
 
Cover Page 

  

  
 
DOI: http://ijmer.in.doi./2021/10.12.13 

            

 

ISSN:2277-7881; IMPACT FACTOR :7.816(2021); IC VALUE:5.16; ISI VALUE:2.286 
Peer Reviewed and Refereed Journal: VOLUME:10, ISSUE:12(1), December: 2021 

Online Copy of Article Publication Available: www.ijmer.in 
Digital certificate of publication: http://ijmer.in/pdf/e-Certificate%20of%20Publication-IJMER.pdf 

Scopus Review ID: A2B96D3ACF3FEA2A 
Article Received: 2nd December   

 Publication Date:31st December 2021 

 

 
63 

 

GOODS AND SERVICES TAX (GST) IN JAMMU AND KASHMIR: CHALLENGES AND PROSPECTUS 
 

1Bashir Ahmad Sofi and 2Prof. (Dr.) Effat Yasmin 

1Research Scholar and 2Professor and Head 
1&2Department of Economics, University of Kashmir 

Srinagar, Jammu & Kashmir, India 
  
Abstract: Since July 1, 2017, India has been operating under the Goods and Services Tax (GST) framework. It was put in place with 
the goal of bringing tax systems across the country into homogeneity. Jammu & Kashmir is the only state to have missed the deadline. 
On July 7, 2017, the Jammu and Kashmir assembly passed the GST Act, bringing the entire nation under a standard indirect taxes 
structure. However; its implementation in Jammu and Kashmir State to begin with raised serious issues from all stake holders 
particularly on account of its special status given by Article 370 of the Indian constitution. It was argued that new tax regime could 
ruin the fiscal autonomy of Jammu and Kashmir. Besides this political issue, there were some other administrative hurdles too. How 
far has the implementation of GST helped the common man of the state by yielding the benefits of lower cost, no cascading effect, 
transparent revenue structure and a nationally integrated market is yet to ascertain. An attempt has been made in the present paper to 
highlight both merits and demerits of GST in general and challenges confronting Jammu and Kashmir economy after its 
implementation in particular. 
 
Keywords: Article – 370, Administrative Issues, Fiscal Autonomy, Goods and Services Tax, Jammu and Kashmir, Political Issues, 
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Introduction 

The success of sound taxation regime of any nation depends upon sound administrative and political mechanism. It is 
because all state governments need tax revenue which in fact is conditioned by working revenue administration. Adequate fiscal 
revenue mobilization in the present-day globalised world has become a challenge to get either benefits or to rebound from the blows 
set out of it. Although state functions on the basis of monetary performance it has at its disposal, but how elastic or inelastic the 
accumulation of money is, entirely dependent on the performance of effective and sound taxation departments in various state and 
federal governments. It also depends how imposition of new taxes or revision of old ones to re-allocate resources among different 
industries and regions which latter on affects the composition and growth of state domestic product of a state. Taxes distort the 
resource allocation in an efficient way by interfering with decisions to consume, save, work and invest. But the extent of resource 
allocation is conditioned by the boundary line of how taxation as an instrument of economic growth is going to reduce negative 
externalities. Besides, it is pertinent to mention that tax system of a nation or a state establishes a strong connection between the 
inhabitants (consumers, produces and service providers) with their respective state governments. Tax administration gets varied from 
state to state within a country. The broad principles on which sound taxation system depends are its fiscal adequacy, administrative 
feasibility and theoretical justice. These in other words affect the political economy and public trust upon government in a fragile 
economy like Jammu and Kashmir State. With the result that tax evasion gets minimized and tax administration plays a successive 
role in shaping and molding the parameters which obstruct the growth and development of a state economy (Bird, 2015)  

 
The imposition of indirect taxation in Indian states is levied in diverse forms under different state legislations enacted in 

exercise of the powers conferred by the constitution. Although imposition of taxes is based on some common features in all states, yet 
it varies in terms of structure, point of levy, rates, coverage as well as administrative and political spheres. This is due to the fact that 
administrative procedures differ in different states which directly affects homogeneity of fiscal policy of taxation across state 
governments. Also, Administration of taxation is governed by laws and procedures. Efficient implementation of tax policies is 
governed by laws and procedures, provide the rules for operating these tools and ultimately tax administration is the hand that 
commands the tools. Reforms in indirect taxation system calls for rationalization of these laws and procedures as well as streamlining 
of administration (Yasmin Effat, 2011). Based on this, the present study focuses on political economy and challenges that Jammu and 
Kashmir economy has been witnessing in the process while working on the implementation of the Goods and Services Tax. 

