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Abstract: Value Added Tax (VAT) has been adopted in most Indian states since 2005 as a key component of indirect taxation,
intended to reduce cascading of taxes, broaden the tax base and improve revenue collection. However, effective compliance by
traders depends crucially on their awareness of VAT rules, registration procedures, input-tax credit mechanisms, record-keeping
and filing obligations. This study investigates the level of VAT education and awareness among traders in a district setting
(Jhunjhunu region of Rajasthan) and identifies compliance gaps, the reasons for such gaps, and proposes remedial measures. Based
on a primary survey of registered and un-registered traders, the analysis reveals significant deficiencies in awareness, particularly
among small and medium-scale traders, and identifies structural, behavioural and administrative factors inhibiting compliance.
Remedies are recommended including targeted education and training programmes, institutional simplification of procedures,
assistance services, and stronger linkage between awareness and enforcement. The study contributes to understanding the human-
capital dimension of VAT compliance and offers policy suggestions for state tax administrations
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1.1 Introduction

The introduction of the Value Added Tax (VAT) regime in
India from April 2005 onwards represented a landmark reform
in indirect taxation. The aim was to replace the old sales tax
system, reduce tax-on-tax cascading, create transparency in
indirect tax incidences, and enhance state revenues (Sebastian,
2011). From a trader’s perspective, VAT imposes obligations:
registration when turnover exceeds a threshold, issuing tax-
invoice, claiming input tax credit, filing periodic returns and
maintenance of proper records. Yet, despite formal adoption,
compliance and enforcement remain challenging. One critical
element that underpins trader compliance is awareness and
education of the system: without sufficient knowledge of
rights, duties, procedures, and penalties, traders
inadvertently or deliberately under-comply.

In the context of Rajasthan (and similar states), many traders
are small scale, may not have professional accounting help,
and operate in local trade networks that are less formalised.
This study focuses on the education and awareness levels of
such traders, their understanding of VAT, the compliance gaps
that emerge, and the remedies that could strengthen adherence.
Value Added Tax emerged as a critical tool for revenue
generation in many economies during the late twentieth and
early twenty-first centuries, including in several developing
countries seeking to modernize their tax systems and enhance
fiscal stability. The essence of VAT lies in its multi-point,
consumption-based character: it is levied incrementally at each
stage of production and distribution, ultimately borne by the
final consumer, while businesses claim credits for VAT paid
This system, though theoretically robust, is

may

on inputs.

operationally
characterized by a preponderance of small and medium-sized
enterprises, informal trading practices, and limited

complex, especially in  environments

administrative capacity. For countries in South Asia and Africa
that adopted or considered VAT reforms, a significant share of
the intended benefits—greater transparency, broadened tax
bases, increased revenues, and lesser cascading tax effects—
depended not only on legislation but also on the degree of
education and awareness among traders, as well as their
willingness and ability to comply with VAT norms.

Before the proliferation of digital tax administration and
widespread automation, traders operated within often
ambiguous regulatory environments, shaped by both inherited
tax structures (such as sales tax or excise regimes) and
evolving VAT legislation. In these settings, knowledge gaps
among traders regarding VAT’s principles, reporting
requirements, documentation standards, and credit mechanisms
posed substantial impediments to effective tax compliance.
Many traders—particularly within the SME sector—struggled
to distinguish between the basic concept of value addition and
the mechanical calculation required to determine tax liability
under VAT. Insufficient awareness campaigns, infrequent
outreach, and low integration of tax education within
traditional business training further entrenched misconceptions.
For example, widespread confusion often surfaced regarding
the eligibility for input credits, the necessity of issuing tax
invoices, and the obligation to file periodic
Furthermore, local language barriers, limited access to tax
professionals, and variations in legal interpretation across
jurisdictions compounded these challenges.

