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GST and its Impacts on Trade
1.

Trade Scenario under GST

The changes in fiscal policy, export infrastructure, foreign trade policy and procedures play a pivotal
role in determining the competitiveness of export products in the global markets. The impact of
transaction costs has been noted most on the exporters who import more. In fact, imports are being
neglected and overall transaction costs are higher for imports than exports. While in the exporting
procedures, imported products are used, this impacts the costs of manufacturing.
With the advent of GST, the fiscal policy structure has been made sublime. The average aggregate
impact felt by exporters as 13.24% of the f.o.b. value of exports is expected to drop by 2-3% in the
medium to long run. A significant upshot from our scrutiny was that the fiscals impacted exporters the
most out of the three key components of export process, with incidence felt between 4.73–5.72% i.e.,
around 5.22% of the f.o.b. value of exports.

2.




How will the Import-Export of goods/services be treated under GST?
Supply of goods/services in the course of import and export has been considered as Inter-State
trade or commerce.
“Integrated Goods and Services Tax” (IGST) means tax levied under this Act on the supply of any
goods and /or services in the course of inter-State trade or commerce.
Hence, the provisions of IGST act shall be applicable to supply of goods/services in the course of
import and export.

Tax structure & input tax credit in case of import and export under GST
Type of Supply
Tax Structure
Input Tax Credit




Export
Zero Rated Supply. No tax shall
be charged.
ITC allowed. Refund shall be
allowed.

Import
IGST and Basic Custom Duty /BCD Shall
be levied
ITC on IGST allowed. ITC of BCS not
allowed.

Since, the import of goods/services would be deemed as the inter-state supply of goods and shall
be subjected to the levy of IGST. However, the import of goods shall continue to attract Basic
Customs Duty (BCD) in addition to IGST.
The manufacturer, service provider and trader of goods who imports goods/services shall be
eligible to offset IGST paid on import of goods/services against his output liability. However, the
credit of BCD will not be available.
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Overall impact of Fiscals, Export Infrastructure and Procedures on Exports
(As % of the f.o.b. value of exports)
Sector

Overall Impact
Fiscals
Infrastructure
Agro & Food Processing
6.28 – 7.42 (6.85) 1.50 – 2.50 (2.00)
Auto & Auto Components
6.71 – 7.81 (7.26) 4.50 – 5.50 (5.00)
Drugs & Pharmaceuticals
6.25 – 7.43 (6.84) 4.50 – 5.50 (5.00)
Engineering Goods
4.52 – 5.65 (5.08) 4.50 – 5.50 (5.00)
Gems & Jewellery
0.53 – 1.01 (0.77) 0.50 – 1.50 (1.00)
IT Hardware
2.49 – 3.08 (2.78) 2.50 – 3.50 (3.00)
Leather & Leather Footwear 4.88 – 5.72 (5.30) 4.50 – 5.50 (5.00)
Metals & Ores
7.03 – 8.55 (7.79) 6.50 – 7.50 (7.00)
Project Goods
3.18 – 4.23 (3.70) 4.50 – 5.50 (5.00)
Textiles
5.41 – 6.29 (5.85) 4.50 – 5.50 (5.00)
Aggregate Impact
4.73 – 5.72 (5.22) 3.80 – 4.80 (4.30)
Source: Compiled from a Study conducted by PHD Research Bureau

3.