  
Implementation of Goods and Services Tax is regarded as one of the important parameters of fiscal policy reforms in India in 

general and more so particularly in Jammu and Kashmir. The system has replaced multiple indirect taxes imposed by the centre and 
state governments with the purpose to build the economy on rulebased regime which should expedite integration of informal economy 
into the formal economy. More than 160 nations across the globe have introduced this paradigm shift either in the form of VAT or 
GST. Keeping in view the various advantages of GST over earlier taxation system, Indian government finally rolled out 
implementation of GST from 1st July, 2017 (101 Constitutional Amendment). 
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Jammu and Kashmir State (now Union Territory) is distinct from the other states and union territories in the Indian 
Constitution. Under Article 370 of the Indian Constitution, it is the only state with its own constitution. As a result, the Indian 
Constitution could not implement GST in Jammu and Kashmir at the same time as the rest of the country. Article 370 of the Indian 
constitution is regarded as a ‘temporary provision’ which gives the state of Jammu and Kashmir a special autonomous status within 
the Indian union. Except in issues listed in the instrument of accession, namely defense, foreign affairs, and communication, the Indian 
parliament can only make legislation in Jammu and Kashmir in collaboration with the state government under Article370(1) (b). Other 
legislative topics can only be applied to Jammu and Kashmir with the approval of the state government of Jammu and Kashmir by a 
presidential order. Article 370 (1) (d) stipulates those other constitutional provisions may be applied to the state from time to time, 
subject to such modifications or exceptions as the president of India may make, also through a presidential order, as long as they do 
not fall within the matters referred to above and only with the state government's consent. 

 
GST, a burning issue was finally implemented, but with some hiccups that came up in the wake of uncertainties in the 

volatile Jammu and Kashmir State. The issue raised hue and cry in the border state with trade unions and opposition leaders coming 
together to fight the new law tooth and nail. The agitation brought Finance Minister Arun Jaitley to discuss the issue with the state 
Finance Ministers in Srinagar to thwart the designs of its opponents which he succeeded to see the law through though after a week’s 
abandonment. 

 
The issue had earlier been discussed on the floor of the house in Lokh Sabha where it had been passed after days’ heated 

debate. 
 
Finally, the new law was implemented in the state of Jammu and Kashmir on 8th of July, 2017 despite the host of problems 

that cropped up in its wake, courtesy thumping majority of the ruling elites. 
 

Research Problem 
The concept of Goods and Services Tax has gained prominence in fiscal sector reforms all over the world. The system has 

replaced multiple indirect taxes levied by the centre and state governments with the purpose to build the economy on rule-based 
regime which should expedite integration of informal economy into the formal one. But the state of Jammu and Kashmir has shown 
less interest in GST implementation owing to prevailing circumstance in terms of political and administrative spheres. In the present 
study, an attempt has been made to work out the factors responsible for delayed implementation of Goods and Services Tax in Jammu 
and Kashmir. 

 
Objective of the study 
The present paper is published with the following objectives: 

1. To highlight the administration of political economy of Goods and Services Tax in Jammu and Kashmir; 
2. To work out the merits and demerits of Goods and Services Tax. 
3. To work out the challenges that J&K has been witnessing in the process while working on the implementation of the Goods 

and Services Tax. 
 

Research Methodology 
Due to lack of statistical strength on GST issues and concerns in Jammu and Kashmir, explanatory research design is used in 

the present paper which could help us in understanding the issues and challenges more efficiently. For that purpose, the present study 
relies on secondary sources of data collected from various journals, books, government publications and reports, articles, newspapers, 
business reports and professional experiences which directly focus on various aspects of Goods and Services Tax in Jammu and 
Kashmir State. 

