
n August 20, 2019, 

Othe Northern India 
Textile Mills 

Association (NITMA) spoke 
to the government of India 
through several newspapers 
complaining of the ailing 
textile sector. They pointed 
out several reasons which 
were responsible for this 
condition viz. high tax rates, 
high- interest rates, high 
cost of raw material, and 
low cost of imports. All the 
four issues can result in the 
demise of any sector 
however robust it may be, 
let alone textile sector in 
India. Though the 
government can provide 
interventions at several 
levels, but simplifying tax 
rates is seemingly the easiest 
one to do. This article 
highlights the fact that 
despite adoption of a 
simplified tax structure, 
textile structure has not 
benefitted and what can be 
done to rectify the situation. 
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After a long-standing demand to 
simplify the overall tax structure of 
the nation, the government adopted 
the Goods and Services Tax (GST) 
structure in 2016, which came into 
effect from July

1, 2017. Before this, the government 
levied varies types of direct and 
Indirect taxes on individuals and 
commodities to earn revenue. The 
main objective of GST was to replace 
an array of indirect taxes to allow for 
more uniformity across the states and 
reduce travel time for movement of 
goods among the states. (See figure 1 
and 2 for comparison). Indirect taxes 
in the pre GST era were collected by 
the Centre & State governments in 
various forms such as Central Excise 
Duty, service tax, VAT, Octroi, and 
others. This complex basket of taxes 
was related to the supply of goods 
and services and was passed onto the 
end consumer as a part of the 

purchase price of the goods or 
services.  This complex structure led 
to many issues and bottleneck points 
in the value chain, all kinds of goods 
and services.

India adopted the GST with the 
objective of simplifying the existing 
tax structure and also to bring the 
businesses under taxation system. 
India adopted a dual structure of GST 
such that the tax imposed on a single 
transaction was divided both between 
the Central GST and State GST. For 
inter-state goods, services and 
imported items, an integrated GST is 
imposed by the central government.

figure 1                                                                      figure 2
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Removing Cascading effect. 

The most important and perhaps the 
prime reason for GST was to 
remove  the  cascading  effect  of 
taxes or, as we call “taxes over 
taxes,” as   multiple   taxes   were 
levied on the same product thereby 
making the end product expensive, 
pl refer the Exhibit 1.2 on 
illustration of cascading effect.

Product Identification

Previously classification of 
products into categories caused 
confusion and was a litigious issue. 
GST resolved this issue by bringing 
in Harmonized System of 
Nomenclature or HSN code, which 
is an eight-digit code to identify 
products according in line with the 
international standards.

Reduction on black money 
and tax evasion

Since the GST mechanism works in 
the way of tax input credit, hence 
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there is no more a concept of 'kaccha 
bill' or 'rough bill.' All invoicing is 
done with company pan cards 
without which the government is not 
liable to pay input credit, this reduces 
the tax evasion, and thus the money 
secured can be used for public 
welfare.

Improved logistics

Today, swiftness of operations 
provides the companies a competitive 

edge; in the pre-GST period, there 
used to be a huge holdup of trucks 
and vehicles at various check posts 
for octroi and other tax documents, 
which resulted in unaccountable 
delays causing substantial monetary 
losses. In the post GST period, the 
movement of goods across state 
borders has become hassle- free in 
turn benefitting the businesses 
through faster deliveries and 
ultimately reaching the customers in 
time.

Easy compliance

Compliances such as registration, 
returns, payments, etc. under the 
GST system are done online which 
has made compliance under the GST 
system hassle-free and transparent, 
thereby ensuring that supply chain 
stakeholders focus on the core 
activities.