Procedures
1.31
4.16
5.26
4.30
1.53
1.25
6.73
4.60
2.40
5.69
3.72

Total
10.16
16.42
17.10
14.38
3.30
7.03
17.03
19.39
11.10
16.54
13.24

Major Implications on Trade

Under GST, exports are subjected to both Central-GST as well as State-GST. However, GST paid for any
movement of goods deliberated for exports can be fully reimbursed. CGST has subsumed central excise
duty, service tax and additional duties whereas SGST has subsumed value added tax and entry tax
(Octroi). However, export duty has been kept intact.
With the implementation of GST, India’s trade cost structure with major importers in the world is
expected to drop by 3-5 percentage points every year. The major outcome of GST on Indian exports
would be rise in levels of productivity and thereby on competitiveness. With the expected sublime
performance of GST on production process, many of the producers who were reluctant to export due
to the complex filing and refund mechanisms of the multiple tax regime, will embark on exporting their
produce. Another element is based on the productivity level which gets hindered by the inverted duty
structure where producers have to bear high costs due to taxed intermediate inputs made elsewhere
in the country, rendering them uncompetitive compared to low-cost imported product. GST can surely
eliminate such distortive elements and enhance the competitiveness of industry and enable larger
participation in world markets. In addition, government has instigated on implementation of reforms
to further ease the refund process by reimbursing 90% of the refunds within a week’s time, which will
increase both efficiency and effectiveness and will reduce the opportunity cost to an extent.
The overall impact of GST on holistic picture of exports in the coming years turns out to be
accentuating and positive due to the fact that compliance cost will plummet, better functioning of the
administrations, streamlining of refund mechanism, etc. However, there still lie some grey areas where
government needs to be proactive and ensure smooth functioning of the overall GST mechanism, in
case of exports.

PHD Research Bureau

3







Import as the Inter-State Supply: Imports in India will be considered as Inter-State supply and
accordingly will attract the Integrated Goods and Services Tax (IGST) along with BCD and the other
surcharges.
Import of Services: liability of the payment of tax on the service receiver, services are provided by a
person who is residing outside India.
This is similar to the current provision of the reverse charge, where in the service receiver is
required in order to pay tax and file return.
Transaction Value: Currently CVD is charged on the MRP valuation principle. Under the new
regime, IGST include CVD and will be charged on the transaction value.
India’s trade cost at a glance
2010
USA
103.3
UK
107.1
Germany
106.9
Japan
127.5
Singapore
128.0
Spain
137.1
France
113.4
UAE
54.7
South Korea 104.1
Russia
137.1

2014
104.1
97.3
104.1
123.0
130.3
129.7
113.1
56.7
101.0
130.6

Source: PHD Research Bureau; Compiled from World Bank’s Trade Cost Database
Tariffs and Taxation regime is a vital component of Trade Cost. With the implementation of GST, India’s
trade cost structure with major importers in the world is expected to drop by 2-3 percentage points
every year in the first 3 years. The major outcome of GST on Indian exports would be rise in levels of
productivity and thereby on competitiveness.

4.

Illustration to Understand the Import under GST regime

1. Let’s take an example, if ‘X’ imported goods worth of INR 10,000 and incurred some expenses to
produce the final good. 10% of basic customs duty is chargeable on the imported goods, and then
manufactured goods are sold at INR 45,000 plus applicable GST.
2. The cost of goods was 10,000, with additional BCD of 10% of the cost which makes the cost of
imported goods as 11,000 and an additional charge of 5 % (550) CGST and 7 %( 770) SGST of the
cost of imported goods including BCD makes it INR 12,320.
3. When these imported goods are in the states for example 45,000 with CGST on the import of 5%
(2,250) and SGST on the import of 7% (3,150) computes the sale value as INR 50,400.
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5.
Some of the implications for imports and importers by the implementation of GST in
India








6.






7.

Import as the Inter-State Supply: Imports in India will be considered as Inter-State supply and
accordingly will attract the Integrated Goods and Services Tax (IGST) along with BCD and the other
surcharges.
Import of Services: liability of the payment of tax on the service receiver, services are provided by a
person who is residing outside India. This is similar to the current provision of the reverse charge,
where in the service receiver is required in order to pay tax and file return.
Transaction Value: As per the Model GST Law, GST includes Countervailing Duty (CVD) and Special
Additional Duty (SAD). The Basic Customs Duty will continue in order to do its round in the import
bills. BCD has kept outside the purview of GST and will be charged as per the current law
Refund of Duty: Under the new regime, the tax which is paid during the import will be available as a
credit under the “Import and Sale” model. Also, the refund of SAD is available, after doing the
specific compliance; no such restrictions are placed under GST.

