider moves along with. GST is called a consumption based tax, because it
payable to the state in which goods or services are actually consumed.
There is a logical reason behind GST being a consumption based tax. Under current
scenario, tax is payable in the state where goods are produced. E.g. if goods are sold from
Gujarat to Rajasthan, then the tax shall be paid to the government of Gujarat. This is
origin based taxation. Under this principle, consuming state is not getting any tax revenue
which is tax base erosion of that particular state. This problem is resolved under proposed
GST regime.
Since, GST is a consumption based tax, tax revenue will be levied and collected by the
consuming state, and this helps the consuming state to protect their tax base.
Similar things were undertaken by central government under Income tax Act, 1961, to
save the tax base by amending section 9 many times.
3.2 Dual GST
As per the Model GST law and various recommendations, it is proposed to have dual
GST model; Central GST and state GST. Both shall be applicable on goods and services
within state. Input Tax Credit (ITC) of CGST and SGST shall not be available against
each other.
CGST and SGST shall not be applicable in case of interstate supply of goods or services.

3.3 Integrated GST
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Integrated GST or IGST shall be levied and collected only on interstate supply of Goods
and services. IGST shall also be applicable on import of goods or services in India. The
IGST rate shall be equal to combined rate of CGST and SGST.
Input Tax Credit (ITC) of IGST shall be available against CGST and SGST.

3.4 GST Applicability in India
GST is applicable on supply of all goods or services or both except taxes on supply of the
alcoholic liquor for human consumption. Alcoholic liquor for human consumption shall
continue to be taxed under the current system.
GST is currently not applicable on Alcoholic liquor for human consumption and
Petroleum crude, high speed diesel, motor spirit (petrol), natural gas and aviation turbine
fuel (GST council will decide until when these will be brought under GST ambit).
GST shall also be applicable on tobacco, tobacco products. Further centre may also
impose excise duty on tobacco and tobacco products.
3.5 Single Market Single law
GST is one indirect tax for the whole nation, which will make India one unified common
market. Under present structure, there are 31 different VAT laws in the country. Each has
separate registration process, return filing procedure, penalty provisions etc. This creates
difficulty for the business man in running the business smoothly.
Under GST regime, there shall be uniformity across the country. GST will provide a big
breakthrough in ease of doing business in India.
3.6 Taxes Subsumed under GST
Presently, there are various indirect tax laws functioning differently still not able to
achieve the desired satisfaction. So many taxes create non compliance, tax evasion and
also it is difficult for the government authorities to administer. GST is set to remove this
multiplicity of taxes.
Further, narrowing the impact of multiplicity of taxes is not only desired but also
imperative in the current economic scenario.
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Excise Duties, levied under Central Excise Act, 1944

CENTRAL TAXES

Service Tax, levied under Finance Act, 1994

TAXES SUBSUMED

Additional Custom duty (Basic custom duty will continue)

Additional Excise Duty

State Value added tax/Sales tax

Central Sales Tax (levied by centre collected by States)

STATE TAXES
Entertainment tax

Octroi and Entry tax

Purchase tax and luxury tax

Taxes on lottery, betting and gambling
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4.0 Need for GST in India
India ranks 130 out of 189 countries in ease of doing business. This ranking clearly
indicates that India needs transformation rather than a small change. There are flaws in
the current policies which makes doing business so difficult in India. Hence, a new
system is based on the glitches of the existing system.
As said, GST is the solution to the flaws in the current taxation policy. It is expected that
GST will revamp the whole indirect tax structure in India and it will provide boost to the
ease of doing business.
Here are some important tribulations for which GST is the way out.
1. Multiplicity of taxes: GST is set to subsume all the major indirect taxes currently
prevailing in the country. Whether it is Service tax or excise or VAT or Central
sales tax, each of these taxes will no longer be valid once GST is levied.
Further, it is easy to comply with only one tax, then to follow up with many.
2. Cascading effect: This is one of the important reasons for which GST has been
introduced. Removal of cascading effect. Cascading effect means tax on tax. A
example would be a better way of understanding this problem:
Suppose, a service provider uses one product worth Rs.100 (VAT @10%) while
providing his main service. Value of service provided is Rs.1000 (Service tax @
15%). Assume GST rate of 20%.
Under current System: VAT credit is not available to the service provider.
Hence, the cost of output service shall be as follows:
Value of Service Rs.900 + Value of input Rs.110 = 1010 + 15% Service tax.
The final Cost price inclusive of service tax is Rs.1161.50/Under GST Regime: After GST regime, only one tax shall be applicable, i.e.
GST. Input tax credit of all inputs shall also be available. Hence, the cost of output
service shall be as follows:
Value of Service Rs.900 + Value of Input 100 = Rs.1000 +20% GST.
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GST on Output service will be Rs.200. Input credit available is Rs.20 (20% of
Rs.100). Final tax to be paid to government shall be Rs.180/-.
You can see from the above example that under current system, there was a tax on
tax. But when we moves to GST regime, tax rate increase but there was no
cascading effect.
3. Litigations over disputes: As per the Constitution of India, Central Government
can levy and collect taxes on services and state government enjoys full autonomy
when it comes to goods.
There are some transactions on which VAT and service tax both are applicable.
This amount to double taxation ultimately leads to disputes. As per recent report,
an estimated of 5.5 lakh crore is stuck in litigations. Litigation is a scourge for tax
friendly regime and hence, it has to be curtailed down to provide efficiency to the
system.
Under GST regime, it is expected that various sources of litigations will came to
an end and environment of tax friendly regime will rise.
4. Increased Tax Revenue: India’s tax to GDP ratio is low as compared to the world
or other Asian countries. It signifies that taxation policy is not ideal in comparison
to the world. Look where India stands in comparison to the world in regard to tax
to GDP ratio;

