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To avoid the chaos of direct and indirect taxes, the Indian Government introduced the Goods and
Services Tax. At an organisational level, GST has an impact on the entry barrier of a firm as well as
its performance in the equity market. At the country level, the equity market responds to regulatory
activities. In 2017, the government proposed a destination-based tax on goods and services to
mitigate the drawbacks of having many indirect taxes. This study aims to give a theoretical review of
Value Added Tax (VAT) and its features and compare and contrast the two to show how beneficial
GST is compared to VAT and what advantages it has over the previous tax system. The influence of
GST on the Indian stock market is further examined in this study. Bombay Stock Exchange sectoral
indices have been considered to investigate the effect of GST on the stock market. The findings
demonstrate that every sectoral index was impacted because of GST. The automotive sector had
greater systematic risk, whereas the FMCG sector responded positively, with increased systematic
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risk and the chance of better returns. The IT industry faced a systemic risk, most likely due to fears
about rising tax rates. Government regulation, along with sector-specific characteristics, showed an
impact on the performance of companies.

Keywords: Regulatory Interventions, GST, Sectoral Indices, Stock Market, Equity Market

JEL Codes: G1. G2, E62/ E63, H3

Introduction:

The Goods and Services Tax (GST) was first implemented by France after the second world
war. Later on, the other countries followed and adopted the GST (Shaari et al., 2015). The
Goods and Services Tax (GST) is a progressive consumption tax applicable on goods and
services. The introduction of GST repeals several other taxes which have cascading effect
on consumer pocket and brings one tax common for all. This feature makes tax system
more efficient and transparent and simplifies the tax administration and promotes economic
growth. Therefore, many other Asian countries repealed antiquated tax system and adopted
GST (such as Malaysia).

Earlier studies have shown that the GST implementation affects the firm performance
(Palil et al., 2013). For example, GST impacts the firm’s financial performance, and
managerial operations. Similarly, it also impacts the household’s saving behavior and
consumption behavior. This is because GST affects the consumer perception of the goods
(Ramkumar, 2018). GST also affects the consumer price index (Valadkhani, 2005).
Furthermore, GST affects the economic growth positively in developing countries and
negatively in developed economies (Abd Hakim et al., 2016). Therefore, GST has both
good and bad affect on the economy.

Over the past decade there has been several financial and tax reforms in India such as
enacting the Companies Act 2013, adopting International Financial Reporting Standards
(IFRS) in 2016, demonetization, implementing GST and angel tax etc. Implementing the
GST became essential once it was realized that tax reforms were desperately needed to
boost the nationys GDP (Nayyar & Singh, 2017). Our study focuses on the implementation
of GST in India. We present the chronology of events of implementation of GST in Table
1. The table outlines the significant milestones and decision-making processes involved in
the journey toward GST implementation.

Table 1: Chronology of Events Towards Implementation

Date Event description

8" November,2012 Committee on GST design and Empowered committee consisting of State Finance
ministers

218 January,2013 The committee submitted its report based on which the empowered committee

suggested certain amendments.

7t August, 2013 The parliamentary committee submitted its report to Lok Sabha and drafted a
suitably revised amendment bill.
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Date Event description

19" December 2014 Bill introduced in Lok Sabha

06" May 2015 Bill passed by Lok Sabha

22 July 2015 A select committee of the Rajya Sabha submitted its report.

8th September, 2016 GST council was framed after clearance from the Honorable President of India.
15t July, 2017 GST was implemented in India.

Source: Author’s Compilation

On November 8, 2012, the Committee on GST Design and an Empowered committee
comprising State Finance ministers were established. These committees were responsible
for designing and formulating the GST framework for India. On January 21, 2013, the
Committee submitted its report, which served as the basis for the empowered committee
to propose certain amendments to the GST design. Moving forward, on August 7, 2013,
the Parliamentary Committee submitted its report to the Lok Sabha (the lower house of the
Indian Parliament). As a result, the draft amendment bill was suitably revised based on the
recommendations provided in the committee’s report. Subsequently, on December 19,2014,
the GST bill was introduced in the Lok Sabha for further discussion and consideration. The
progress continued as the bill passed the Lok Sabha on May 6, 2015, indicating the approval
of the lower house of the Indian Parliament. On July 22, 2015, the Select Committee of the
Rajya Sabha (the upper house of the Indian Parliament) submitted its report, contributing
to evaluating and refining the GST bill. As the process moved forward, the GST council
was formed on September 8, 2016, after receiving clearance from the President of India,
a crucial step in institutionalizing and governance the GST system. In 2009, the Kelkar
committee played a pivotal role in encouraging the implementation of GST in India. The
committee recommended measures for ensuring tax equity and reducing tax compliance
costs for businesses. After more than 12 years since the Kelkar Tax report, GST was finally
implemented on July 1, 2017.

