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Abstract

Goods and services tax (GST) is one of the most significant tax reforms since independence;
GST has ushered in an era of unified indirect tax regime on 1 July, 2017 for a great step towards
transformation and transparency. It is a tax to replace all the other indirect taxes (almost). It aims to
| integrate the country economically and convert it into a single unified market .It may have a negative
impact on the informal sector, as lakhs of small scale entities with more than Rs twenty lakh annual
turnovers have to register under GST network (GSTN). It also changes the orientation of the tax
base; from an origin-based taxation to a destination-based one. On the arrival of GST, the Small
scale and Informal sectors has forced to revamp their strategies, systems, supply chains and costing
apart from meeting the quality standards as per international norms. The overall impact of GST on
? Small scale and Informal sectors has to be reviewed by the Centre and the States periodically, and
‘. any adverse impacts observed should be addressed at appropriate times for the success of new tax
!_ regime. _
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1. INTRODUCTION :
The Goods and Services Tax (GST), that came into effect on 1% July, 2017, has been lauded
as the most comprehensive contemporary reform of Indian indirect taxation. Aimed at creating a
common, unified and integrated domestic market, allowing the free flow of goods and services
across state lines, GST is supposed to deliver Indian industry and thereby the economy the
competitive edge apparently-lacking till now. Reality is entirely different from the picture painted by
government. GST by creating platform’ conducive.to_economies of scale and nullifying regional
tariffs is both conceptually and practically advantageous to big business-and detrimental to the
informal sector and small businesses.These groupings, informal and small, though quite differen
have some degree of overlap. Informal business is overwhelmingly small but not all small businesses
are informal. GST’s impact on these groups is quite different both with regard to extent of impact or
in terms of results sought.
1.1 Small Scale Industry under GST
~ Small Scale Industryin India is defined, on the basis of investment in plant and machinery, as
either micro, small or medium enterprises. These, collectively called the MSME sector, form the
backbone of the Indian economy. These are the industrial undertakings having fixed investment in
plant and machinery, whether held on ownership basis or lease basis or hire purchase basis not
1.2 Informal sector ‘ £
 ILO defines “informal sector” as consisting of units engaged in the production of goods or
services with the primary objective of generating employment and incomes to the persons.
concerned. The units operate at low level of organization, with little or no division between
labour and capital as factors of production and on a small scale. Labour relations— are based
mostly on casual employment, kinship or personal and social relations rather than contractual
arrangements with formal guarantees.In India, the National Commission for Enterprises in the
Unorganized Sector (NCEUS) made an important distinction between organized or formal and
unorganized or informal employment - “Unorganized workers consist of those working in the
! unorganized enterprises or households, excluding regular workers with social security benefits,
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2. RATIONALE OF THE STUDY L ok v
The repercussion of GST on macroeconomic indicators is likely to .t.Je very positive in the
medium-term. Inflation would be reduced as the cascading (tax on tax) effect uftaxes w*oyld be
eliminated. The revenue from the taxes for the government is very likely to increase with an
extended tax net, and the fiscal deficit is expected to remain under the che_cks. Moreover, exports
would grow, while FDI (Foreign Directlnvestment) would also increase. Thf: mdus?ry leaders btlehevc
that the country would climb several ladders in the ease of doing business with the implementation of
the most important tax reform ever in the history of the country. GST is meant to bring every indirect
form of tax under one roof. For small and medium sized businesses, owners or manufacturers have to
take care of different taxes and have to run to various departments to fulfil all the tax-related
documentations. Some file different taxes biannually, annually, half-yearly, etc. The more the
departments, the more is the harassment. Currently, the total tax levied b.y the central and the state

governments add up to 32%, but with the implementation of GST, the business owners have to pay a

much lower tax of around 18-22 percent. Moreover, they do not have to pay different taxes to

various departments. It makes the job very much easier for every business owner.
2.1 Direct impact of GST on small scale and Informal sector : ;

* GST will help and ease the process of starting a business in India. Earlier, every business in
India was required to obtain VAT registration, which differs in every state, and the rules and
regulations are different. Thus it was a very confusing procedure. However, under GST, the
businesses have to only register for GST which will have a centralized process, similar to
service tax. _ e g :

» Currently, for any business, it is mandatory to make a VAT payment if the annual turnover is
more than 5 lakh in few states and 10 lakhs in few other states. This difference in various states
creates confusion. Under GST a business does not have to register or collect GST if the annual
turnover is 10 lakh. This is applicable to every state. This will allow many small businesses
which have a turnover between 5 lakh — 10 lakh to avoid applying for the GST return.

e GST allows small and medium business to do business with case in India, due to the less

complexity. The distinction between the services and goods will be gone, and this will make
compliance easier. :