Empirical studies and policy reviews consistently noted that
such education and awareness deficits had far-reaching
consequences for compliance. Traders lacking a clear
understanding of VAT’s core features frequently underreported
sales, issued incomplete invoices, omitted eligible credits, or
altogether abstained from registration when their turnover
crossed legal thresholds. In some cases, deliberate evasion
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coexisted with genuine ignorance, but in many SMEs, lapses
stemmed from procedural uncertainty or fear of punitive
consequences due to inadvertent mistakes. These gaps in
compliance undermined both the efficiency and equity goals of
VAT implementation. Notably, an incomplete grasp of VAT
requirements led to both over-compliance (where traders paid
more than due, often out of error or caution) and under-
compliance (missed payments, incorrect filings), thereby
distorting market competition and eroding tax morale.
Policymakers and tax authorities, recognizing these gaps,
initiated various remedial strategies, though their coverage and
effectiveness ~ varied  considerably = across  regions.
Comprehensive  trader  education  programs, focused
workshops, targeted printed materials, and media campaigns
constituted the primary arsenal for increasing awareness of
VAT’s operational mechanics. Partnerships with business
associations, chambers of commerce, and local governmental
bodies further extended outreach. However, limited resources,
frequent staff turnovers in tax departments, and persistent
mistrust between traders and authorities constrained these
efforts. Additionally, the lack of uniformity in messaging and
periodic changes to VAT rules—such as shifting thresholds,
altered rates, or amended documentation procedures—often
made compliance a moving target for even well-intentioned
traders.

Despite these systematic constraints, several case studies
suggested that when VAT education initiatives were well-
designed—emphasizing practical case examples, real-world
problem-solving, and easy-to-understand guidance in local
languages—Ilevels  of compliance  improved
measurably. Not only did informed traders become more
reliable remitters of VAT, but they also acted as multipliers of
knowledge, spreading good practices within their business

voluntary

communities. Conversely, in environments where awareness
campaigns were sporadic or superficial, compliance gaps
persisted, and significant portions of the retail and wholesale
landscape remained outside the tax net.

Importantly, the debate over compliance gaps and remedies
was not merely academic; it directly informed the strategies
adopted during later tax reforms and digital transitions.
Scholars and practitioners increasingly called for integrating
VAT education into business licensing processes, leveraging
radio and television outreach, translating guidance into
vernacular languages, and simplifying return-filing procedures
as preconditions for achieving higher compliance rates. Thus,
the study of education and awareness among traders—and the
identification of compliance gaps and remedial interventions—
offered essential insights into how the architecture of indirect
tax systems could be strengthened for future generations.

1.2 Objectives

The objectives of the study are:
1. To assess the level of awareness and education about VAT
among traders.

2. To identify the key compliance gaps (un-registration, late/
non-filing, improper invoice issuance, non-claim of input
credit, etc.).

3. To analyse the reasons
behavioural, administrative).

4. To propose remedial
simplification of procedures, institutional support) that can be
adopted by the tax administration and trader associations.

for these gaps (structural,

measures (education/training,

1.3 Literature Review

1. VAT in India —Bbackground

In India, VAT was introduced by many states from 1 April
2005 replacing the earlier sales tax regime. Sebastian (2011)
traces the roadmap of VAT adoption and analyses its impact on
state tax revenues, administration and compliance issues. The
reform sought to expand the tax base, reduce cascading, and
simplify the system, but the actual experience differed across
states, with varying degrees of success. Basic structural issues
remained: multiple rates, interstate  tax
complications and administrative capacity. As one review
noted, ,today’s implementation of VAT is still plagued by
structural and administrative deficiencies” (Nidhi Bansal,
2009).

exemptions,

2. Compliance gaps in VAT

Compliance gaps refer to the difference between actual tax
collected and potential tax if full compliance were achieved.
While much literature has developed in the European context
(e.g., VAT gap reports by the European Commission) and on
fraud, even in the Indian context the inability of many firms to
comply fully is recognised (IGC project on Delhi VAT data) .
At a theoretical level, the U.S. Government Accountability
Office summarises key compliance risks under VAT such as
under-reporting cash sales, misclassification of purchases,
missing trader fraud, and over-claiming input tax credits. In
India, one discussion pointed to the presence of confusion in
traders, record-keeping slippages, multiple forms and rates, and
uneven enforcement (CAClublndia article).