India has been chosen as the study’s focal point due to its dynamic financial reforms
and their effects on the market. According to Singhania and Girish (2015), the stock market
is a gauge of the Indian economy since it reflects investor mood and economic performance.
As a result, this study looks at how the GST, a structural reform, has affected several sector
indexes of the Indian stock market. Although earlier studies have employed event study
methodologies to examine the effects of GST on India’s National Stock Exchange (Girish,
2019), there is a deficiency in examining the varied consequences on different industries at
different points before and after the implementation of GST.

This study suggests a novel method, using the Event Study Methodology, to document
the various phases of the GST rollout and assess the cumulative anomalous returns and
systematic risk connected with the events surrounding the GST bill in India from 2012
to 2017. Through a thorough analysis of these phases, the research seeks to evaluate
the importance of the GST bill’s implementation process at each stage and comprehend
investor expectations for the reform’s results. The results will help clarify the significance
of the Goods and Services Tax (GST) implementation in India and its effects on various
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economic sectors. This research aims to help the financial market make more informed
decisions by offering insightful information about investor behaviour and expectations
related to GST-related events.

Review of the literature

The objectives of implementing GST are to streamline the tax system, facilitate corporate
transactions, improve tax compliance, and establish a single national market. Before the
introduction of GST, the system had numerous flaws, including a lack of uniformity,
transparency, and difficulty in determining the type of transaction (Pandit, 2017). Because
more firms are now subject to taxes, the GST has raised tax compliance and formalised
the economy. The tax revenue base has expanded, benefiting the government in achieving
fiscal consolidation. Taxpayers’ non-compliance attitudes are one of the reasons for
bringing GST to India. In 1991, the Raja Chelliah Commission in India started tax reforms
to counter the non-compliance attitudes of taxpayers (Rao, 2016). A systematic literature
review conducted by Deb (2018) opined that the purpose of GST is to raise capital,
encourage entrepreneurship, and cut down personal income tax rates.

GST simplified business by streamlining the tax administration process and eliminating
tax cascading (Revathi & Aithal, 2019). GST is a tool to curb tax terrorism. It follows a
dual GST model, with the Central GST (CGST) levied by the central government and the
State GST (SGST) imposed by the state governments.

The Integrated GST (IGST) is levied on inter-state transactions. As a result, it
substantially negatively impacts FMCG compared to MSME and IT sectors. IGST is
applicable on interstate branch transfers, which further results in the blockage of funds.
This will further impact operational issues, resulting in a price hike and profit margin
fluctuations (Pandit, 2017). Businesses, including tiny and medium enterprises (SMEs),
faced initial difficulties adapting to the new tax regime and understanding compliance
procedures. Issues related to GST return filing, input tax credit (ITC) reconciliation, and
tax evasion have been areas of concern. Few academicians critiqued tax rates approved
by the government (Rajendran & Nedelea, 2020). They opined that the tax rates further
complicated the tax scenario. Prakash et al. (2020) further emphasised how GST hurt the
textile and Agri sectors. When it comes to the service sector, there are both positive and
negative effects. Relief from double taxation and clarity for the software industry regarding
the demarcation between products and services are some positives. The burden of public
education and increased cost to the end consumer are a few negatives (Patwardhan, 2018).
Within the service sector, insurance products have different dynamics. They are significant
setbacks to the country’s revenue generation. Further, the higher tax rates discouraged
customers from investing in insurance products (Patwardhan, 2018). However, the service
sector has an edge over manufacturing (Guna and Anuradha, 2021). The micro and small
units (MSMEs) faced a critical situation because of compliance costs (Ghosh, 2020).
However, by December 2017, 97 lakh businesses were registered under the GST regime.
The input tax credit has significantly motivated the meteoric rise in registrations.

GST has had an impact on consumer behaviour as well (Perween & Hajam, 2021).
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The new tax structure has influenced prices and consumption patterns, albeit with varying
effects across different sectors and consumer segments. It influenced supply chain
dynamics, leading to price fluctuations and adjustments. There is scope for further reforms
and improvements in the GST system. Bala (2018) identifies several areas that need
attention, including rationalising tax rates, lowering the difficulty of compliance, fixing
technological issues with the GSTN system, and expanding the tax base. Furthermore,
there is still debate and possibilities for future revision about including energy, real estate,
and petroleum products under the purview of the Goods and Services Tax. The most
significant change to the nation’s indirect tax structure is the Goods and Services Tax
(GST). In general, introducing GST in India has changed the country’s tax system by
encouraging uniformity, simplification, and transparency (Pandit, 2017). It keeps changing
as stakeholders and the government strive to improve its efficacy and overcome obstacles
to help the Indian economy and enterprises.