As per the Budget estimates of 
FY2018-19, gross tax revenue was 
INR 22,71,241.56 (rupee crores), and 
contribution of taxes on commodities 
and services was 49.25% generating 
a total of INR11,18,530 (Rupee 
crores).The contributors of total 
taxes on commodities and services to 
central are  CGST 53.99% (6,03,900 
rupee crores), UTGST 0.23% (2,530 
rupee crores), IGST 4,47% (50,000 
rupee crores) GST Cess 8.05% 
(90,000 rupee crores) and Customs

10.06% ( 1,12,500 rupee crores). 
Also as per the business line article 
dated January 29, 2018 (50% 
increase in indirect taxpayer base 
post-GST: Economic survey) the GST 
has the number of unique indirect 
taxpayer by more than 50% - a 
substantial 3.4 million and will 
continue to provide a robust tax 
structure that will shape modern 
India.

The most important and perhaps the prime reason for GST was to remove  the  cascading  effect  of taxes or, as we 
call “taxes over taxes,” as   multiple   taxes   were levied on the same product thereby making the end product 
expensive, pl refer the Exhibit 1.2 on illustration of cascading effect.

GST provided some very specific benefits, as enumerated below -–

Exhibit 1.2: cascading effect



Impact of GST on Textile 
Sector

The Indian Textile Sector is 
estimated to be around INR 8,526 
billion and ranks second to the 
agriculture sector. It contributes 
about 14 percent to industrial 
production, 4% to the national GDP, 
and constitutes around one-third of 
our gross export earnings. Besides, 
it provides employment to nearly 45 
million people in our country.

The supply chain in the textile 
industry begins with the raw 
materials that can be classified into 
two categories - natural fibers (such 
as cotton, silk, jute.) and synthetic 
fibers or factory-made fibers such 
as polyester and nylon, (refer 
exhibit 1.3). Once the input raw 
material is procured, the process of 
converting that to yarn and then 
cloth takes place. Every raw 
material has its own set of activities 
that are followed to turn it into yarn, 
e.g. in cotton, processes such as 
ginning,  combing,  and  carding are 
followed,  combined  with  the 
technical  specifications adopted for 
creating the end product in mind.

The process then further moves to 
fabric development, where it is 
intricately woven or knit into many 
designs and patterns as per the 
market requirement. The cloth is 
then distributed via a dense network 
of channels to the domestic as well 
as export businesses. The cloth 
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buyers can also be categorized as the 
following: a) Apparel b) Made-ups 
(viz. blankets, home linen, and 
curtains) and c) others which 
comprise industrial, medical, and 
transportation products.

Unorganized Stakeholders

The textile ecosystem is very 
complex due to several stakeholders 
involved in each activity of the value 
chain.  These stakeholders are 
fragmented and unorganized, 
primarily 
dominated by 
small and medium 
scale industries. 
The complexity of 
the ecosystem is 
also due to the co- 
existence of 
several value 
chains due to a 
wide range of fibers/yarns. The 
element which further adds to the 
complexity is the fact that the entire 
industry is driven by customer 

choices and preferences. Given the 
fact that fashion has been guiding the 
evolution of this sector, companies 
have to be flexible and adaptable to 
changing requirements of the 
customers.

The taxation structure of the textile 
sector had been non-neutral across its 
various segments. Many textile 
outputs were either exempted under 
the central and state tax regimes or 
were subjected to relatively low tax 
rates. Most of the indirect taxes were 
imposed on inputs, both goods and 
services, and therefore remained 
hidden and often un-rebated. As a 
result, the textile sector was lightly 
taxed and extensively subsidized. 
Textile exports were supported 
through payments of un-rebated taxes 
on textile inputs and other subsidies.

The GST was brought in by the 
government to harness the potential 
of Indian businesses. GST rates 
imposed by the government on 
various activities and fabric types are 
given in exhibit 1.4

As seen from the table above, except 
man-made/synthetic fibers, the rest 
of the sector appears to be in-line 
with the present tax scenario. 

The textile ecosystem is very complex due to several stakeholders involved in each activity of the value chain.  
These stakeholders are fragmented and unorganized, primarily dominated by small and medium scale industries.