3. RESEARCH PROBLEM
The conception of GST is the leading tax reform in decades throu

has been taking diminutive steps to meet its target of rolling out GST on July 1%, 2017. The role of
research intends to focus on indulgent concept i X and its impact o 11
scale and informal sector in India ¥ st

3 - L aperson is bound to be rep;
Act of his respective st registered for GST h
Act. The Registrafion of‘:lg S‘,"I"hefe he perform his business work,
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“s. OBJECTIVES OF THE STUDY

l. To study the ?mpact of G.S.T on small industries in India
2. To study the impact of G.S.T on Informal sector
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6. ANALYSIS AND INTERPRETATION OF DATA
6.1 Impact of G.S.T on small industries in India

The newly implemented GST regime is influencing on small industries which is shown in the
table belowGST’s impact on the MSME sector is tri-pronged. The first involves a substantial
reduction in theturnover based exemption threshold. Turnover exemption under Indian indirect
taxation, be it excise, service tax or VAT, even GST, is generally two tiered. The bottom tiers are
those enterprises completely exempted from taxation and compliance while the upper is partially
exempted by a reduction in the rate of taxation and level of compliance. This partial exemption could
be generally applied to all eligible assesses or only to particular categories of assesses.

It is evident from the Table.] that GST severely reduces the excmptlon to manufacturing in

the MSME sector. 75 lakh (including the partial exemption) may cover micro enterprises and the
bottom part of small, but medium and the upper section of small manufacturing has had its
exemption stripped away and is being treated on par with big business. Even manufacturing units
with turnover between 20 lakh and 75 lakh in spite of retaining a partial exemption, are burdened
with a non-transferable tax rate of 1%. As all indirect taxes are ideally transferable to customers via a
hiked price and not actually borne by the enterprise, this 1% directly touches the profitability of
micro and small enterprises to which it applies. Also, those under a composition scheme (partial
exemption under GST) are additionally burdened by being denied the benefits of input tax credit and
hence cannot set off taxes paid on inputs (passed on by the supplier by a hiked price) from those
payable on outputs, paying only the difference.

Even benefits from an increased GST exemption for traders when compared to the limits
prescribed under the State VATs must be factor in the loss of exclusivity to local traders. VAT’s
composition scheme (partial exemption) was applicable to a firm only on satisfaction of certain
conditions one of which was-that all purchases and sales made by the firm were local, within the
state. By negating the locational clause, small local traders-and the employment they generate are left
open to competition from outside the state. Admittedly, service providers have-substantially befitted
but service provision especially when job work (exempted separately as under the previous regime) ™
is excluded pales in comparison to manufacturing and trade, from an employment perspective.

Table 1.GST Exemption Details

[

Tax Complete Exemption Partial Exemption
TR e
S“’g&;’;T [Upto 5 lakh Upto 40 lakh *
?;g: 'i::eﬂl;’a:ovi ders)VP t© 10 lakh [Service centric exemptilons Y -
" A
isnTFims) t‘J‘E)w 20 lakh (10 lakh o oo #

GST’s second blow to MSMEs comes from the abolition of regional tariffs. The absence of
entry taxes, interstate levies, octroi, etc. has stripped small industry of its state sponsored protections
leaving them open to being undercut out of markets by bigger firms operating at far g ""3"""
economies of scale. Also, for these bigger firms, GST has had a tremendous impact on loglsﬁbs cost
with nearly a 30% reduction being witnessed. Abolition of state levies need m
state-wise depots to facilitate un-taxed stock transfers. For example, ﬁvﬁy if on & were to sell
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_ to incur capital
o S In Kerala, to avoid interstate levies, These costs not only
Lompetitive edge for localized industry but also created employment

ndustrialized states. Under GST, goods manufactured Kerala will
Not make in Kerala, nor will Kerala businesses be incentivized maki
it may be more cost effective to deliver straight to Kerala base
in a shrinking of Kerala

job market, investments and industrial |
industry is cotton textiles: the rate of G

iST for all cot
6.2 Impact of G.S.T on Informal sector. bius
We have witnessed a period of demand mod
_ informal sector

more than others, due to varic
mid-scale export units, was alread

y facing
in market share of listed companies mean:
informal;-eoonomwﬁs&}:iamwg,ﬂ;&nk@
enterprises (SMEs) operating in these se
sector accounts for nearly 50%

80% of total job creation i

panies means a corresponding fall in the share of units ' -
GRT 5 e 10 ke 2 toll on the financial health of

nearly 50% of India’s gross domestic product and is réfpomiblé _
creation in the country. Many of the firms operating in this part of the egonop
due to tax evasion and non-compliance with regulatory norms, which allo
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