Sno.

Country

Tax % of GDP

1

Australia

25.8

2.

Canada

32.2

3.

China

22.0

4.

India

17.7

5

USA

26.9
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From the above, it can be seen that India is far behind in tax to GDP ratio. Under
GST, it is expected that tax revenue shall increase because of the wider tax base
and lesser exemptions.
Government is expecting higher revenue due to the following reason:
- Increased Tax Base: Presently, there are different threshold limit for each
indirect tax law. Under excise it is 150 Lakh, under Service tax it is 10 Lakh
and under VAT, it differs from 5 lakh to 20 Lakh.
Under GST, the exemption is proposed to be fixed at 25 Lakh. Hence, there are
thousands to assessee who do not pay excise due to threshold exemption will
directly comes under the ambit of GST. This will enlarge the tax base and tax
revenues.
- Governance: Currently, indirect tax laws are very complex to administer and
thus increases the related cost. Further, disputes among the tax laws only
makes it worst.
Hence, GST will prove as a boon to the tax collectors nationwide. By focusing
on only one tax law, the government will get the time to curb the malpractices
and to get more people under tax net.

- More tax on Services: Around 60% of GDP is contributed by service sector.
The current rate of service tax is 15% (inclusive of Krishi Kalyan Cess and
Swachh Bharat Cess). The proposed GST rate will be around 18 to 20%, i.e.
more than the current service tax rate.
Hence, it is now very clear, that government revenue is set to increase.
5. Boost to Investment: Under current scenario, there are many instances where
inputs of taxes are not allowed against each other. E.g. A service provider is not
eligible of VAT paid on capital goods. Since, the input tax credit is not available,
the tax amount is added to the cost of the product, which makes capital goods or
other products costlier.
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However, under proposed GST Regime, seamless credit will be available as only
the common law and taxes will prevail, this will ultimately result in cheaper
capital goods, more demand, and more investment in turn will derive more
growth.
5.0 Demerits of GST
Like every coin have two sides, so is with the GST. Apart from many advantages or
benefits, GST also has a negative side which may also have far reaching impact on the
economy and business. Here are some of the disadvantages that may arise under GST
regime.
1. Multiple registrations under each state: There is a myth going viral in the
industry that GST is very business friendly as only one registration is now needed
to work across India. However, the reality is totally opposite.
As per GST model law, every person has to take separate registration under each
state, i.e. if you have branch in 14 states, then you have to register under each state
separately. Further, the worst part is that, you need to comply with each
registration separately.
2. Hefty Compliance: There are three returns per month prescribed under GST
regime, i.e. 36 returns per year. Further, the technicalities involved under each
return will only bring ambiguity and non compliance which would ultimately
shoots up the compliance cost.
This would really impact the small dealer a lot.
3. Compromised GST: The ‘Indian’ version of GST is not an ideal one. The
petroleum products are still not covered under the ambit of GST law nor the real
estate. Petroleum products will still be taxed as per the current tax policy i.e.
cascading effect will not be nullified and hence, the possible fall in price will not
take place.
The petroleum products are just an example, GST law is full of compromises.
4. Taxation of Free Supplies: The step to tax the free supplies cannot say to be an
ideal step, as it would have severe consequences. E.g. this will even cover the
social cause or goods distributed for free to poor or the needy person.
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Maybe the government has failed t examine the consequence of including the free
supplies under tax net.
This is an endless topic, where we can criticize the GST law with n number of points.
The industry associations, watchdogs and various other regulators have already provided
their inputs to the government of India on the legal provisions meticulously.
However, it is already a beginning of the new era. As said, it is better to have muddy
roads then to have no roads at all. The GST will take time to settle down and once settled
it will provide fruits in a longer run.