Data and Methodology

This study aims to quantify the change in systematic risk for these sectors due to
implementing the GST Bill and explore how industrial sectors have responded to various
regulatory interventions for the government’s implementation of the Goods and Services
Tax (GST). The technique of Sorokina and Thornton (2016), which extends the market
model to assess the response of sector indices to the GST Bill, is the foundation of the
study’s methodology. Sorokina and Thornton (2016) used an event research approach that
considers notifications and records different changes in financial regulations throughout
the investigation. Because of the rules about cryptocurrencies, this methodology offers
flexibility in computing cumulative anomalous returns and reflecting variations in
systematic risk. This study measures the long-term impacts of all government regulatory
actions related to adopting the GST. The event effects are evaluated in three different
timing strata:

The beta (market risk) and alpha (abnormal returns) changes are examined at the start
of the regulations.

Abnormal market returns during the days of regulatory announcements are analysed.

After the regulations, the reaction is measured through a change in alpha and beta after
finalising the draft regulations.

The Bombay Stock Exchange index (BSE Sensex) is a proxy for the Indian equity
market. The BSE Sensex is a free-float market-weighted index that tracks the share prices
of 30 reputed and financially significant companies representing the Indian economy(BSE,
2017). Therefore, the sector indices of the BSE are considered for this study. Similar to the
methodology used by Sorokina and Thornton (2016), control variables such as the foreign
exchange rate (measured as the dollar per rupee) and the interest rate (represented by the
Government of India bond rate) are incorporated.

The model equation used in this study is depicted as follows:

Ry = ocg + oty (STA) + o<y (EN) + B (STA*Rg,) + B (EN*Rgy) +
B3ia (ET,) + Bai (Rgy) +Bsi(Rfe) + Bei(Rgw) + &t
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Where,
Ry = Daily returns on the Industry index
STA = Before/after the start of the GST committee dummy (0-before, 1-after)
EN = Before/after the GST Bill implementation dummy (0-before, 1-after)
Rg= BSE Sensex daily return
Rf.,= Exchange rate dollar per rupee
Rg.= Bond rate of Government of India

Data from 108 trading days before and after the start of the event window (1 day before 08
November 2012) to 108 trading days after the end of the last event window (1 day after the
finalisation of the GST Bill, 2017) has been extracted. A three-day event window (-1,+1)
has been considered for the study.

The model interpretation can be explained as follows:

o — intercept, market model alpha.

ay; — difference in alpha prior and post the cryptocurrency regulation

o,; — difference in alpha prior and post the finalisation of GST Bill, 2017

B 1;— the difference in beta after introducing the GST Committee.

B,; — difference in beta after the finalisation of GST Bill, 2017.

B 5;— explains cumulative abnormal returns for the event window.

B 4> B s; and B 4; are coefficients of control variables, market return, exchange rate and
bond rates.

Results and Discussion

The results of the multivariate regression analysis were first examined for the absence of
heteroskedasticity, which is crucial for linear regression. It was found that there was no
significant Heteroskedasticity at a 5% level of significance for the models. Therefore, the
analysis proceeded with the results, focusing on the statistical significance sectors. Some
sectors could not be included in the analysis due to the unavailability of data for the study
period. The results from the multivariate regression analysis presented in Table 2 provide
valuable insights into the relationship between BSE indices and various variables in the
FMCG, IT, and AUTO sectors.

Table 2: Results of Multivariate regression for BSE Indices

Variables FMCG IT AUTO
Rg. 0.0099 (0.776) -0.1769(0.000) *** -0.0052 (0.886)
R, -0.0139 (0.780) -0.1193(0.006) *** 0.0929 (0.079) *
R, 0.5512 (0.000) *** 1.3097(0.000) *** 0.3426(0.001)
STA -0.0013 (0.121) 0.0012(0.859) -0.0008(0.353)
EN -0.0004 (0.593) 0.0002(0.725) -0.0018(0.033) ™
ET -0.0009 (0.561) -0.0008(0.523) -0.0036(0.041)"

STA* R, 0.1593 (0.111) -0.0608(0.482) 0.3233(0.002) ***
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Variables FMCG IT AUTO
EN* Rg, 0.5818 (0.000) *** -0.2568(0.049) ™" 0.7197(0.650)
Observations 1309 1309 1309
R? 0.3919 0.7360 0.3088
Heteroskedasticity No No No

Source: Author’s calculations.

