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Abstract
In my present paper, my effort is to detect the contributory economic factors explaining the policy of implementation of GST in
India in recent past. The study has tried to unfold a few facets in correspondence to the “grey” informal localization of industries
and services in India. It seems that such an exploration is crucial to make a successful policy orientation like GST. The
incorporation of the changes in the nature of Formal-Informal linkages makes the scenario further intensified within the realm of
diversified heterogeneity of linkages along with the issue of increased volume of informal labour mobility. The present paper
consciously avoids the issues like digitalization and demonetization of the economy in order to make the present study more
concise one with the expectation to have separate studies with them. The micro-level field surveys, sampling design and data
analysis of the study conducted is based upon the standard model approach to avoid spatial homogeneity.
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1. Introduction
The present paper is an effort to detect the contributory
economic factors explaining the policy of implementation of
GST in India fetching a huge debate on-going thereby
hindering its targets in recent past. The study attempts to
unfold a few contributory factors in correspondence to the
“grey” economy of informal localization of industries and
services in India. To do this, it is accrued that the changes in
the nature of Formal-Informal linkages makes the scenario
much intensified within the realm of diversified heterogeneity
of the informal economy with increased volume of informal
localized production of goods and services and increased
informal labour mobility. To infer this, the present study
consciously avoids the issues like demonetization and
digitalization to make the study more precise one.
2. Methodology of Analysis
The logical argumentation of the study is based upon literature
support, case studies conducted and primary survey results.
The survey process is exhaustive in nature. The survey
conducted is based upon qualitative purposive sampling
procedure with semi-structured questionnaire and indirect
interview method. The micro-level field studies, sampling
design and data analysis procedure are based upon the
standard model approach. The implication is that the selection
of any sampling window does not depend on data availability
(or non-availability), hence avoids any spatial homogeneity.
However, the spatial distribution of sample units is crosssectional, given and known. Sometimes an ethnographic study
has been approached due to data non-availability and data
non-responses in the sample survey area under the purview of
the study conducted.
3. Hierarchical Structure in Operation: Formal-Informal
Linkage Frame
The industrial organization after globalization is subject to

significant changes. The changes are particularly crucial if we
consider informal sector production. The informal sector
producing units, even small in operation, are now competing
with formal sector production by producing similar products
or services. To do this, the informal units are generating
employment for other informal workers by following
hierarchical production chains allowing both horizontal
(spatial) and vertical (hierarchical) segmentation of production
and market. In the “Bottom of the Pyramid” structure, the
formal sector purchases intermediate and/or semi-finished
products from the informal firms through out-sourcing,
putting out and sub-contracting. In the process, the formal
sector allows several formal and informal intermediaries to
exist within the production chain.
The hierarchical structure in operation at the “Bottom” of the
“Pyramid” starts with the Own account operators with “pure”
or “open” market exchanges [Chen 2006] [1]. They appear in
exchange of products, services and labour with the
competitive formal sector. To do this, the formal sector forms
networks with independent own account units, often informal
ones. Some informal own account operators produce goods on
their own within a Value chain in production. They operate
through sub-contracting, putting-out and out-sourcing. The
volume of such operations has simply increased after
globalization. The terms and conditions of the transactions are
controlled by the lead firms, mostly formal sector units. There
are some informal Sub-sectors (even own account operators)
who operate through domestic chains. In these domestic
chains, producers directly collect production orders from the
(formal) lead firm (s). Then there are informal Contractors
/Intermediaries who collect production orders from the formal
(even from informal) firms. They also produce without any
direct competition with the formal sector over price. The
informal Contractors out-source production orders to the
informal sector producers. They simultaneously provide
services to both the formal and informal sector. To provide
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services, the Contractors form a network of formal-informal
linkage. Such a linkage formation ensures work-orders form
the informal sector and timely-delivery of finished and/or
semi-finished products to the formal sector. The service
becomes crucial particularly at the time of heavy work-load of
the formal sector. The Formal Labour within the network
operates in formal units with better work conditions and social
security coverage. They collect work-orders for the informal
sector operators. They also collect semi-finished products of
the informal sector and deliver them to the formal sector [1].
The presence of such a production chain in organizational
structure conveys significant arrays in “relay” functions
impeding multiplies effects to the small informal operators at
the “Bottom” of the “Pyramid” in operation. The network
connection in the form of linkage from the formal sector to the
small informal operators in the production chain intensifies
the situation of implementation of a single tax on goods and
services a much complex phenomenon in the real world
scenario.

Fig 1: Hierarchical Structure of Operators.