6.0 Expected GST rollout date
There are different tongues speaking different languages on the expected GST roll out
date. As per the most trusted sources, government is firing all cylinders to meet the due
date of April 1, 2017 for GST roll out. Here are some speaks from the industry;

“The GST rollout target date is April 1, 2017”
-

Revenue Secretary, August 4, 2016

“India's biggest tax reform GST looms, many companies unprepared”
-

Time of India, August 3, 2016

“It will be a race against time for GST rollout”
-

Times Now, August 3, 2016

“Almost 98 per cent of Indian companies are not ready with software infrastructure,
accounting systems and human resources training for the roll-out of the goods and
services tax (GST) from April 1, the date when the government is targeting its
implementation”
-

Rediff.com, August 4, 2016

“We’re ahead of schedule to meet April 1 deadline for GST roll out”
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7.0 GST Tax Rate
This was perhaps one of the most important decisions of a GST council that were much
awaited. On 3rd November, 2016, tax rates were finally decided by the GST council. The
tax rates are as follows;
Particulars

Rate of Tax

Remarks

Items of basic survival like food
grains

‘0’ rated

50% of products covered
under CPI are covered.

Items of Mass consumption

5%

NA

Standard rate

12%

NA

Standard Rate II

18%

NA

Luxury items

28%

NA

Apart from the above tax rates, a cess on sin and energy cess has also been approved by
the GST council. Government has followed the basic economic rule of “tax the rich and
spare the poor.”
Further, the tax rates has been drafted so carefully that poor will be impacted least and
luxury will be taxed more, which is as per se as correct approach.
No doubt, GST tax rate will have a far reaching impact on the economy. However, on the
other side the proposed tax rates may prove to be fatal to the government and economy
and could hamper the government tax revenue and can further lead to recession in the
economy. The impact however, can only be seen once actual results will be generated
after GST implementation.

7.1 Official Report on GST Tax rate – Revenue Neutral Rate
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Deciding the GST tax rate was very similar to playing a gamble. However, proposed tax
structure is bit different from a report drafted by committee chaired by Dr.Arvind
Subramanian.

How committee took the way
The committee took the approach of Revenue Neutral Rate (RNR). Revenue Neutral Rate
(RNR) refers to that single rate which maintains revenue at current levels.

Tax Rate

Or in other words, RNR is the rate where indirect tax collection under present regime will
be equal to tax collected under proposed GST regime.

Revenue neutral rate
(RNR)

Under GST
Current Tax Structure

Tax revenue
Fig 1.51: Diagram explains the economics of RNR, current tax and Under GST .

As per report, the essence of calculating the RNR lies in the following equation;
T=R/B
Where t is RNR, R is equal to revenues generated under current tax structure (both centre
and state) and B is the total tax base for generating the required GST revenues.

Important Points of the Report
Let us now learn some of the important points of the reports which are as follows:

PAGE 19

GST.HUBCO MAGAZINE II SPECIAL EDITION

INTRODUCTION TO GST AT MACRO LEVEL
-

The committee was off the view that RNR should be around 15% in total
(including state and centre). GST council has adopted this recommendation. As
standard rate of GST are 12% and 18% average of which is equal to 15%.

-

As discussed above, the committee recommended the use of different rates
initially. The GST council has adopted this recommendation to a certain extent.
The recommended table for rates are as follows:
RNR

Rate on
Precious
Metals

“Low Rate
(Goods)”

6
Preferred

Alternative

15

15.5

4

4
2

Standard
Rate
(Goods and
services)

High/Demerit
rate

16.9
12

17.3

2

17.7

6

18.0
12

18.4

40

40

18.9

-

The committee was also of the view that only a single rate should prevail in the
medium term for an ideal GST implementation.

-

The committee was also of the view that exemptions should be least provided
under GST regime because broaden the scope of exemptions, the less effective
GST will be. For example, if precious metals continue to enjoy highly
concessional rates, the rest of the economy will have to pay in the form of higher
rates on other goods, including essential ones.

-

The Committee also recommended to eliminate all taxes on inter-state trade
(including the 1 percent additional duty) and replacing them by one GST. This
recommendation has already been accepted by the parliament while passing the
Constitutional Amendment bill in Rajya Sabha.

-

The committee was also of the view that alcohol and real estate should be bought
within the scope of the GST as it would further the government’s objectives of
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improving governance and reducing black money generation without
compromising on states’ fiscal autonomy. Bringing electricity and petroleum
within the scope of the GST could make Indian manufacturing more competitive;
and eliminating the exemptions on health and education would make tax policy
more consistent with social policy objectives.

7.2 Impact on Cess
Cess is another name of revenue planning done by the central Government. It is
increasing tendency of levying cess since, it collection do not have to be shared with the
state government.
From Swachh Bharat Cess to Education cess, there are presently being 30 cesses and
surcharges being levied by the government. However, proposed GST regime, all the
cesses and surcharge shall be subsumed into GST tax rate.
Further, government earned heft revenue of Rs.1.77 lakh crore from 33 different cesses.
Hence, if government is willing to subsume the cesses, then it is natural that the proposed
GST tax may be on the higher side.
Cess on sin and energy
GST council has approved the levy of cess on sin and energy. The cess perhaps may only
be levied on tobacco or cigarettes. The reason behind this decision is to bring in line with
current taxation level.