 
Literature Review 

(Jain and Jain, 2019) conducted a study with the purpose to highlight the benefits and challenges of GST regime in India. 
As per the study, GST is a ‘one nation tax’ whereby several Central and State taxes have been merged. This will mitigate cascading 
effect by creating a unified common and competitive market. The e-billing system is a major reformation whereby filling tax returns 
puts an end to tax evasion. The overall tax burden on goods from consumer’s point of view has been reduced between 25% - 30%. It 
digitized the fiscal structure of India and strengthens the relation between centre and state. Besides certain advantages, GST structure 
though implemented in India since July 1, 2017 is beset with certain challenges which make the overall efficiency of new tax regime a 
challengeable task. Among the challenges Revenue Neutral Rate is the biggest hurdle in effective implementation of GST. Similarly 
compared to other countries like Singapore and Malaysia, Indian GST structure is a complex one having highest tax rate in the world 
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(28%) besides based on four slabs – 5%, 12%, 18% and 28%. The autonomy of states fixing state taxes has been eroded in GST 
because the system is based upon such a tax system where all important decisions have been taken by the centre. In the Indian 
economy, products like petroleum and diesel which are major revenue generating sources have not still been touched by the new 
regime. Without subsuming them, we have to bear higher prices as compared to international crude oil prices. For MSME, GST 
increased compliance cost because during Pre-GST, traders used to update their data to government in every 3 months. The same 
information under new regime is now required to be updated in online mode two to three times within a month. The authors found 
lack of managed structure like robust IT system as the major factor behind improper implementation of GST network in India.  

 
(Banik and Das, 2017) conducted a study with the purpose to present an overview of GST challenges in India after its 

implementation. The study used causal research design based on secondary sources of data. The study estimated GST model of Modi 
Government as inappropriate to the Indian economy owing to mounting inflation and fall in GDP during Post-GST period. The 
authors base their idea with the principal that GST network requires robust IT network where from India is still in an embryonic stage. 
Owing to large scale disguised unemployment, Indian human resources lack trained and skilled manpower without updated GST 
knowledge thereby putting an additional work load on professionals across industry. Though India claims much about digital 
initiatives yet the telecommunication sector faces serious setback during GST regime as the telecom service faces GST tax rate of 3% 
higher than Pre-GST regime. Similarly, MSME sector witnessed increase in compliance cost as they are unable to afford the cost of 
GST software and computing charges for filling their returns. 

 
(Shetty S, 2019) in a study evaluated the impact of GST on the textile industry in India. By using primary and secondary 

sources of data, the study found a negative impact of GST implementation on textile industry in India. The study witnessed large 
number of issues among traders, suppliers and manufacturers in terms of discretionary tax parameters like tax slabs, different tax rates, 
higher tax rates compared to Pre-GST regime, complex online GST filing process and most importantly GST filing in every month. 
Although textile industry is the second largest employment provider after agriculture in India, it was thought that GST reform could 
convert unorganized/ unregistered Indian textile industry into organized or registered one so that large number of businesses could be 
added as tax payers. But the findings reported that during post-GST period, traders witnessed productivity losses, low sales and poor 
profits. Moreover, the most critical situation reported by traders is the procedure of tax filing, low knowledge about GST procedure 
and improper handling of GST portal. Also, many small traders of Indian business had to shut down their business owing to 
aforementioned issues but the study concluded with the idea that long run effect of GST would minimize the issues and concerns of 
traders and would bring an overhaul system in the Indian manufacturing system. 