The variables Rg,; and Rf; in the auto industry were negatively correlated and statistically
significant, suggesting that the cumulative abnormal returns related to the GST bill and
the post-GST implementation were insufficient to meet investors’ expected returns.
Nevertheless, it is crucial to remember that the GST bill passage resulted in a notable rise
in systematic risk. This implies that investors saw favorable market circumstances and
consumer sentiment despite the absence of notable anomalous returns since they expected
car costs to decline and sales to increase (Nayyar & Singh, 2017). However, the FMCG
industry showed a high level of systematic risk after the GST was implemented, indicating
that the GST law was well-received. According to earlier research (Jain, 2013), the FMCG
industry’s excise tax cut could result in a 19% rise in the rate of return. According to this
research, FMCG investors supported the GST bill because they anticipated a beneficial
impact on profitability and returns. On the other hand, after implementing GST, the IT
sector faced unfavourable systematic risks. This suggests that product prices could have
increased because of the higher tax rates on the bill (Adhana, 2015). Investor perception
of a possible fall in profitability or market circumstances for IT companies following the
implementation of the GST bill is indicated by the negative link between the returns of the
IT sector and the factors connected to the GST. It is important to remember that the findings
in Table 2 are derived from a sample of 1,309 observations for every sector. According
to the R2 values, the variables included in the regression models can explain a significant
variation in the BSE indices for the corresponding sectors. Additionally, the “No” under
Heteroskedasticity indicates no heteroskedasticity, indicating that the regression models’
assumption of equal variance is valid.

Overall, the results show how the GST bill and its implementation have affected
the FMCG, IT, and AUTO industries differently. While the FMCG sector responded
favourably with higher systematic risk and the possibility of more significant profits, the
auto industry saw a rise in systematic risk. However, the IT industry was exposed to adverse
systematic risk, maybe due to worries about increased tax rates and how they would affect
the cost of goods. These findings advance our knowledge of how sector-specific variables
and governmental regulations might affect various industries’ stock market financial
performance. Several robustness tests were carried out to guarantee the correctness and
dependability of the results. The Huber White Sandwich Estimator was used in one of these
tests, and Table 3 shows the outcomes. Applying the Huber white sandwich estimator did
not alter the results obtained from the previous regression analysis. The coefficients and
significance levels remained consistent across the FMCG, IT, and AUTO sectors.
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Table 3: Results of Huber White sandwich estimator for BSE Indices
Variables FMCG IT AUTO
Rg, 0.0099 (0.839) -0.1769(0.002) *** -0.0052 (0.894)
Rf,, -0.0139 (0.817) -0.1193(0.077) ™ 0.0929 (0.085) *
Ry, 0.5512 (0.000) ™" 1.3097(0.000) *** 0.3426(0.000)
STA -0.0013 (0.131) 0.0012(0.829) -0.0008(0.207)
EN -0.0004 (0.635) 0.0002(0.614) -0.0018(0.074) **
ET -0.0009(0.491) -0.0008(0.394) -0.0036(0.055) "
STA* Ry, 0.1593(0.129) -0.0608(0.454) 0.3233(0.001) ***
EN* R, 0.5818 (0.017) ™" -0.2568(0.016) ** 0.7197(0.747)
Observations 1309 1309 1309
R? 0.3919 0.7360 0.3088
Heteroskedasticity No No No

Source: Author’s calculations

The estimated coefficients for the variables Rgct, Rfct, RSt, STA, EN, ET, STARSt, and
ENRSt are presented for each sector. While the magnitude and statistical significance of the
coefficients may vary, the overall patterns and relationships between the variables remain
unchanged. The observations for each sector remained the same, with 1,309 observations
utilised in the regression analysis. The R-squared values indicate that the regression models
explain a significant portion of the variation in BSE indices for the respective sectors.

Furthermore, the absence of Heteroskedasticity, indicated by the “No” under
Heteroskedasticity, suggests that the assumption of equal variance holds even after
employing the Huber white sandwich estimator. Overall, the robustness test results using
the Huber white sandwich estimator confirm the stability and reliability of the initial
findings. This additional analysis provides further confidence in the relationships and
statistical significance observed in the regression models.

