DIJCM ISSN : 2394-742X, Special Issue, Vol-11, (Dec. 2017)

Dyasparva International Educational Consortium

] Dyasparva International Journal of -

Commerce & Manage me nt

-- Venture of C. D. Jain College of Commerce, Shrirampur

Impact of GST on Indian Economic

Dr. Vijay B. Bairagi

Associate Professor, Dept. of Commerce
S.M.B.S.T. College, Sangamner

Dist. Ahmednager (Maharashtra)
Email :- vijaybairagi50@gmail.com
Mob. No. - +91 9890972135

Abstract :

The Good and services tax (GST) is the biggest and substantial indirect tax reform since 1947. The
main idea of GST is to replace existing taxes like value-added tax, excise duty, service tax and sales
tax. It will be levied on manufacture sale and consumption of goods and services. GST is expected
to address the cascading effect of the existing tax structure and result in uniting the country
economically.The Goods and Services Tax (GST) is a vast concept that simplifies the giant tax
structure by supporting and enhancing the economic growth of a country. GST is a comprehensive
tax levy on manufacturing, sale and consumption of goods and services at a national level. On
bringing GST into practice, there would be amalgamation of Central and State taxes into a single
tax payment. It would also enhance the position of India in both, domestic as well as international
market.

Introduction

The word ,,tax™ is derived from Latin word ,,faxare which means to estimate. A tax is an enforced
contribution, exacted pursuant to legislative authority. Indian Taxation System comprise of- Direct
and Indirect Tax. Goods and Services Tax is one of the most discussed Indirect Taxation reforms.
It is comprehensive tax regime levied on manufacture, sales and consumption of goods and
services. It is expected to bring about 2% incremental GDP growth of the country. So, GST is the
need of the hour.

The Goods and Services Tax (GST) is a vast concept that simplifies the giant tax structure by
supporting and enhancing the economic growth of a country. GST is a comprehensive tax levy on
manufacturing,sale and consumption of goods and services at a national level. The Goods and
Services Tax Bill or GST Bill, also referred to as The Constitution Bill,2014, initiates a Value
added Tax to be implemented on a national level in India. GST will be an indirect tax at all the
stages of production to bring about uniformity in the system.On bringing GST into practice, there
would be amalgamation of Central and State taxes into a single tax payment.

Tax policies play an important role on the economy through their impact on both efficiency and
equity. A good tax system should keep in view issues of income distribution and, at the same time,
also end eavour to generate tax revenues to support government expenditure on public services and
infrastructure development. GST stands for Goods and Services Tax. It is a domestic trade tax that
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will be levied in the form of a value added tax on all goods and services -in practice with some
exemptions. A value added tax exempts all inputs including capital goods. Hence, it becomes a
general tax on domestic consumption. It is a convenient and economically efficient way of taxing
consumption. If it is levied at a single rate and there are only very few exemptions, it becomes a
proportional tax on consumption.

Importance of GST:

Presently, the Constitution empowers the Central Government to levy excise duty on
manufacturing and service tax on the supply of services. Further, it empowers the State
Governments to levy sales tax or value added tax (VAT) on the sale of goods. This exclusive
division of fiscal powers has led to a multiplicity of indirect taxes in the country. In addition,
central sales tax (CST) is levied on inter-State sale of goods by the Central Government, but
collected and retained by the exporting States. Further, many States levy an entry tax on the entry
of goods in local areas

Definition of GST

The GST is a Value added Tax (VAT) 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

Impact Of GST on Indian Economy

The Goods and Service Tax (GST) bill is expected to have wide ranging ramifications for the
complicated taxation system in the country. It is likely to improve the country’s tax to GDP ratio
and also inhibit inflation. However, the reform is likely to benefit the manufacturing sector but may
make things difficult for the services sector. Though there are expectations that the GDP growth is
likely to go up by 1 to 2 %, the results can only be analysed after the GST implementation. The
response is mixed from countries around the world. While the New Zealand economy had a higher
GDP growth, it was lower in case of Canada, Australia and Thailand after the GST was
implemented. The one per cent tax that has been proposed as a sop to appease the States for
compensating their loss of revenue from the inter-state CST is likely to play a spoil sport. It is
probable that it may affect the GDP adversely. The Congress is already opposing the 1 per cent tax.
The GS Tax rate is expected to be around 17-18% and can be assumed as a tax neutral rate. This
tax rate is not likely to give any incremental tax revenue to the government. The rate will prove
beneficial for the manufacturing sector where the tax rate is around 24% at present. The major
manufacturing sectors that will benefit the most are Fast Moving Consumer Goods Sector, Auto
and Cement. This is because they are currently reeling under 24 to 38 per cent tax. The sector
which is going to be adversely affected is the services sector. Already there has been a hike from 12
to 14% from the 1st of June this year. Another 4 per cent increase will break their backs. The
uniformity in the taxation rate is fine but it should not result in disparity for the goods and services
sectors. The higher GST rate will definitely boost the tax to GDP ratio, while giving financial
muscle to the government for increasing the capital expenditure. This is likely to spur growth in the
economy. This will bring a lot of unorganized players in the fields like electrical, paints, hardware
etc. under the tax net. It is easier said than done. It will take a lot of meticulous planning in the
implementation of the GST reform for capturing the unorganized sector under its ambit. For one it
will widen the tax reach and secondly it will benefit the organized players who lose out revenue to
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the unorganized sector at present. There are still a lot of unchartered territories which need to be
looked into through parliamentary discussions in the sessions. This will bring sanctity to the
taxation system without hurting any of the sectors adversely. To The Individuals and Companies -
With the collection of both the central and state taxes proposed to be made at the point of sale ,
both components will be charged on the manufacturing costs and the individual will benefit from
lowered prices in the process which will subsequently lead to increase in consumption thereby
profiting companies.

Rate of GST (Some Countries)
Country Rate of GST
Australia 10%
France 19.6%
Canada 5%
Germany 19%
Japan 5%
Singapore 7%
Sweden 25%

(Source: International Journal of Advanced Research (2016), Volume 4)
Benefits of GST
Apart from full allowance of credit, there are several other benefit of introducing a GST in India:

Price Decreasing: Due to full and seamless credit, manufacturers or traders do not have to include
taxes as a part of their cost of production, which is a very big reason to say that we can see a
reduction in prices. However, if the government seeks to introduce GST with a higher rate, this
might be lost.

Growth in Government Income:-This might seem to be a little vague. However, even at the time of
introduction of VAT, the public revenues actually went up instead of falling because many people
resorted to paying taxes rather than evading the same. However, the government may wish to
introduce GST at a Revenue Neutral Rate, in which case the revenues might not see a significant
increase in the short run.

Conclusion

Tax policies play an important role on the economy through their impact on both efficiency and
equity. A good tax system should keep in view issues of income distribution and, at the same time,
also Endeavour to generate tax revenues to support government expenditure on public services and
infrastructure development. The ongoing tax reforms on moving to a goods and services tax would
impact the national economy, International trade, firms and the consumers There has been a good
deal of criticism as well as appraisal of the proposed Goods and Services Tax regime. It is
considered to be a major improvement over the pre-existing central excise duty at the national level
and the sales tax system at the state level, the new tax will be a further significant breakthrough and
the next logical step towards a comprehensive indirect tax reform in the country.

Reference:-

1. International Journal of Advanced Research (2016), Volume 4

C. D. Jain College of Commerce, Shrirampur 82