 
(Nedunchezhian et al. 2018) conducted a survey aimed at investigating the impact of GST on SME stakeholders. This study 

focused on the specific key issues of the PostGST implementation that attracted the attention of industry stakeholders and impacted 
the business cases and goals of implementing the GST system. First, the GSTIN network is a special portal designed primarily for 
businesses to register and send regular returns. In this regard, small production units first encountered technical issues during 
registration and then repeatedly encountered utilization. Second, the registration process was run online to simplify the process, but 
SMEs still faced a lot of complexity in the registration process. The monthly submission of returns and the extensive database 
supplied to the system were recognized as a major challenge during the PostGST period. Another concern is the large number of login 
procedures such as GSTR1, GSTR2, GSTR3B. These have proven to be complex elements for many small businesses and retailers. 
Third, numerous GST-based product tax laboratories have created overlapping confusion between the finished and non-finished 
product categories. Fourth, the issue of paying monthly taxes charged by customers has become a daily task. 

 
(Verma and Banerje 2018) made a study with the purpose to highlight the challenges that government of India is going to 

face after implementation of Goods and Services Tax. The study used inductive research design based on secondary sources of data. 
The study highlighted that after GST implementation on 1st July, 2017, Indian government during this reform period has faced various 
challenges and critical issues which are broadly of three types Design issues, Infrastructure issues and Operational issues. Among the 
design issues, medium and small enterprises faced huge crises because under GST, turn over limit has been reduced to Rs 20 lakh 
from Rs 1.50 crores under earlier Excise duty. Also costs of these enterprises increased because these industries no longer now enjoy 
tax holidays state benefit schemes. Second, there are different GST tax rates from location to location, which can have a significant 
impact on price fluctuations due to logistics costs and dealer margins. No government action is taken against sellers who sell non-GST 
(GST for local products) products at 5%. This is causing confusion among people in different states, whether this rule applies only to 
local products from local purchases or whether it applies. For the same products purchased at large stores. After all, the sudden 
changes in tax reform in the middle of fiscal year 201718 caused problems with accounting and tax filing. Infrastructure issues include 
challenges associated with completing GST filings, increased purchase costs for new GST software, and the difficulty of online 
procedures due to lack of knowledge of the latest technologies, especially for small businesses in various states of India. increase. All 
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of this checks the progress and survival of these industries in the digital world. Goods and Services Tax Network (GSTN) servers also 
often jam due to the tremendous pressure of customer visits and data updates. For operational reasons, retailers struggle to create 
different invoices for products with different GST tax rates. For this reason, various stakeholders have questioned that GST is not a 
“single tax system”. The prices of the same food and food offered by different restaurants are also different. For example, a restaurant 
with a non-AC rate of 12% GST and an AC rate of 18% can cause confusion among customers. Second, in the GST scheme, small 
business owners face additional operating costs. This is because these companies have a traditional preference of not paying for 
professionals, paying taxes and filing tax returns to save money. As a result, the tendency for tax evasion is increasing, which has a 
great impact on the income situation of each state government. 

 
Merits of GST 

1. The system of GST will help the Indian economy to fulfill the dream of common national market because the system is called 
‘one nation one tax’ where uniform Acts and Rules prevail across all sectors of the economy. Based on this, foreign investment 
gets boosted and ‘Make in India’ campaign receives a big push. 

2. GST increases tax compliance due to online return filling as well as proper verification of input tax credit mechanism. 
3. By following common registration procedures, common tax base, tax refund and common formats of tax return, the mechanism 

creates certainty in Indian taxation system. 
4. Overall tax evasion gets reduced owing to uniform SGST and IGST rates. Tax arbitrage problem which was prevalent in Pre-

GST system is being reduced between intra - state and inter - state sales. 
5. GST increases revenue generation for the government due to reduction in cost of tax collection and proper check of sales 

without receipts. The tax base becomes more buoyant due to increase in revenues which latter on can be used to eradicate 
poverty and unemployment as well as development of developmental activities for the economy as a whole. 

6. By making Indian fiscal structure at par with international standards, product competitiveness in the global market can be 
increased. 

7. Under GST, use of IT enabled system reduces malpractices like corruption and reduces human intervention between tax payers 
and tax administration. 