8.0 GST impact on Fiscal Deficit
Fiscal deficit is a difference between the total expenditure and the total revenue it
generates during a fiscal year. This Gap is then plugged by the government by
borrowings. In other words, Fiscal deficit is an indication of total borrowings needed by
the government. Fiscal deficit is measured at three levels, Centre, State and gross.
In India, at the central level, the GAP is on a declining trend but still it remains one of the
core issues unresolved before the government. At state level, it still possesses a risk to the
economy as a whole. The trend of fiscal deficit is as follows;
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The tabular presentation is here as follows
2011-12

2012-13

2013-14

2014-15

2015-16

Centre

5.9

4.9

4.5

4.0

3.9

State

1.8

2.9

2.2

2.8

2.7

Gross

7.8

6.9

6.6

6.9

6.9

Reason behind the declining trend
The foremost reason behind the declining trend is the decrease in the government
expenditure which is detrimental for the economic growth. Ideally, the government has to
boost expenditure in growth critical areas and moderate the unproductive spending.
Further, government also has to increase the tax revenue to manage the fiscal deficit.
GST – A boon
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To raise the tax rates is not recommended at this stage as it may hit the growth chart
directly. Hence, GST is like a boon to the government in the current scenario. The impact
of GST on the tax structure and fiscal deficit will be manifold. Here are some of the
outlined points;
-

Ease of doing business: By eliminating the web of tax laws under indirect tax
structure and making India a single market, will boost the ease of doing business
in India. Further, GST will also curtail down the cost of doing business which will
attract more investment into the country and thus affecting the fiscal deficit.

-

Broadening tax base: Simple procedure and awareness about the subject will
bring more people under tax net. This will hit the black economy which is
currently running parallel to the economy. Increasing legitimate business will
increase the tax revenue and hence, further curtailing the fiscal deficit.

-

Lesser Exemption more tax: Exemptions under VAT are not recommended as
they break the chain of CENVAT. Hence, unlike present structure, there will be
very less exemptions from GST.

There may be endless discussion to it but in the end, GST is an effective solution and will
lay down a strong foundation for a structured economic growth.

9.0 GST impact on Debt to GDP Ratio
Debt to GDP ratio is the ratio between a nation’s government debt and its GDP. It is
calculated cumulatively. Lower the debt to GDP ratio, sounder is the economy. More the
debt to GDP ratio, the more country gets into the debt trap. The practical example of debt
trap is Greece.
Indian government debt to GDP ratio is constantly on a declining trend since 2006. From
77.1% in 2006 to 66.4% in 2014, the path of fiscal consolidation looks more reachable.
However, at 66.4% of the GDP, Debt to GDP ratio is still on a higher side.
As per Crisil report, introduction of GST will further curtail the India’s debt to GDP
ratio. It writes as;
“Going ahead, as inflation is expected to moderate and upside to growth will be limited,
a strong commitment to fiscal consolidation will be necessary for lowering India’s debt
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burden. We estimate that progress on fiscal consolidation, as envisaged in our base
scenario, will lower India’s debt to GDP ratio to 45% of GDP (currently 48.2) by fiscal
2017.”
The reason behind
There may be many reasons behind the estimation of lower debt to GDP ratio. To
understand any of the reason, we must understand as to why government borrows which
ultimately adds to debt to equity ratio. When government’s expenditure crosses over the
total revenue, a deficit arises. This deficit is then plugged by borrowings which add to the
debt to GDP ratio.
Under GST regime, government total revenue will increase and inversely proportional
debt to GDP ratio will fall. As logically, when your income increases your borrowing is
set to reduce until and unless you revise your expenditure to a further increase.

10.0 GST impact on Make in India
Prime Minister Modi launched a scheme ‘Make in India’ to revive and boost the stagnant
manufacturing sector which is in a status quo from decades. Manufacturing sector
contributes around 16% of our GDP which is substantially below if we could compare it
with the world. In china, manufacturing sector contributes to 36% percent of the GDP.
Currently, the system is not able to support the government will. The plague of
multiplicity of taxes, tax wars, excessive checks on every border of the state where 60%
of the total transport hours are lost. Hence, in order to support the government‘s will, it is
vital to transform the existing system. The government recognizes the importance of the
manufacturing sector and hence, launches various schemes, movement and tax incentives
in order to achieve the target of increasing manufacturing share to GDP to 25% by 2022.
GST will have a substantial impact on the Make in India scheme or the manufacturing
sector. To dream of a robust manufacturing sector, it is imperative to have a simple, less
ambiguous taxation system and GST is one of those. GST will have the following impact
on the Make in India scheme;
-