3. Awareness, education and behavioural aspects

Tax compliance is not purely a matter of enforcement and
auditing; awareness and understanding of the tax system
among taxpayers plays a critical role. When taxpayers lack
knowledge of their obligations, the “human capital” dimension
of compliance becomes weak. Although explicit studies on
Indian VAT awareness among small traders are limited, in the
informal sector literature there is recognition of “lack of
awareness and understanding” as a major barrier to VAT
implementation. For instance, a 2014 paper noted that many
small business owners in the informal sector lacked knowledge
of VAT rules, filing requirements and records management.
The importance of education/training programmes is
underscored by reviewers and practitioners. For example,
training target audiences such as accountants, procurement
officers, business owners are used in VAT training courses
(TrainingCred) to improve knowledge.
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4. Trader-specific studies

Some state-level and district-level studies have attempted to
measure traders’ attitudes toward VAT. For example, a study
in Coimbatore district (Tamil Nadu) of 300 VAT-paying units
examined attitudes, merits/demerits of VAT, and found that
issues remained in urban traders’ perceptions. However these
studies often focus more on attitudes rather than quantitatively
on awareness gaps and remedial education. The gap in
localized studies in Rajasthan and among smaller traders
motivates the present research.

5. Remedies: enforcement

integration

Education, simplification,
The literature indicates that improving tax compliance involves
a mix of strategies: increasing awareness/education,
simplifying procedures to reduce compliance cost, aligning
enforcement and audits, providing incentives to compliant
taxpayers, and improving information technology systems. For
example, reports on “Where’s value? Using VAT data to
improve compliance” in India highlight how tax authorities can
use datasets but must also support traders with simpler
procedures and clearer guidance. The GAO report (2008)
emphasises that robust record-keeping and taxpayer education
reduce behaviours like under-reporting and fraudulent input
credits. Overall, the literature converges on the view that
awareness and education cannot be ignored in a successful
VAT compliance regime.

1. In sum, despite the importance of awareness and education
among traders for VAT compliance, there is relatively little
micro-level empirical work in the Indian context on this. The
present study seeks to fill that gap for the region in Rajasthan.

1.4. Research Methodology

1. Research design

This study adopts a cross-sectional survey design of traders in
the district of Jhunjhunu, Rajasthan. The focus is on small and
medium traders (registered under state VAT regime) and a
sample of unregistered traders (who should be registered but
have not done so) to capture compliance gaps and awareness
differentials.

2. Population and sample

The population comprises all traders (wholesalers, retailers,
mixed-goods traders) operating in urban and semi-urban
centres of Jhunjhunu district (including Khetri, Loharu,
Nawalgarh etc.). A stratified random sampling technique was
applied: Stratification by size (turnover categories), registration
status (registered/unregistered under VAT), and location
(urban centre vs peri-urban). For this study, a sample of 300
traders was selected (200 registered, 100 unregistered) across
these categories. This sample size allows reasonable inference
while remaining manageable.

3. Data collection instrument

A structured questionnaire was administered. The

questionnaire had four parts:

(a) Socio-demographic and business profile of the trader (age,
education, turnover, years in business, registration status)

(b) Awareness and education indicators: knowledge of VAT
registration criteria, tax-invoice issuance, input tax credit
mechanism, record-keeping return filing
frequency, penalties for non-compliance.

requirements,

(c) Compliance behaviour: registration status, filing of returns
on time, issuance of VAT invoices, claiming input tax credit,
proper books of account, occurrence of inspections, late
payments.

(d) Perceived barriers and remedies: respondents’ views on
why non-compliance/late compliance occurs, suggestions for
improvement (training, simplification, digital support,
incentives).

The instrument was pre-tested on a small pilot (30 traders) and
refined for clarity. Interviews and in-person visits were used to

collect data given the small-scale local setting.

4. Data analysis

Quantitative responses were coded and analysed using
descriptive statistics (frequencies, percentages, mean scores)
and inferential statistics (Chi-Square tests for association
between awareness levels and compliance behaviour; weighted
ranking for barriers). Qualitative comments from open-ended
responses on remedies were also categorised thematically.

