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ABSTRACT 

 
This research paper focuses on GST and Demonetisation which are two bold decisions 

taken by the Indian Government. These decisions are described as game changers of the 
Indian Economy. This study focuses on how the GST decision helped in making companies 
tax complaint and also readjust their structure and supply chain networks. And how 
demonetisation helped in leading to boom the cashless payments.It presents on how 
demonetisation helped in paving a better way for GST. These two will render great 
opportunity for customers to relook at their structure and redesign their supply chains. It 
shows the effect of these decisions to combat tax cheating, counterfeiting, corruption and 
terrorism and also focuses on its economic consequences. These decisions affected our GDP 
rates and also had effects on the demand, price and money supply in the economy. Data 
collected for the research is totally based on secondary data and also based on various RBI 
and Tax reports. Finally the paper concludes on how the Government took a bold decision 
which created many hurdles for people in the short run but will prove to be beneficial to the 
country and its economy in the long run.  

Keywords: Demonetisation, GST, Input Tax Credit, MODVAT, black money, 
counterfeit currency 
 
INTRODUCTION 

 
Goods and Services Tax which is commonly referred to as “GST” is consumption based 

tax/levy. It is based on the “Destination principle.” GST is applied on goods and services at 
the place where final/actual consumption happens. Though GST is a tax reform, it is going to 
impact every sphere of business activity, be it procurement, supply chain; IT, logistics, 
pricing, margins, working capital, etc. as a number of business decisions taken are based on 
the current tax structure which may no longer be relevant in the new GST regime.   

On the other hand, Demonetisation which is an act of stripping a currency unit of its 
status as legal tender. The necessity for Demonetisation arises whenever there is a change 
of national currency. The old unit of currency must be retired and replaced with a new 
currency unit. The major motive of this demonetisation is to combat inflation, to combat 
corruption, and to discourage a cash system. Therefore the process of demonetisation 
involves either introducing new notes or coins of the same currency or completely replacing 
the old currency with new currency. 
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DEMONETISATION IN INDIA 
 
On 8thNovember 2016, the Government of India announced the demonetisation of 

all Rs.500 and Rs.1000 banknotes of the Mahatma Gandhi Series. The government claimed 
that the action would curtail the shadow economy and crack down on the use of illicit and 
counterfeit cash to fund illegal activity and terrorism. The sudden nature of the announcement 
and the prolonged cash shortages in the weeks that followed created significant disruption 
throughout the economy, threatening economic output.   

Indian Prime Minister Narendra Modi announced the demonetisation in an unscheduled 
live televised address at 20:00 Indian Standard Time (IST) on 8th November. In the 
announcement, PM Modi declared that use of all Rs.500 and Rs.1000 banknotes of 
the Mahatma Gandhi series would be invalid past midnight, and announced the issuance of 
new Rs.500 and Rs.2000 banknotes of the Mahatma Gandhi New Series in exchange for the 
old banknotes. 
 
EVOLUTION OF GST 

 
GST was launched at midnight on 1st July 2017 through a historic midnight (30 June – 

1 July) session of both the houses of Parliament. Unlike demonetisation, GST has a history of 
evolution. The reform process of India’s indirect tax regime started back in 1986 with the 
introduction of the Modified Value Added Tax (MODVAT), which subsequently morphed 
into proposals of VAT and GST. 

In 1999, Prime Minister Vajpayee set up a committee headed by the then finance 
minister of West Bengal, economist Asim Dasgupta, to design a GST model with a single tax 
rate across the country. The national consultation process and the detailed design work 
continued through different governments and by 2010 it was 80% ready to be rolled out. 

However, with the exit of Dasgupta in 2010 from the GST committee, the progress on 
the nitty gritty of the design was halted.After the Modi government came to power,the newly 
formed GSTcouncil under the leadership of the Union Finance MinisterMr. Arun Jaitley 
rushed to deciding the GST rates within a year. 
 
Different GST Slabs 

 
GST ideally should be a single tax on the supply of goods and services, right from the 

manufacturer to the consumer ensuringthat indirect tax rates and structures are common 
across the country, thereby increasing certainty and ease of doing business. The Centre would 
levy and collect Central Goods and Services Tax (CGST), and States would levyand collect 
the State Goods and Services Tax (SGST) on all transactions within a State, whereas for 
Inter-State transfer the Integrated Goods and Service Tax (IGST) will be levied. The rates 
vary from 0% to 28%. 

Unlike most other countries, however, the GST Councilin India has imposed GST at 
five differentrates, creating anomalies across the board. 
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For example, GST on movie tickets is based on slabs, with 18% GST for ticketsthat cost 
less than Rs.100 and 28% GST on tickets costing more than Rs.100. 