Cost of making: From traditional to modern markets, one factor which has
remained important is the cost. Whether you are an exporter, a service provider or
a Chinese manufacturer, a low cost product will always helps you to penetrate the
market effectively. The practical example is the reliance jio, a low cost telecom
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service or the rise of ecommerce portals flipkart, Amazon etc. which are offering
heavy discounts to increase their market share.
The new GST regime will be greatly beneficial as removal of cascading effect of
taxes may leads to lower cost of production. A lower cost of problem will
generates more profits for the companies and hence, supporting the Make in India
campaign.
-

Rise in investments: Investment and cost are inversely proportional. A reduced
cost will always attract more investment. Companies all over the world choose the
territory of operation where they have smooth flow of operations with lesser cost
of production so that they can offer quality product at a competitive price so that
they can penetrate the global markets with ease.
The proposed GST regime aims to provide that platform to the companies where
cost of production will be lower with freely transferable goods anywhere in the
country. As a result, it may be possible that companies may start manufacturing in
India and selling all over the world.

-

Transformation of Supply chain Economics: Supply chain economics will
witness a paradigm shift as currently it has been designed in line with present
indirect tax structure. Currently, location of warehouse is based upon the VAT
rates applicable to the product in different states.
However, under GST regime, tax rates will be uniform all over the country, and
then the companies will redesign their supply chain in accordance with different
economic factors like cost, time of delivery etc. This is why the GST is also called
a business reform.

Here are some of the points on the flip side on the coin which will hit the Make in India
vis a vis manufacturing sector;
-

Working Capital requirement: Under present regime, stock transfers are not
taxed as they are not considered as sale. Under GST regime, the tax is on supply
which includes the stock transfer. Hence, companies will need to pay tax on stock
transfer.
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Though, they may be allowed to take the credit of the tax paid, however cash
outflow initially will add to the working capital requirement.
-

Tax on free supplies: The concept of taxing free supplies lies in excise duty under
current system. Under excise law, excise duty once levied is indefeasible.
Likewise, under GST if the goods or services are supplied then they will attract
GST irrespective of the fact whether it involves any consideration or not.
Currently, the advisement and marketing involves lots of schemes under which
goods are distributed as free bees. E.g. Goods distributed as free sample etc. Now,
these practices will be costly by 18 to 20% (whatever the final tax will be).

-

Increased compliances: GST is often described as one nation one tax. However,
it is incomplete. The complete phrase is “One Nation One Tax Different
Registrations.”
For any branch in any state, a separate registration will be required. E.g. if a
company is operating from 15 countries, then 15 different registrations will be
required. Worst more; each registration will be subject to independent
compliances.

At the end, the proposed GST may not be ideal but something is better than nothing. GST
will certainly be a big value addition to make in India scheme, and specific issue will be
resolved with time.

11.0 GST impact on inflation
Globally, it has been observed that GST had a long term impact on the economy despite
having some short term outrages. In India, what we have is a compromised GST (or
Indian GST we can say) and not the ideal GST. However, it is better to have muddy roads
than to have no roads at all.
As said, Indian GST is not the ideal one but it is being modified to suit the needs of the
nation. For example, a single rate under GST is ideal; however it will have a direct
impact on inflation which would hurt the common man directly. Hence, in order to
safeguard the common man, it was proposed to have multiple tax structure which is not
an ideal one, but currently in the nation’s interest.
Inflation – Meaning
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When the same amount of currency buys fewer goods and services or when there is a fall
in value of purchasing power of the currency, then that situation is termed as Inflation. In
India, inflation is measured by changes in Wholesale Price Index (WPI) or Consumer
Price Index (CPI).
-

Wholesale Price Index (WPI): Wholesale Price Index (WPI) was widely used as
an inflation indicator in India. However, now India has adopted Consumer Price
Index (CPI). Wholesale Price Index is used to measure the price change at the
whole sale level of certain important goods.

-

Consumer Price Index (CPI): It is used to measure the prices volatility of
consumer goods and services at the retail level. In other words, it captures the
price impact at the consumer level, i.e. a price at which an ordinary citizen would
buy the product.