5. Limitations

This study is limited to one district of Rajasthan and thus may
not be fully generalisable to all states or large-scale traders.
The sample focuses on small/medium traders and does not
include large corporate entities. Self-reporting by respondents
may involve social desirability bias. Given resource
constraints, depth of auditing of actual records was not
undertaken (only self-reported behaviour). Nonetheless, the
study provides useful insights into the awareness-compliance

nexus at the trader level.

1.5 Results and Discussion
1. Trader profile

(a) Among the 300 traders surveyed, the following profile
emerged:

(b) 72% were male proprietors, 28% family-joint concern.

(¢) Education: 14% had no formal schooling, 46% up to
secondary school, 28% had higher secondary, 12% had
graduation or above.

(d) Turnover categories: 44% < 50 lakh per annum, 36% 50—
200 lakh, 20% > 200 lakh (within small/medium band).

(e) Years in business: average 9.7 years (SD 4.3).

(f) Registration status: 200 registered under state VAT, 100
un-registered despite operating above threshold.

(g) Location: 60% urban centre, 40% semi-urban/peri-urban.

2. Awareness and education levels

(a) Only 38% of respondents correctly identified the turnover
threshold for VAT registration in their state.

(b) 46% were aware of the need to issue tax-invoices in VAT
transactions.
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(¢) Only 29% understood the input tax credit (ITC)
mechanism clearly (i.e., that they can claim credit on inputs
purchased from registered suppliers).

(d) 34% knew the frequency of VAT return-filing required
(monthly/quarterly).

(e) A mere 22% were aware of penalties liable for non-filing
or late payment.

(f) The mean “awareness score” (based on 10 questions) was
4.6 (on scale 0-10), indicating generally low awareness.

(g) Interpretation: Awareness among traders in the district is
weak. Particularly troubling is the poor understanding of ITC,
which is a central mechanism in VAT and essential for
compliance and tax neutrality. The lower education levels of
many traders likely contribute, as do the relatively informal
nature of smaller trading units.

3. Compliance Gaps

Compliance behaviour analysis shows:

(a) Of the 200 registered traders, only 114 (57%) filed returns
on time for the previous year. The remainder either filed late
(24%) or did not file at all (19%).

(b) Among registered traders, only 68% issued tax-invoices at
the time of sale; 32% either gave simplified bills or cash
receipts without proper VAT invoice.

(¢) Regarding input tax credit claims: only 42% of eligible
registered traders attempted to claim ITC, the remainder did
not claim (even though they had registered supplier invoices).
Reasons cited include “lack of knowledge” and “too complex”.
(d) Of the 100 unregistered traders who should have been
registered (based on turnover self-reported > threshold), 73%
cited ignorance of registration requirement, 18% cited “too
many formalities” and 9% cited “fear of inspections and
possible penalties”.

() Among all traders, record-keeping (books of account and
supplier/purchase registers) was found to be maintained in only
38% of units; the remainder used informal cash ledgers or no
systematic books.

Thus the key gaps are: non-registration of many traders, late/
non-filing among registered traders, inadequate invoicing and
input credit claims, poor record-keeping.

4. Association between awareness and compliance

A Chi-Square test of association between “high awareness”
(score > 6) and “compliant behaviour” (on-time return filing +
issuance) among registered traders showed a
significant association at 5% level (> = 14.2, p = 0.000).
Traders with higher awareness were much more likely to
comply. This supports the hypothesis that awareness/education
is a key driver of compliance.

invoice

5. Barriers: Traders’ perceptions

Traders’ responses about why compliance is weak (ranked)
revealed the following major barriers (weighted ranking):

(a) Lack of education/training on VAT procedures (rank 1)

(b) Complexity of compliance procedures (rank 2)

(c) Cost/time burden of record-keeping and filing (rank 3)

(d) Fear of inspections/penalties once registered (rank 4)

(e) Lack of professional accounting help for small units

(rank 5)

(f) Inconsistent application of rules across state departments
(rank 6)

Qualitative responses included statements like: “We know
there is a tax called VAT, but the form filling, input credit,
invoice system is confusing for us” and “We are busy trading,
and keeping books is extra cost; easier to stay informal”.