Some products were exempted by the government and remain untaxed under GST, such 
as petroleum products, dairy products, productsof milling industries, fresh vegetables and 
fruits, meat products, and other groceries and necessities. 
Complex Procedure Made Integration Difficult 

The procedure of registering and filing tax returns for GST is rather complex. As the 
system requires everybody along the supply chainto collect tax from the next stage users, file 
returns promptly and claim back the tax paid on the previous stage,it is imperative that the 
whole supply chain act in unison, and that the government issue refunds as promptlyas 
possible; otherwise the firms would run into a serious liquidity problem. 

Small and medium businesses have been suffering particularly as they face substantial 
fixed costs of transitioning to the new system - record keeping, hiring accountants and filing 
returns. 
 
ECONOMIC CONSEQUENCES OF DEMO-NETISATION OF 500 AND 1000 RUPEE 
NOTES 

 
People who have black money were mostly in pithole. Either they had to go to banks to 

exchange their money into new forms of notes and get under the government radar. Else they 
forget the money because it will turn into useless paper soon. The following are the chief 
economic consequences: 

1. Effect on parallel economy:  The removal of these 500 and 1000 notes and 
replacement of the same with new 500 and 2000 Rupee Notes is expected to - 

 remove black money from the economy as they will be blocked since the owners 
will not be in a position to deposit the same in the banks; 

 temporarily stall the circulation of large volume of counterfeit currency; and  
 curb the funding for anti-social elements like smuggling, terrorism, etc. 

2. Effect on Money Supply:  With the older 500 and 1000 Rupees notes being 
scrapped, until the new 500 and 2000 Rupees notes get widely circulated in the 
market, money supply was expected to reduce in the short run. However gradually 
as the new notes get circulated in the market and the mismatch gets corrected, 
money supply picked up. 

3. Effect on Demand: The overall demand is expected to be affected to an extent. The 
demand in following areas is to be impacted particularly the Consumer goods,Real 
Estate and Property, Gold and luxury goods and Automobiles (only to a certain 
limit). All these mentioned sectors faced certain moderation in demand from the 
consumer side, owing to the significant amount of cash transactions involved in 
these sectors. 
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4. Effect on Prices: Price level is expected to be lowered due to moderation from 
demand side.  

5. Effect on various economic entities:  With cash transaction lowering in the short 
run, until the new notes are spread widely into circulation, certain sections of the 
society faced short term disruptions in facilitation of their transactions. These 
sections were Agriculture, Small traders, Services Sector, Households, 
Professionals, Retail outlets, etc. 

However in the long term, this is likely to drive several benefits for the economy. India 
has made the first move from cash economy to a digital economy. Larger amount of savings 
and cash will find a way into the mainstream economy and be deployed for physical and 
financial asset creation. Use of digital currency and payment systems driven by UPI, wallets 
and cards creates enormous transparency and paves way for faster evolution of Fintech 
companies in India especially in transactions and Online lending space.  
 
DEMONETISATION PAVING BETTER WAY FOR GST 

 
The 8th of November, 2016 was an important day in the calendar of Indian reforms. On 

this day, a significant milestone in the implementation of the Goods and Services Tax 
Network (GSTN) portal was achieved with over 80 lakhs of indirect tax assesses starting to 
shift to the portal. There is also a striking similarity between the aims of demonetization and 
GST. Here are some points to consider: 

1. A planned step: Much is said of demonetisation being a planned step, rather 
than a haphazard decision that might have been arrived within a span of one 
week. It is said to continue from the Jan Dhan Yojana, Income Declaration 
Scheme, conversion of local post offices into semi banks and then the 
announcement on the same day when the GSTN portal’s biggest step into its 
implementation had commenced. 

2. The Bull’s Eye: GST had hit the target of traders making them aware that 
each of their transactions would be tracked. With demonetization announced 
at the same time, the cumulative effect was to make the ‘target people’ 
worried and uncomfortable, thus trying to find new options and solutions. 
However, the real target had been to get all the hoarded cash into the 
circulation and also to have all the tax payers on-board into one single 
system. One of the most important functions of GSTN includes running the 
engine for matching, reversal and reclaim of input tax credits. 

What does this mean for GST? 