Impact of GST on Consumer Price Index (CPI)
As per the proposed tax structure, it is estimated that there would be positive impact on
goods of basic necessity as there would be little or no tax at all. As per the finance
minister Arun Jaitley, 50% of the items covered under Consumer Price Index (CPI) shall
not be taxed. Further, items of mass consumption will be under 5% bracket. Hence,
against all the odds, the coming GST may wipe some tears of the poor in India.
Global Phenomenon
Internationally, many countries saw a short term spike in the inflation which was settled
in a longer run. However, Indian GST is bit different what the world has implemented
and hence, it would not be ideal to compare the Indian situation with the world.
Let us assess the impact of inflation due to advent of GST.
a) Goods of basic necessity: There would be a positive impact of GST on the goods
of basic necessities. The prices of product will come down. This reason behind is
that cascading effect will be nullified; further, there will be no tax on these food
items.
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b) Tax on Services: Service industry contributes to GDP by more than 50%. Service
sector is the largest sector of India. It is also the second fastest growing sector in
the world just after China. The Gross Value Added (GVA) at current prices of
service sector is estimated at 61.18 Lakh crore (around 52.97%) in 2014-15.
Under GST regime, the service sector may get inflated by the additional 3% if
services are taxed at 18% which are more likely to be. Currently, services are
taxed at 15% (basic rate 14%, 0.5% Swachh Bharat Cess, 0.5% Krishi Kalyan
Cess).
The removal of cascading system will bring in some relief for the service industry.
Currently, under CENVAT rules, service providers are not allowed to avail the
credit of VAT paid on inputs and capital goods. This ultimately adds up to the
total cost of services.
Under GST regime, the removal of cascading effect will bring in certain relief to
the sector but the additional burden will have its own impact.
c) Luxury items: The rich is getting richer and the poor is getting poor. This is not a
phrase but a harsh truth of the real world. In India, it is estimated that richest 1%
holds 53% of the wealth in India. Hence, ideal economics would be to tax more
the richer to curb this worrying gap.
As per the council meeting and the decision on GST tax rate, the luxury item are
set to be taxed at a higher rate of 28% which may further increased by additional
cess. This rate is also called a demerit rate under GST. The demerit rate shall also
be extended to tobacco products.

Further, let us see what other watch dogs have to say about the GST impact on inflation;
“About 55 percent of the basket of items in the consumer price index (CPI) is exempt
from GST. The State and Centre have built a uniform list of items that will be excluded
from GST. As most of the items in the CPI basket will not be affected, the impact of GST
implementation on inflation becomes marginal.”
-

PAGE 28

RBI Deputy Governor Urjit Patel

GST.HUBCO MAGAZINE II SPECIAL EDITION

INTRODUCTION TO GST AT MACRO LEVEL
“Poor will largely be protected under the GST since 53-54 percent of the CPI basket will
be exempt from it, 30-35 per cent will be taxed at a lower rate, and only 12-13 per cent
will be taxed at the normal rate. Thus, there is no obvious reason as to why GST
implementation will bring about a spike in inflation.”
-

Chief Economic Adviser Arvind Subramanian

“Service tax rate is definitely going to go up from the current 15 percent rate. However,
as estimated by Subramanian’s panel, at 18 percent RNR, the net impact will be
minimal”
-

Dipojjal Saha, Economist at Antique Research

As said, there are all speculations from the industry, economist, watch dogs and the
government. However, things will be clear once the GST is implemented and actual
impact can be assessed.
12.0 Status of Central Sales Tax (CST)
Central Sales Tax (CST) is tax levied on sale of goods in the course of interstate trade
and commerce. As per the Constitution of India, no state has the power to levy taxes on
interstate sales. Central Sales tax is a tax levied by Central government and collected by
State government.
Phasing out plan for CST
As per the ideal VAT system, CST should have been abolished. The roadmap was laid
down during the budget speech of 2006-07 by P. Chidambaram. P.Chidambaram said
during budget speech as under;
“VAT has proved to be an unqualified success. VAT revenues of the implementing States
increased by 13.8 per cent in 2005-06 and by 24.3 per cent in the first nine months of
2006-07. The next logical step is to phase out Central Sales Tax (CST). I am glad to
report that the Central Government has reached an agreement with State Governments to
phase out CST. Consequently, the CST rate will be reduced from 4 per cent to 3 per cent
with effect from April 1, 2007. I have provided Rs.5,495 crore for compensation for
losses, if any, on account of VAT and also on account of CST.”
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The rate of 3% is further reduced to 2% w.e.f 1-6-2008. It was expected to be reduced to
1% w.e.f 1-4-2009 and ultimately it was planned to completely abolish this tax. However
nothing happened till date and ultimately GST will subsume this tax and abolish this
practice.
1% additional tax planned in GST - Abolished
Until GST bill was introduced in Rajya Sabha, there was a provision under GST bill to
levy 1% additional tax on interstate trade and commerce. However, after the opposition
in Rajya Sabha, this provision was ultimately dropped.
Under GST regime, only Integrated Goods and Services tax shall be levied on interstate
trade and commerce.