6. Discussion

The findings indicate that despite formal registration under
VAT, many traders in the district are inadequately educated
about key provisions (registration threshold, invoicing, input
tax credit, return filing). This low awareness translates into
significant compliance gaps: late filings, non-invoicing, non-
claiming of input tax credit, and high levels of non-registration
among eligible traders.

From a behavioural economics perspective, this suggests that
non-compliance may not always be deliberate evasion but
frequently a result of ignorance, lack of capacity or perceived
burden. The positive association between awareness and
compliance suggests that education/training interventions
could improve compliance.

The cost of compliance for small traders appears significant:
record-keeping, filing, and invoicing are time and resource-
consuming. The literature suggests that compliance cost may
act as a deterrent. For instance, a study in India estimated that
VAT compliance costs are regressive and increase burden for
smaller firms. The informal sector literature likewise points to
structural challenges: informal status, low bookkeeping culture
and administrative weakness.

Thus, the problem is not solely one of enforcement or auditing,
but of building the human-capital dimension of trader
awareness, simplifying compliance procedures and making the
system accessible to small business units.

Another dimension is administrative and institutional: multiple
forms, frequent returns, audits, and uncertainties over input tax
credit reduce perceived business value of registration. As the
CAClublndia article noted, multiple states with different rules
increase confusion. Therefore, remedies must address both
trader behaviour and institutional design.

1.6 Conclusions and Policy Implications

1. Conclusions

This study of traders in the Jhunjhunu district indicates that
VAT education and awareness among traders is generally
weak, and that this weak awareness correlates with poor
compliance behaviour (non-registration, late filing, inadequate
invoicing, non-claim of input credit). The major barriers
identified are lack of education/training, complexity of
procedures, compliance cost/time burden and fear of
inspection.

2. Policy Implications and Remedies
Based on the findings, the following remedies are proposed:

(i) Targeted Education and Training Programmes
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(a) The state tax department (Rajasthan) in conjunction with
local  trader  associations should conduct
workshops/seminars in district centres (and semi-urban towns)
specifically for small/medium traders about VAT registration,
invoicing, ITC claims, return-filing, record-keeping.

(b) Develop simple, hand-books
(Hindi/Rajasthani) on VAT obligations for traders, including
flow-charts, checklists and FAQs.

(¢) Use mobile/online modules (where feasible) for refresher
training and communications about updates in VAT rules.

regular

vernacular language

(ii) Simplification of Procedures

(a) Simplify registration process: shorter forms, fewer visits
to tax offices, and perhaps mobile/online registration in district
centres.

(b) Reduce frequency of returns for small traders (if
permissible under state law) or permit simplified return formats
for small turnover categories.

(¢) Introduce standard tax-invoice templates (in Hindi) and
provide downloadable formats for use by traders.

(iii) Institutional Support and Advisory Services

(a) Set up a ‘Trader Help Desk’ in district tax offices or via
local collectorate that provides free advice to small traders on
VAT matters.

(b) Encourage chartered accountants/ tax-practitioners to offer
group services for small traders (collective
accounting).

(c) Provide regular newsletters/ SMS alerts to registered traders
about compliance dates, changes in VAT law, record-keeping
tips.

low-cost

(iv) Incentive and Enforcement Balance

(a) Introduce recognition/incentive schemes for traders who
consistently comply (e.g., “VAT-Compliant Trader
Certificate”, priority attention in inspections, simplified audit
regime).

(b) At the same time, continue enforcement (audits, penalties)
but with a greater emphasis on education before punitive
action. For example, first-time late-filers may be given a

mandatory awareness session rather than immediate heavy
penalty.

(v) Monitoring and Feedback Mechanisms

(a) Tax administration should collect data on registration,
return-filing, input credit claims and monitor compliance
trends at district level.

(b) Provide feedback loops: regular district-level compliance
reports that highlight sectors or trader-segments with high non-
compliance and target them for awareness drives.

3. Further Research

Future research might extend beyond one district to
comparative studies across multiple states in India, include
longitudinal tracking of awareness and
incorporate auditing of actual records (rather than self-report)
to estimate the revenue impact of compliance gaps.

vs compliance,
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