Tax structure and ITC in case of exports
GST shall not be charged on goods/services exported from India. In Case, the supply of goods
qualifies as export out of India as per the Place of Supply Rules the transaction shall be treated as
“zero-rated supply”.
The supplier shall be allowed to export the goods/services without charging any tax and can avail
the CGST/SGST and IGST credits paid on inputs and input services.
If the person is unable to utilize the credit then, can go for refund of credits as per section 38 of
proposed Central GST Act, 2016
In a nutshell; imports and exports are going to be covered in IGST. Exports will be zero rated and
refund of ITC shall be allowed. IGST, as well as Basic Custom Duty, shall be leviable on imports.

Potential Challenges



The immediate impact under GST could be on the working capital requirements for the traders as
the tax rates under GST regime are likely to be higher than the current tax rates.



Further, as trading business largely depends on inter-state stock transfers; levy of GST on stock
transfers is expected to contribute to requirements for additional cash outflow.



The stock turnover ratio is also going to play an important part in determining the cash and working
capital requirements as transfers without corresponding sales could lead to locking up of cash in
the form of tax.



Further, the efficacy of the premise of additional credits would largely depend on the timely and
accurate compliances by the vendors and accordingly an efficient compliance tracking mechanism
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not only for self but also for the vendors would be a key aspect for trading business in the GST
regime.


It is also necessary that business houses, irrespective of their size and complexity, would need to
have robust IT systems to ensure adherence with the new compliance requirements. While making
a decision in this regard, business houses would need to keep in mind the cost of laying the IT
systems and cost of compliance vis-à-vis the business benefits to be derived from such a system.

********
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Disclaimer
“GST and its impact on trade” is prepared by PHD Research Bureau to provide a broad view of India’s
foreign trade and investments developments. This study may not be reproduced, wholly or partly in
any material form, or modified, without prior approval from the Chamber.
It may be noted that this book is for guidance and information purposes only. Though due care has
been taken to ensure accuracy of information to the best of the PHD Chamber’s knowledge and belief,
it is strongly recommended that readers should seek specific professional advice before taking any
decisions.
Please note that the PHD Chamber of Commerce and Industry does not take any responsibility for
outcome of decisions taken as a result of relying on the content of this book. PHD Chamber of
Commerce and Industry shall in no way, be liable for any direct or indirect damages that may arise due
to any act or omission on the part of the Reader or User due to any reliance placed or guidance taken
from any portion of this book.