13.0 Compliance Cost under GST
GST is widely famous about many of its far reaching advantages. One of many is being
compliance friendly. However, this is something not true. GST is not compliance friendly
rather, it will imply heavy compliance burden even on small dealer.
It is true that compliance cost under GST will increase for the small dealers. Under GST
model law, 3 monthly returns have been prescribed for every person registered under
GST law. Now let us have a comparison with the existing compliance structure;
(Yearly Basis)

UNDER GST
36

UNDER SERVICE UNDER VAT
TAX
2
4

UNDER EXCISE
12 (by large Units)

We are ignoring the annual returns, returns applicable in special cases, or return by casual
dealer. Hence, now we can see the big difference between the existing and proposed
system. Further, there are huge penalties prescribed for any contravention of provision
under GST law. Refer PART 2 for details.

14.0 GST impact on Exports
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India has always followed an export policy that “Export the Goods, not the taxes.” This is
quite logical if India has to compete on the International Level especially with China who
manufactures and supplies cheapest goods all over the world.
Exports play a vital role in Indian economy. Exports bring in the precious foreign
currency in India which helps it sustain the balance of Trade. Balance of trade is a
difference between in value between a country’s imports and exports. Balance of trade is
the largest factor contributing towards the Current Account Deficit (CAD).
Current Account Deficit (CAD)
Current Account Deficit is a situation when nation’s value of imports is greater than the
value of exports. It is calculated in terms of percentage to GDP. Any percentage of more
than 5 % of GDP will have a negative impact on the economy as the difference will have
to finance either by borrowing or by inviting capital investment. Here are some of the
outlined points on Current Account Deficit;
1. The developing nation like India often witness the current account Deficit, this is
mainly due to lack of technology and proper infrastructure.
2. If deficit is financed by borrowing, then country will have more chances to fall
under debt trap. As in the long term, country will be burdened with high Interest
payments and if it does not generate enough cash flow to repay the debt, then it
tends to take more debt to repay the existing one and the cycle continues.
3. If deficit is financed by Foreign Direct Investment (as in the case of India), then
also, it is considered as harmful in the longer run. In this case, countries growth is
somehow depends upon the investor confidence. If any time, country fails to
attract the investment, it could lead to severe consequences.
Also, the lot of money will then be taken by the foreign company in the form of
outbound investment or dividends in the longer run.
India’s position
India is growing at a robust pace. Currently, India is the fastest growing economy in the
world surpassing China. Hence, it is expected that India will run a Current Account
Deficit which is adjusted with the capital account receipts like FDI. The biggest
contributor to the CAD turmoil is the import of crude oil and gold.
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India’s CAD has been narrowed to the eight years low since 2008 to 1.2% of the GDP.
This is mainly due to fall in process of crude oil. Once, the crude oil will start bouncing
back, the import bill will again take up his shape and so the current account deficit.
India has already placed many barriers to discourage the imports; however India has to
import the goods, oil, gold etc to meet its domestic demand. Hence, it is better to increase
the export to curtail the effect of rising crude oil on the current account deficit.
GST a boon for Exports
The government of India is very keen on improving the export infrastructure and export
incentives to lavish the Indian and foreign players to invest in India, manufacture in India
and sell anywhere. This was the idea to improve the exports from India. India aims to
raise the manufacturing sector contribution to GDP to 25% from existing 16%.
As said, to achieve the ambitious target, GST will play a vital role. GST will proposed to
remove the web of tax laws, unnecessary litigations, cascading effect, no proper refund
mechanism of input tax on all types of export and further. Hence, it would be easier for
the government to manage a single tax rather than the multiplicity of taxes. Some of the
points are mentioned below;
-

Cost advantage via GST: Once GST is implemented the refund of input taxes
would be granted, further the cascading effect will also be removed. This would
reduce the most of production and will offer the cost advantage on global level
which would ultimately boost the exports.

-

Single Tax to Manage: It would be better for government and the industry to
manage the single tax rather than multiple tax laws. This will increase compliance
to the law and invite lesser interest and penalties. Further, it will also create an
environment of trust where things will be clearer and settled which will bring in
more investment to boost industrial output and hence ultimately increases export.

-

Lesser Litigation: A business man never wants to indulge in the dispute or legal
cases, especially with the government over the tax laws. Further, it has been
observed that most of the legal cases happen due to lack of awareness about the
laws. Since, GST will be a single indirect tax law, then it would surely enhance
legal friendly environment.
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-

More strong Domestic Market: GST would directly bring in the ease of doing
business with the entrepreneur. Hence, once more new business will come into
market and ultimately strengthen the domestic supply helping India reducing the
imports or even increasing the exports.

-

Support to Make in India: There is no doubt that GST will support the make in
India campaign. Prime Minister Modi said sell anywhere but make in India. GST
with its many advantages will bring in more foreign investment and will help India
to become an export hub as desired.