8. The consumers are benefited due to transparent prices and elimination of cascading effect lowers prices of goods and services. 
9. The Small and Medium Enterprises (SMEs) and start-ups get benefited under GST regime. In the Pre-GST regime, companies 

that have business in different states have to follow multiple laws. However, GST covered them under one umbrella by 
following uniformity in laws. This has reduced their cost of production. Secondly, there is reduction in tax burden also because 
the turnover limit of such companies has been extended from Rs. 5 lakhs to Rs. 20 Lakh. Such a move is going to benefit over 
60% of SMEs. 

 
Demerits 

1. All registered companies must upgrade their existing accounting or ERP software to GST add-ons or purchase GST software in 
order to continue their business. However, both options lead to higher software costs and train employees on efficient use of 
new accounting software. 

2. For day-to-day operations, GST requires change of accounting software to a new sophisticated software which puts additional 
software expenses for most of the registered businesses. 

3. All aspects of GST operation from registration to return filling is governed by online mode. Since most small businesses are 
not well versed with such modern technology, it becomes difficult for them to follow the digital solutions of the modern era. 

4. Tax obligations of SMEs are increasing. Under the PreGST system, companies with sales of Rs 150 million had to pay excise 
tax. However, companies with sales of over 200,000 rupees now have to pay GST. In addition, SMEs with sales of up to Rs 
750,000 have the option to choose a configuration scheme, paying only 1% sales tax on behalf of GST and reducing 
compliance. However, the only thing that can plague SMEs is the fact that they may not be able to claim a temporary 
consumption tax deduction. Therefore, it is difficult to determine either a higher tax or an equalization scheme (which does not 
lead to pre-tax rights). 

5. There is loss of tax revenue of manufacturing states on bigger scale 
6. Some states like Jammu and Kashmir lose their fiscal autonomy during the GST regime. 
7. Overall success of GST depends on political consensus, technology and capacity of tax officials to adapt to the new 

requirements. 
8. GST's overall success depends on political consensus, technology, and the ability of tax authorities to adapt to new 

requirements. 
 



 
Cover Page 

  

  
 
DOI: http://ijmer.in.doi./2021/10.12.13 

            

 

ISSN:2277-7881; IMPACT FACTOR :7.816(2021); IC VALUE:5.16; ISI VALUE:2.286 
Peer Reviewed and Refereed Journal: VOLUME:10, ISSUE:12(1), December: 2021 

Online Copy of Article Publication Available: www.ijmer.in 
Digital certificate of publication: http://ijmer.in/pdf/e-Certificate%20of%20Publication-IJMER.pdf 

Scopus Review ID: A2B96D3ACF3FEA2A 
Article Received: 2nd December   

 Publication Date:31st December 2021 

 

 
67 

 

After emphasizing the pros and cons of India's Goods and Services Tax, Jammu and Kashmir's economy has faced certain 
challenges since July 2017 after the introduction of the GST. 

 
Issues and Challenges of Goods and Services tax in Jammu and Kashmir 

After 3 years of GST implementation, the traders and local business segment of Jammu and Kashmir particularly of Kashmir 
Division hardly cope up with the new tax regime. This is due to the reason that in 2014, Kashmir economy gets badly affected due to 
devastating floods and after that 2016 shut down ruined the Kashmir economy to the extent possible. Owing to this, 8 July of every 
year is observed as “Black Day” in Kashmir Division by traders and business community. The issues and concerns of GST 
implementation which checks its progress in Jammu and Kashmir are enumerated below: 