 GST is yet again one more reform in the Indian economy which is to assist India in 
moving further to the goal of a digital India, encouraging paperless transactions by ensuring, 
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Electronic Tax Liability Register, E-Register for Cash Payments, Credits, mandating proper 
documentation and record keeping 

GST will encourage more dealers to register under indirect tax acts. Buyers of goods 
can avail themselves of Input Tax Credits (ITC) only on purchases made by them from a 
registered dealer. With this incentive structure in place, buyers will not buy from an 
unregistered dealer if the option to buy from a registered dealer exists. Dealers who do not 
cross the registration threshold may not register initially, unless they belong to e-commerce 
industry. But when buyers will refuse to buy from unregistered dealers, even the dealers 
below the registration threshold will find it economically necessary to register, in order to 
survive in the market. Eradication of black money will force dealers to come into the light, as 
no buyers will exist for them.Registration of every dealer will help to automate the process, 
which is a prerequisite for GST and will help achieve the aim of unifying the Indian market 
by identifying each commercial transaction. 
 
EFFECT OF DEMONETISATION IN INDIA 

 
The role of cash and high-value bank notes in the Indian economy cannot be 

understated. According to Reserve Bank of India (RBI) figures, as of March 2016 currency in 
circulation amounted to Rs.16,415 billion. Of this, Rs.500 notes accounted for 47.8% in value 
and Rs.1000 notes another 38.6%. Together, they were more than 86% of the value of the 
notes in circulation. RBI data shows that in 2015-16, almost 6.5 lakh in counterfeit notes 
were detected in commercial banks, of which almost 4 lakhs were in the Rs.500 and Rs.1000 
category.1 

Demonetisation placed a temporary brake on illegal transactions in cash until operators 
figure out alternative ways of financing such transactions. The aim behind the government’s 
action was to combat tax cheating, counterfeiting and corruption. The goal of this move is to 
clean transactions, to clean money.  

Not unexpectedly, implementation of demonetisation and GST have inflicted serious 
harms on the economy. The GDP growth rate dropped for five consecutive quarters. The 
economy grew by 5.7% in the first quarter of 2017-18 after growing by only 6.1% in the 
previous quarter.This growth rate was unexpected as the Central Statistics Office earlier in 
January had estimated 7.1% growth as compared to the 7.6 % in 2015-16. With this March 
quarter report, India lost its status as the world's fastest growing major economy.2 

By the end of August 2017, 99% of the banned currency had been deposited in banks. 
Only approximately Rs.14000 crore of the total demonetised currency had been discarded, 
leading analysts to state that the effort had failed to remove black money from the economy.  

While GST had been hailed by most quarters as a good policy to boost the economy, 
multiple rates, anomalies and complex procedures involved have seriously dented the 
business confidence, production and exports. 
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DEMONETISATION DIDN’T ACHIEVE INTENDED OBJECTIVE 

 
With a surprise announcement on the night of 8 November 2016, Prime Minister Modi 

banned all Rs.500 and Rs.1000 banknotes, invalidating 86% of the country’s currency in 
circulation. The initial stated goal was to curtail black money, counterfeit currency and 
terrorism. Chaos followed on the streets, the country plunged into severe currency droughts 
and many lives were lost. 

The banking system got overwhelmed. Cash dependent informal sector suffered severe 
losses in employment and earnings. 

After a brief six-month spike in digital payments, India largely returned to its previous 
cash-reliant self, but only after losing 1.5 % of its GDP growth rate. Indeed, as critics feared, 
it was a huge price to pay only to discover that 99% of the banned notes returned home3 and 
that digital banking will remain a pipe dream, until and unless internet connectivity radically 
improves, and most people have enough income to bank in the first place. 
 
CONCLUSION 

 
Thus GST will form a virtually unbreakable chain of transactions right from the initial 

raw material, till the goods are sold to the consumer. Demonetization on the other hand was a 
humongous reset button on the parallel economy, where every crook was forced to start 
afresh. It is like pulling some runners back to the starting line, because they got ahead in the 
race using unfair means. But nothing stops these runners from using the same means again 
and darting ahead. But the only things that can stop these runners, or make them slower, are 
hurdles. And GST was one such major hurdle. Till now GST’s marketing has only been that 
of “One Nation One Tax”. Something which will render defunct, a complex system of taxes 
which was created over many years, and unite it into one single, business friendly, consumer 
friendly tax regime. While this is true, GST deserves more credit than this. The only future-
oriented effect of demonetisation will be, once a person deposits a huge sum of cash in the 
bank, the tax authorities are instantly alerted that this person has so much wealth, hence he 
can remain on the radar in the future. GST, like demonetisation, would be another case of 
short-term pain for long-term gain. So we need to be prepared for the usual suspects to rake 
all sorts of issues about GST and just to stall it.  
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