Following the micro-level studies of 1970s, the linkages
between the formal and informal sectors have become more
complex due to the presence of the agents between the two
sectors. The quantitative and qualitative methods in the
structuralism approach has considered these as the “linkages
as mechanism of institutional design”. For this, the labour
market structures often shape (and re-shape) the nature and
effect of linkages between formal and informal sector. Here,
the labour market co-production appears from the “bottom of
the pyramid” linked to social protection of labourers, hence
challenge the voluntary entry model of the rational
individualist approach. Here lies the theoretical debate
between the alternative schools of thought regarding
supporting or criticizing the event of application of any
random shock like GST implementation to the existing
production chain.
4. The Influences of Globalization: Changes in Production
Relations
With Globalization and liberalization, the international value
chain due to formal-informal linkages in production became a
significant site to explore in the informal sector literature.
These studies have considered the nature and effect of
linkages as neither wholly beneficial nor wholly detrimental
for growth of the economy that we have to keep in mind
before commenting anything on GST. The two significant
observations may be included here: first, the notion of a
production continuum instead of two compartmentalized
sectors of formal and informal, second is the prevalence of
intermediaries taking active participation to link economic
activities of the two sectors. With the acceptance of these two,
the problematic of informal-formal linkage has become much
more complex to understand, comment and explore. New
empirical realities - such as globalization, market reforms,

growing prominence of the informal economy, and the crisis
of the global (formal) economy - influence the relation
between the formal and informal economies and their roles in
economic growth of the developing nations in a complex way.
Then the issue of GST places no one-way short-cut debate to
be accepted or criticized.
It is this ‘complicated’ nature of the linkage between two
‘interlinked and subtle’ sectors of formal and informal in
‘Qualitative Mapping’ since globalization that has
transformed the existing informal institutions to labour control
to make them exploitative in contracting and forming tiedlabour kind of relationships. Such a transformation has simply
caused extensive implementation of sub-contracting, puttingout, out-sourcing and casualization of production orders with
increasing volume of labour mobility [2]. The existence of the
‘paradox of a relatively flexible labour market accompanied
by a very large informal sector’ may be accrued to these
linkages. In this, the labour movements between the formal
and informal sector are not entirely determined by the
regulatory incentives but by individual decision making in
order to maximize income. This leads to a process of
voluntary exit of the formal economy thereby segmentation
and exploitation of the informal labour market. The
implementation of a regulatory device like GST must include
this ‘complicated’ informal institutional set up at proper in
order to become a successful one – otherwise it may incur
adverse influences to individual decision making thereby
maximizing thrive of the informal economy and volume of the
formal segment of the economy.
5. Informal Localization: The HME is in a Veil
What is crucial here is that many of the informal operators are
operating in informal localization [3]. It is worth to mention
that the industry or business in one location within a cluster
with repeated transactions among themselves promote better
coordination, trust, and informal linkages between industries
or businesses, better efficiency, effectiveness, flexibility,
management linkages in partnerships and alliances, and many
others. Any random shock like GST appears to incorporate a
harsh negative influence to coordination, trust, and linkages.
The influence becomes further intensified with Scitovskian
“information spillover [4]” due to “labour market pooling [5]” in
the informal production chains. It promotes further incentives
to inter-firm knowledge spillovers thereby executing
Marshall-Arrow-Romer (MAR) externality within the
Marshallian “industrial district [6]” context. The Jacobs and
Porter externality suggest that the execution of knowledge
externality by the producing firms simply become intensified
in a competitive realm. A circular causation [7] of all these
provide maximum individual interaction in the informal
industrial periphery from the ‘core’ with well-established
social capital network [8] through the functioning of the
multiplier and “spread effects”. The result is a “relay”
function through urban hierarchy at the peripheries from the
“core”. All these have impeded a negative influence to reap
the fruits of the implementation of GST with increasing
volume of confusion and diffusion in the initial days of
implementation of GST.
It is to refer that Becattini (1989, 1990) [9] has raised the issue
that government and/or government-sponsored institutions
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like GST are not able to create an industrial organization with
collective efficiency. Paul Krugman’s (1991) New Growth
Theory and Venable’s (1996) New Economic Geography
Synthesis opine that increased “labour market pooling” and
knowledge externality inherit Home Market Effect (HME)
that infer increasing confusion for the informal sector
entrepreneurs. The reflection is accrued in reduced workorders at the initial phase after implementation, thereby a
reduced market growth, reflected in a further decrease in
aggregate demand, hence growth of the economy. Any erratic
implementation of GST may provide negative influences to
growth at least at the initial phase. The policy makers have to
consider the facet at proper. Further, the hierarchical structure
in operation is charging higher product prices with multiple
“spirals” at the receiving ends by the Informal Operators that
is fetching short of the policy targets.
6. The Concluding Remarks
It is this hierarchical “Bottom of the Pyramid” structure of
industrial organization after globalization that has changed the
nature of Formal-Informal linkage paradigm. Out-sourcing,
putting-out and sub-contracting are at an increasing pace –
indicating “jobless growth” of the formal sector. The Indian
economy is of no exception. All these are causing to a
horizontal spread of informal localization in different
industries and services in India in recent past. The policy
makers have to capture this changing scenario at proper in
order to make successful policy implementation like GST.
Further, the things appear to be ambiguous further when a
“grey” economy is confusingly treated as the “black”
economy. A combination of all of these phenomena has
hindered to grab the desired successes of the policy of GST
implementation in recent past.
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