Issue of Erosion of Fiscal Autonomy: The Socio-Economic Coordination Committee (JKSECC) of Jammu and Kashmir state 
consisting of traders, industrialists, tour and travel, tourism, horticulture, transport organizations and civil society formations 
observe 8th July of every year a ‘Black Day’ where all segment shut off their business completely. As per JKSECC, on this day, 
the Fiscal Autonomy got eroded because GST implementation was forcibly, illegally and deceitfully extended to Jammu and 
Kashmir. The Committee has decided to work together until the GST Act is withdrawn along with other legislation and Jammu 
and Kashmir is declared a free economic zone. 
Issue of Business Losses: Another issue is business losses erupted in Jammu and Kashmir during post- GST period. A 
delegation of Kashmir Traders and Manufacturing Federation (KTMF) headed by chairman Mohammad Yaseen Khan raised 
hue and cry over the implementation of GST in Jammu and Kashmir. The delegation raised the slogan that GST law was 
implementation in a haste manner where the consent of local business community was not taken into consideration. Without 
knowing the pros and cones of GST, the business community suffered maximum losses due to GST implementation. On the 
other side, the business sector has to file quarterly return which affects the speed of already weakened sector of Jammu and 
Kashmir. The Federation further highlighted that every year GST Council meeting occurs where new changes and laws are 
applied which further confuses the frustrates the business community to a large extent. The federation considered it a political 
issue and appealed the central government to look into the matter because the business sector of Jammu and Kashmir reported 
that loses to the extent of 65% occur post-GST period and only 35% business runs which hardly suffices the local needs. 
Issue of Return Filling: Return filling is a grave issue addressed by business and manufacturing sector of Jammu and 
Kashmir. Due to lack of expertise, there are every day issues with filling returns in the online system under GST. In Jammu and 
Kashmir, GST portal often remains busy. Another reason is the internet issue which often remains suspended particularly after 
August 5 when Article 370 has been scrapped. Sheikh Ashak, chairman of the Kashmir Chamber of Commerce (KCCI), has 
been a Kashmir businessman since August 5, 2019, when J & K's special status was lifted and the region was split into two 
union territories, in an interview to the logical Indian expressed that more than 50% business owners of Kashmir Division face 
harsh difficulties to file their GST returns since August 5, 2019. From the day the system is launched for businesses, there were 
too many technical glitches that were encountered in the system (Desai and Patel, 2015).  The finance department of Jammu 
and Kashmir had raised a red flag on the issue of internet ban in Kashmir Valley which was aptly described “blockade of 
revenue”. Because of non - filling of returns in due course of time, GST Identification Number of some Kashmiri businessmen 
has been blocked. Millions of companies had to sign up for a GST registration number, and the system spent months 
determining load factor and issues before glitches were resolved. (Kawle and Aher,2017).  
Issue of IT network: In Goods and Services Tax Network, government has developed GST Portal in order to cover services 
like GST registration, GST return filling, IGST settlement etc. (Sunitha and Sathischandra, 2017). The overall success of the 
portal depends upon robust IT network. Jammu and Kashmir is the only state of Indian union whose IT network connectivity is 
still in its infancy state. This limits the overall success of GST implementation in Jammu and Kashmir. 
Lack of Trained Manpower: Handling and implementation of GST requires trained and skilled manpower that possess 
updated knowledge pertaining to GST rules and laws. This type of human resource is totally absent in Jammu and Kashmir 
State. Due to this, taxation department of Jammu and Kashmir fails to impart knowledge through trainings among 
manufacturing holders which has created additional work load on professionals across industry.  
Expensive: According to traders and local business community of Jammu and Kashmir, Post-GST operation has made goods 
and services expensive rather than cheap as was promised in a meeting at Srinagar by Finance Ministers of all states headed by 
Union Finance Minister Arun Jaitley. Most essential goods like food items have become costly and there is now added tax on 
items like footwear and readymade garments. 
Weak Telecommunication Sector: The telecommunication sector of Jammu and Kashmir assumes a serious problem which 
fails to keep pace in line with the program of Digital India initiative. Secondly, telecom service is getting costlier as the service 
attracts 18% tax rate under GST which is 3% higher than the previous service tax rate, even when rural teledensity of Jammu 
and Kashmir is only 45.6%. 
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Problem faced by small traders: As we know that Jammu and Kashmir is industrially backward state. Whatever 