Besides, GST will enable a much 
easier and faster inter-state 
movement of goods, a smoother 
input credit system, thereby pushing 
the sector to become organized, and 
reducing the overall manufacturing 
cost. However, recently, there has 
been a massive demand  towards 
reduction  of  GST  rates  from  
18% to  12%  by various 
manufacturers of synthetic 
materials and garment houses. As of 
now, almost 80% of man-made 
fiber in India comprises of polyester 
fabric, but this segment of the 
industry is also suffering due to the 
negative growth of the apparel 
sector.

A section of industry (Business 
Standard September 20, 2019) 
mentions that differential treatment 
for cotton and synthetic fiber for 
GST rates is an opportunity lost, 
making other products 
proportionately costlier, thereby 
leaving the synthetic-fiber 
producing firms at a disadvantage. 
The synthetic-fiber tax rate 
equivalent to a cotton yarn tax rate 
will help in attracting higher 
investment for the sector, besides 
the additional demand for fabric can 
be fulfilled by synthetic-fiber 
makers as there will always be a  
limit to cotton production. 
Furthermore, uniformity of tax rate 
will improve transparency by 
discouraging the manufacturers 
from engaging in the malpractice of 
not declaring the actual content of 
the fabric to save the tax amount.

However, the rationalization of 
GST tax rate on synthetic-fibers 
will depend upon the willingness of 
the government as it is trying to 
collect optimum revenues through 
GST. Also the government is under 
to reduce GST rates for several 
other businesses, such as hotels, 
biscuits, matchsticks, and so 
on.Secondly, the rationalization of 
GST rates is not taken up by the 
government as it is committed to 
the protection of workers engaged 
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in unorganized sectors. Most of the 
synthetic raw material is imported 
from China and other countries into 
India. Thus, due to the free trade 
policies, it is not easy for any country 
to impose high anti-dumping duties, 
thereby imposing a higher tax rate of 
18%.

Lastly, the environmental impact of 
man-made garments/textile is 
adverse, i.e., the synthetic materials 
are non-biodegradable, and there is 
an increasing global pressure to 
reduce carbon footprint, mandating 
the imposition of higher rates of 18% 
on synthetic-fiber which unlikely to 
come down sooner. On the other 
hand, GST is a practice followed by 
many countries around the world. 
Some countries, such as Singapore 
and Malaysia, have a flat rate of 7% 
and 6%, respectively, which has an 
advantage of simplicity in 
implementation. Even a country like 
Bangladesh has several slabs of GST 
rates for its textile sector; however 
the difference is not much among the 
slab rates.

Competitive Industry

Although, GST taxation policy has 
brought many benefits to the country 
and the consumers, challenges to 
various industrial sectors continue to 
exist. Sector such as textiles is worst 
hit as it is mainly unorganized in 
nature. So implementation of GST 
can be advantageous in the longer 
run, the short term challenges have 
broken the back of this sector. The 
industry has still not been able to 
adjust to the GST, and the shortage of 
credit in business has spelled doom 
for the sector. A case in point is the 
Bhilwara textile cluster, which was 
already struggling with high cost of 
power, has been rendered less 
competitive due to tax structure as 
well. India is also facing a 
continuous decrease in apparel 
export, partially to the stiff 
competition given by other 
international players. Some steps that 
need to be taken up by the 
government could be –

�    Have a uniform tax structure for 
the textile sector at 5% to induce 
growth in the sector.

�	The government should identify 
textile clusters in the country and 
should develop strategic plan for 
their revival and growth. This should 
focus on technology upgradations, 
skill development and infusion of 
innovation across the value chain.

�	The connect between the 
manufacturer, and the market should 
be strengthened and be made more 
transparent so that information flow 
is faster and response to demand can 
be realized.

�	With time, the government should 
engage the textile manufacturers to 
innovate climate and an 
environment-friendly blend of 
fabrics.

The government can look across the 
spectrum of countries to learn from 
their textile practices and make our 
industry more competitive in the 
times to come. The task is not easy 
and will certainly need a lot of 
introspection and thinking, and above 
all will require a sincere intent to do 
it!

GST taxation policy has brought many benefits to the country and the consumers, challenges to various industrial 
sectors continue to exist. Sector such as textiles is worst hit as it is mainly unorganized in nature. 
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