At last we can say that GST will have a far reaching positive impact on exports.
15.0 GST Impact on Common man
Indirect taxes are born by the ultimate consumer of goods or services and hence, there is
no denying fact that GST will impact every single person in India. Common man can be
categorized into three classes;
-

Below poverty line
Average middle class
Rich class

Let us assert the impact on the aforesaid classes.
1. Below Poverty Line: In India, around 22% of the population is below the poverty
line in India. No country which dreams of becoming an economic superpower can
digest this huge number of poverty. In economics term, this category has negative
savings.
However, GST implementation will have a favorable impact on this category of
population. People in this category are starving for basic facilities and these basic
facilities have been kept out of GST bracket. Further, goods of mass consumption
have also been kept under a marginal bracket of 5% tax rate.
This is a welcome step by government of India.
2. Average middle class: This category of population is often impacted by every little
variation in price. This category of population consumes whatever they earn or have
generally very less savings. Hence, even a small inflation in price badly affects the
average middle class person.
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These categories of class have the same reason to smile as category I people have.
The goods of basic necessity and goods of mass consumption will attract no or
marginal tax rate, hence inflation will further comes down ultimately giving more
power to the people.
Further, this category also consumes some basic luxury products which are currently
taxed at 30 to 31%. These set of products will also get cheaper as they will attract tax
rate of 28% and removal of cascading effect will further cut down the cost of
production resulting into price fall.
Hence, they also have the reason to cheer.

3. Rich class: These categories of people are hardly impacted by the price change.
Their demand for products is generally less elastic to price change. They are
competent to pay for better luxuries and hence, should be taxed more.
As said, as per the GST tax structure, the luxury will be taxed at the highest rate of
28% which may further increases by levy of cess on sin and energy.

In the end, the paradigm shift in history of Indian taxation is bring hope of millions of
poor and middle class people in India.

15.0 Challenges before Government
Implementation of GST is posing different hurdles every day before the government to
surpass. However, one of the biggest hurdles was to pass the GST bill from Rajya Sabha
which parliament did it after a long hold.
Currently, GST council is the supreme authority to take decisions over critical points
under GST. The exemption and tax structure has already been approved by the council.
The government is firing all cylinders to implement GST by 1st April, 2017 subject to the
following implementation issues:
-

A Stable GST bill: The GST bill is expected to be tabled in parliament in winter
session. Government had already issued some the model GST law. The model law

PAGE 34

GST.HUBCO MAGAZINE II SPECIAL EDITION

INTRODUCTION TO GST AT MACRO LEVEL
is not the ideal one and has many big glitches. Hence, it is expected that
government should consider the genuine feedback of the industry, regulators and
present the very stable GST bill.
-

IT Infrastructure: IT infrastructure of the government departments are still being
run on out dated technologies. The half hearted technologies often breaks down
and involves maintenance every now and then.
Hence, it is very important to have a secure, stable and up to date IT infrastructure
to handle the very large amount of traffic from the day one. The IT infrastructure
is handled by GSTN.
Goods and Services Tax Network (GSTN) is a Section 8 (under new companies
Act, not for profit companies are governed under section 8), non-Government,
private limited company. It was incorporated on March 28, 2013. The Government
of India holds 24.5% equity in GSTN and all States of the Indian Union, including
NCT of Delhi and Pondicherry, and the Empowered Committee of State Finance
Ministers (EC), together hold another 24.5%.
Under GST regime, everything will be online. Hence, it is very important to have
a strong online foundation, so that the system does not break down during heavy
load.

-

Administration of GST: GST is very different from the existing VAT, service tax
or excise. The present form of GST can be said to be a modified mixture of all the
present indirect taxes. GST will be administered by the existing staff. Hence, it
will be a very tough job for the government to train the existing employees with
the GST law.
Further, any change is not easily accepted by the staff, hence this might one of the
biggest challenges that government is now facing. Further, it will take years to
fully train the existing staff.

The challenges are immense before the government while implementing the GST and
even thereafter. The management with untrained staff will not be an easy job. We will
discuss these issues in the chapters ahead.
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16.0 Conclusion – It’s only a beginning
GST is a mixture of all the existing indirect tax levies and shall uniformly rule the Indian
taxation system. It was a historic moment for the Indian taxation system, when President
Pranab mukherjee assented the Constitution amendment bill. We have already discussed
diversified topics on GST in brief as it was only an introduction. In this book, we will
discuss every topic in depth with the easiest language possible.
A road ahead from here on will be challenging or maybe a race against time. Central
GST, IGST and 29 State GST bill including rules and regulations need to be passed. The
whole IT structure needs to be in place for a smooth implementation. However,
government is very keen to implement GST w.e.f 1st April, 2017. Looking at the recent
development, it is well expected that GST will fall in place on time.
The historic reform will have a far reaching impact on every individual, business etc of
the country. Its impact can only be stipulated until and unless actual results are out. At
last, we can say that we are fortunate enough to witness a moment where an old era is
ending up giving its way for a new beginning. Hope we see a better India, a stronger
India.
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