manufacturing and service units are in operation, they are all small-scale industries. Although GST system has eased the issue 
of filing process by moving to online platform, yet the small businesses find it not conducive to their overall success as they 
have to encounter many complexities (Taqvi et al, 2013). Another complex issue is the multiple slabs of filing process like 
GSTR-1, GSTR-2 and GSTR-3B (Sehrawat and Dhanda, 2015). Adopting GST incurs additional operating costs for SMEs 
because they cannot afford the cost of computer and accounting staff to maintain records and file declarations based on GST. 
Some of the unit holders of small businesses face the problem of 28% GST like plywood products, automobile parts and 
electronic items which force potential buyers to opt for unregistered dealers. Similarly, hand made products of small-scale 
units’ face difficulties in assigning MRP of their products. It is due to the fact that most small craftsmen are illiterate and 
therefore unable to set MRP on their products. Another issue is turnover issue. SMEs with low turnover and no need to pay 
GST face trust issues. Buyers also request invoices from dealers who are exempt from GST. Without GST tax exemption proof, 
small shopkeepers are stuck and unable to move. It is for these reasons that GST implementation during the first few months 
has witnessed a gradual decline in quantum of return filings which later on generated revenue gaps and the related fiscal issues 
(Singh and Nayyer, 2018) 
Bill Transaction Issue: The distance from where the material is moved is linked to the transaction bill or e-way bill under 
GST. Due to its physical nature, Jammu and Kashmir is the only state in India that has frequent road connectivity challenges 
with the rest of the country, particularly during the winter months. As per the traders of Kashmir valley, shifting of material 
from outside states to Kashmir valley needs to be done within 10 days. If the traders fail to transfer material within this period 
due to road block, landslides etc, the bill expires. 
Lack of Awareness: In the Kashmir Valley, there is a dearth of understanding of how GST works among businesses. Even 
traders are unable to deal with the technical aspects of filing tax returns. GST software is another major difficulty. Jammu and 
Kashmir residents are having difficulty using GST software. Some people are even baffled by the meaning, method, and 
operation of GST. Besides, every trader needs to buy GST software which increases their costs particularly for small 
businesses.  
Loss to handicraft Sector: The handicraft sector of Kashmir division witnessed severe death blow during GST regime. As per 
the reports of handicraft manufacturers and exports, the sector has witnessed a loss of 25% in post-GST compared to Pre-GST 
regime as there are now no buyers and traders of the handicraft goods within the domestic territory of Indian as well as outside 
India.  With the result, Post – GST discouraged them to continue their business and trade which directly affected their families 
to a large extent. The demand of traders as promised by Finance Minister Haseeb Drabu that they would get back taxes levied 
under GST after exporting their goods. But all promises proved false as nothing compensation from state government has been 
provided to handicraft sector. The traders of Jammu and Kashmir are in loss as they earn 10% and paid 12% GST and are now 
in search of some alternative business. So the bleak growth of handicraft sector in Kashmir Valley is witnessed in future under 
GST regime. As reported by Nasir Hamid Khan (senior vice president of KCCI), GST has crippled the handicraft sector 
because for refunds the sector is lingering for months together on one pretext or the other.  
Issue of Different Tax Slabs: The GST system in vogue is based on five tax slabs i.e., 0%, 5%, 1%, 18% and 28 percent. As a 
result, there have been countless modifications in the number and type of products that fit into various categories. However, the 
overabundance of items in many categories causes confusion and overlap in the classification of commodities as finished or 
semi-finished. Some of the things that were initially classed as luxury products demonstrate the types of obstacles and 
constraints that are encountered during the GST implementation process (Desai and Patel, 2015) 
Payment of Taxes under GST System: Monthly payment of taxes invoiced to different customers has now a days become a 
challenging task for business sector under GST regime. It means that, regardless of collections against the invoice, enterprises 
must make tax payments for the corresponding tax values once the invoice is generated (Garg, 2014). 
Jammu and Kashmir Reorganization Act, 2019: The Jammu and Kashmir Reorganization Act of 2019 divided the state of 
Jammu and Kashmir into two union territories: Jammu and Kashmir Union Territory and Ladakh Union Territory. The Act 
which is effective from 31st October, 2019 is based on various legislative and administrative changes. The Act created fear and 