Copyright 2017
PHD Chamber of Commerce and Industry

ALL RIGHTS RESERVED.
No part of this book including the cover, shall be reproduced, stored in a retrieval system, or
transmitted by any means, electronic, mechanical, photocopying, recording or otherwise, without the
prior written permission of, and acknowledgement of the publisher (PHD Chamber of Commerce and
Industry).
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PHD Research Bureau
PHD Research Bureau; the research arm of the PHD Chamber of Commerce and Industry was
constituted in 2010 with the objective to review the economic situation and policy developments at
sub-national, national and international levels and comment on them in order to update the members
from time to time, to present suitable memoranda to the government as and when required, to
prepare State Profiles and to conduct thematic research studies on various socio-economic and
business developments.
The Research Bureau has been instrumental in forecasting various lead economic indicators national
and sub-national. Many of its research reports have been widely covered by media and leading
business newspapers.
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19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
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Thematic research reports
Comparative study on power situation in Northern and Central
states of India (September2011)
Economic Analysis of State (October 2011)
Growth Prospects of the Indian Economy, Vision 2021 (December
2011)
Budget 2012-13: Move Towards Consolidation (March 2012)
Emerging Trends in Exchange Rate Volatility (Apr 2012)
The Indian Direct Selling Industry Annual Survey 2010-11 (May
2012)
Global Economic Challenges: Implications for India (May 2012)
India Agronomics: An Agriculture Economy Update (August 2012)
Reforms to Push Growth on High Road (September 2012)
The Indian Direct Selling Industry Annual Survey 2011-12: Beating
Slowdown (March 2013)
Budget 2013-14: Moving on reforms (March 2013)
India- Africa Promise Diverse Opportunities (November 2013)
India- Africa Promise Diverse Opportunities: Suggestions Report
(November 2013)
Annual survey of Indian Direct Selling Industry-2012-13 (December
2013)
Imperatives for Double Digit Growth (December 2013)
Women Safety in Delhi: Issues and Challenges to Employment
(March 2014)
Emerging Contours in the MSME sector of Uttarakhand (April 2014)
Roadmap for New Government (May 2014)
Youth Economics (May 2014)
Economy on the Eve of Union Budget 2014-15 (July 2014)
Budget 2014-15: Promise of Progress (July 2014)
Agronomics 2014: Impact on economic growth and inflation (August
2014)
100 Days of new Government (September 2014)
Make in India: Bolstering Manufacturing Sector (October 2014)
The Indian Direct Selling Industry Annual Survey 2013-14
(November 2014)
Participated in a survey to audit SEZs in India with CAG Office of
India (November 2014)
Role of MSMEs in Make in India with reference to Ease of Doing
Business in Ghaziabad (Nov 2014)
Exploring Prospects for Make in India and Made in India: A Study
(January 2015)
SEZs in India: Criss-Cross Concerns (February 2015)
Socio-Economic Impact of Check Dams in Sikar District of Rajasthan
(February 2015)
India - USA Economic Relations (February 2015)
Economy on the Eve of Union Budget 2015-16 (February 2015)
Budget Analysis (2015-16)
Druzhba-Dosti: India's Trade Opportunities with Russia (April 2015)
Impact of Labour Reforms on Industry in Rajasthan: A survey study
(July 2015)
Progress of Make in India (September 2015)
Grown Diamonds, A Sunrise Industry in India: Prospects for
Economic Growth (November 2015)
Annual survey of Indian Direct Selling Industry 2014-15 (December
2015)
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India’s Foreign Trade Policy Environment Past, Present and Future
(December 2015)
Revisiting the emerging economic powers as drivers in promoting
global economic growth(February 2016)
Bolstering MSMEs for Make in India with special focus on CSR
(March 2016)
BREXIT impact on Indian Economy (July 2016)
India’s Exports Outlook (August 2016)
Ease of Doing Business : Suggestive Measures for States (October
2016)
Transforming India through Make in India, Skill India and Digital
India (November 2016)
Impact of Demonetization on Economy, Businesses and People
(January 2017)
Economy on the eve of Budget 2017-18 (January 2017)
Union Budget 2017-18: A budget for all-inclusive development
(January 2017)
Annual Survey of Indian Direct Selling Industry 2015-16 (February
2017)
Worklife Balance and Health Concerns of Women: A Survey (March
2017)
Special Economic Zones: Performance, Problems and Opportunities
(April 2017)
Feasibility Study (socio-Economic Survey) of Ambala and Rohtak
Districts in Haryana (March 2017)
Goods and Services (GST): So far (July 2017)
Reshaping India-Africa Trade: Dynamics and Export Potentiality of
Indian Products in Africa (July 2017)
Industry Perspective on Bitcoins (July 2017)
State profiles
Rajasthan: The State Profile (April 2011)
Uttarakhand: The State Profile (June 2011)
Punjab: The State Profile (November 2011)
J&K: The State Profile (December 2011)
Uttar Pradesh: The State Profile (December 2011)
Bihar: The State Profile (June 2012)
Himachal Pradesh: The State Profile (June 2012)
Madhya Pradesh: The State Profile (August 2012)
Resurgent Bihar (April 2013)
Life ahead for Uttarakhand (August 2013)
Punjab: The State Profile (February 2014)
Haryana: Bolstering Industrialization (May 2015)
Progressive Uttar Pradesh: Building Uttar Pradesh of Tomorrow
(August 2015),
Suggestions for Progressive Uttar Pradesh (August 2015)
State profile of Telangana- The dynamic state of India (April 2016)
Smart Infrastructure Summit 2016- Transforming Uttar Pradesh
(August 2016)
Smart Infrastructure Summit 2016-Transforming Uttar Pradesh :
Suggestions for the State Government (August 2016)
Rising Jharkhand: An Emerging Investment Hub (February 2017)
Punjab: Roadmap for the New Government Suggestions for the
Industrial and Socio-Economic Development – Focus MSMEs ease of
doing business (May 2017)
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