Table 4: Results of seemingly unrelated regression estimator for BSE Indices

Variables FMCG IT AUTO
Rg 0.0099 (0.776) -0.1769(0.000) *** -0.0052 (0.886)
Rf: -0.0139 (0.780) -0.1193(0.006) ™™ 0.0929 (0.079) *
Rg; 0.5512 (0.000) *** 1.3097(0.000) *** 0.3426(0.001)
STA -0.0013 (0.121) 0.0012(0.859) -0.0008(0.353)
EN -0.0004 (0.561) 0.0002(0.725) -0.0018(0.033) ™
ET -0.0009 (0.491) -0.0008(0.394) -0.0036(0.040) **
STA* Rg; 0.1593 (0.111) -0.0608(0.482) 0.3233(0.002) ***
EN* Rg, 0.5818 (0.000) "™~ -0.2568(0.049) ™ 0.7197(0.650)
Observations 1309 1309 1309

R? 0.3919 0.7360 0.3088
Heteroskedasticity No No No

Source: Author’s calculations
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The analysis’s equations were estimated using the seemingly unrelated regression (SUR)
technique. The estimated coefficients for each variable in the FMCG, IT, and AUTO
sectors are presented in Table 4 as a consequence of the SUR model. Compared to earlier
regression models, the magnitude and statistical significance of the coefficients stay the
same, demonstrating the stability of the relationships between the variables. One thousand
three hundred nine observations were used in the SUR estimation, with the number of
observations for each sector being constant. According to the R-squared values, the
SUR models can explain a significant amount of the volatility in the BSE indices for the
corresponding sectors. Moreover, the “No” under Heteroskedasticity, which denotes the
lack of heteroskedasticity, implies that the assumption of equal variance remains valid even
after using the SUR method. The outcomes of the SUR estimator confirm the correlations
and statistical significance noted in the regression analysis, offering more proof for the
preliminary conclusions. Because the SUR model considers potential cross-equation
dependencies and captures the interdependencies across the sectors, it further increases
the validity and reliability of the conclusions. Overall, the SUR estimation results show
the stability and robustness of the conclusions, validating the relevance and correlations
between the variables in the FMCG, IT, and AUTO sectors.

Conclusion

This study investigates the equity market response to the Goods and Services Tax (GST)
rollout in India. The study employs multivariate regression analysis and event study
techniques to examine the effects of the GST law and its implementation on sector-specific
indices of the Bombay Stock Exchange (BSE). The main finding is that the different sectors
responded differently to the GST rollout. This implies that investors in different sectors
have different expectations of the GST. For example, the auto industry in India didn’t give
significant returns in the event window. This may be because the GST rollout positively
affected consumer attitudes, as they expected a fall in prices. Thus, there was an expected
reduction in prices. However, a rise in systematic risk in the implementation of GST has
hampered the market and degraded investor sentiment. In total, we found that the GST has
anegative effect on auto sector indices. The FMCG sector responded positively to the GST
bill, resulting in greater investor returns and profits. This may be because of a decrease
in excise duty on FMCG products and a reduction in cascading taxes on overall FMCG
products. However, the IT sector index responded badly to the GST rollout. This shows that
the GST rollout doesn’t make IT investors happy. This may be because GST could hurt the
profitability of IT companies, and higher taxes could increase the price of IT products. The
study implies that the GST rollout has a differential effect on sectoral indices. The findings
show that various industries’ responses to the regulatory interventions varied, which
reflects the wide range of effects of GST on various businesses. These findings advance
our knowledge of how sector-specific characteristics and governmental regulations might
affect the financial performance of various stock market industries.
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Policy Implications

This study has important policy implications for investors, policymakers, and academicians.
From our study, investors can become cautious of upcoming policy changes and their effect
on sectoral equity indices. It is evident that the tax policy changes will have different effect
on different sectors and investors should put their money before the rollout in sectors which
will have overall positive sentiment. The study also helps regulators about the consequences
of financial and tax related decisions by the policymakers. Hence, the future policy can be
made that is better suited to all. Policymakers should design and implement regulatory
interventions with various industries’ distinct characteristics and dynamics in mind. The
disparate market reactions across sectors highlight the necessity for investor education and
understanding of the possible effects of regulatory changes. When creating and executing
regulatory interventions, policymakers should consider various industries’ various
features and dynamics. The different responses from different market sectors highlight
the importance of educating and informing investors about the possible consequences of
regulation changes. Investors should be aware of the sector-specific risks and possibilities
connected to policy reforms to enable them to make wise investment decisions. In order
to foster growth and reduce risks, the study emphasizes the significance of offering sector-
specific support and incentives. For academicians, the study gives a wonderful opportunity
to extend the understanding of GST implementation on industry-level changes in corporate
management such as working capital management, investment, etc. Going forward, the
event study analysis gives promoters a greater understanding of how investors respond to
different voluntary and involuntary events. Structural changes and their reactions will also
help regulators to come up with more rational decisions.
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