uncertainty among the state residents and confusion among business community because of the legislative changes pertaining 
to Goods and Services Tax Acts, 2019. According to the Act, Jammu & Kashmir state and Ladakh are two independent union 
regions with separate GST applications. However, the state/UT codes have not been clarified under the GST Acts' legislative 
system. As we are aware Jammu and Kashmir State as a union territory retains the Code 01 as for as the reorganization 
legislation of 2019 are concerned. But the business community of Ladakh as a separate UT cannot do business with the same 
code and are beset with a number of administrative difficulties. Firstly, until and unless, UT of Ladakh acquires a new business 
code, fresh business registration in the UT of Ladakh can be made. This requires legislative amendments pertaining to 
modification and implementation of changes in GSTN network. Secondly, the sales invoices of UTGST under pre-code system 
are governed by UTGST Act and CGST Act, filing of returns in UT of Ladakh under this code in respect of GSTR-3B and 
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GSTR-1 may face many difficulties and challenges. Third, although though inter-state supplies from the UT of Ladakh will be 
low, any trader who attempts to do so will face numerous obstacles, as with State/UT Code (01), inter-state supplies cannot be 
made from the UT of Ladakh because the code is destined to be modified. Fourthly, the administration of Leh, Kargil and 
Ladakh during pre-bifurcation period were used to be governed by local taxes from Kashmir. Now after creation of two 
separate UTs, problem of GST Administrative control emerges because two UTs shall be governed by separately two full-
fledged GST offices in addition to UTGST and CGST instead of existing common office of UT of Jammu and Kashmir. 
Similar is the case with Commissioners, Additional Commissioners, Assistant Commissioners and Deputy Commissioners. 
Fifth, any transaction between two UTs is an inter-state transaction covered by the Integrated Goods and Services Tax Act, 
2017, (IGST Act), requiring IGST to be paid and deposited since the formation of two UTs, as two independent GST territories 
have been constituted after 30-10-2019. However, because both UTs have the same Code-01, Interstate B2B transactions 
cannot be reflected / published on the GSTIN portal, as the portal will not allow transactions with the same Code-01 to be 
treated as inter-state transactions. Similarly, the GSTIN network will not allow B2C transactions because the UT of Ladakh 
does not have a UT option. As a result, both B2B and B2C transactions cannot be uploaded as interstate transactions, which 
will result in late payment of taxes, assessment of a late fee, and demand of interest, which will start a circle of complications 
and confusions all over again. Sixth, the question of whether the balance of an input tax credit going to a dealer in two UTs will 
be accessible for offsetting the liability in the new UT of Jammu and Kashmir or will be distributed in specific ratios between 
the dealers of two new UTs arises. Similarly, in the case of sales returns of goods/services across two UTs, the given GST 
Code becomes a serious difficulty. This is to say that if the goods under CGST and SGST are received under pre-code period 
and are latter on returned during period of post-code change, the inbuilt mechanism of GSTIN network is such that it will not 
accept such credit notes. 
 

Conclusion 
The paradigm shift in indirect taxation from state VAT to GST is the biggest tax reform achieved in India in general and 

Jammu and Kashmir in particular. Although the system is based on rule-based regimes which could expedite integration of informal 
economy into the formal one, yet the importance of political and administrative factors for the overall success cannot be ruled out. 
Jammu and Kashmir is a closed economy having political instability and weak administrative mechanism, the implementation of GST 
here has raised serious issues and challenges because its implementation is totally against the success of small scale and cottage 
industries. Besides the danger of losing fiscal autonomy has raised further issues at national and international levels and for that reason 
traders from Jammu and Kashmir observe 8th July of every year as black day. On the other hand, weak IT network and recurring 
disruptions in internet network often added costs of production. The operating costs of return filing are also high owing to lack of 
knowledge pertaining to GST software’s which often creates tax imposition problem for most of the small-scale businesses of Jammu 
and Kashmir. Hence, success of proper GST implementation becomes a dream of success if all the possible issues and hurdles 
mentioned in the present paper are removed and Jammu and Kashmir’s integration with rest of world becomes possible so that GDP 
level, export competitiveness and technical knowhow for the adoption of GST becomes possible. 
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