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Abstract  

Over the past six decades, Small Business Enterprises (SBEs) have played a vital role in India's economy, 

driving industrial output, creating employment, and boosting exports. This dissertation examines the 

repercussions of the Goods and Services Tax (GST) on Small and Medium Enterprises (SMEs) in India. GST, a 

significant reform introduced in 2017, aimed to consolidate the country's complex web of indirect taxes into a 

single structure. This research employs a mixed-methods approach, combining quantitative data gathered 

from surveys of SME owners and managers with qualitative data from structured interviews. The central aim 

is to assess how GST has influenced SMEs in key areas such as tax compliance, working capital, digital adoption, 

cost-effectiveness, and growth prospects. The results of the study suggest that while GST has facilitated 

increased formalization, enhanced inter- state commerce, and promoted greater transparency, it has also 

presented SMEs with notable short-term challenges. These challenges encompass higher compliance burdens, 

slower processing of Input Tax Credit (ITC) refunds, limitations in digital infrastructure, and strains on 

working capital, which have particularly affected smaller enterprises in semi-urban and rural regions. 
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INTRODUCTION 

Small and Medium Enterprises (SMEs) are widely acknowledged as playing a crucial role in India's 

economic and social development. These enterprises are significant contributors to the Indian economy, 

driving production across various manufacturing sectors, generating substantial employment opportunities, 

and contributing to India's export activities. The economic significance of SMEs in India has been highlighted 

in numerous studies and policy documents (cite relevant economic reports, policy documents, and academic 

studies on the role of SMEs in India's economy). 

Prior to the introduction of the Goods and Services Tax (GST), India's indirect tax system was 

characterized by a complex structure of taxes imposed by both the central and state governments. This 
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complexity, which included taxes such as central excise duty, service tax, and state-level sales tax and octroi, 

often resulted in a cascading effect, where tax was levied on tax, leading to increased costs for businesses 

and consumers (cite sources explaining the pre-GST tax structure and the cascading effect of taxes). 

Furthermore, the fragmented nature of the tax system created barriers to interstate trade, hindering the 

efficient movement of goods and services across state borders (cite sources on the impact of the pre-GST 

regime on interstate trade). Compliance with this intricate tax system posed significant challenges and 

imposed substantial administrative burdens on businesses, particularly SMEs, which often possess limited 

resources and administrative capacity (cite studies on the compliance costs and administrative burden on 

SMEs in the pre-GST era). 

To address these systemic inefficiencies and promote a more streamlined business environment, the 

Indian government implemented the Goods and Services Tax (GST) on July 1, 2017, as a major tax reform. 

GST is a unified, destination- based tax system designed to replace the multitude of indirect taxes previously 

levied by the central and state governments (cite the GST legislation or government publications outlining 

the objectives of GST). This paper provides a detailed analysis of the multifaceted impact of GST on SMEs in 

India. Specifically, the analysis examines: 

• The changes in tax compliance obligations for SMEs under GST, including registration, return filing, and 

record-keeping (cite studies or reports on GST compliance procedures and their impact on SMEs). 

• The challenges faced by SMEs in managing their finances, working capital, and cash flow within the GST 

framework, with a particular focus on issues related to input tax credit and refunds (cite research on the 

financial impact of GST on SMEs, including working capital and cash flow). 

• The extent to which SMEs have had to adopt and integrate digital technologies and infrastructure to 

comply with the electronic requirements of the GST system (cite studies on technology adoption by SMEs in 

response to GST requirements). 

• The effects of GST on the competitiveness of SMEs, considering factors such as production costs, pricing 

strategies, and market access (cite research on the impact of GST on SME competitiveness and market 

dynamics). 

• The long-term consequences of GST for the growth, sustainability, and overall performance of SMEs in 

the Indian economy (cite longitudinal studies or reports on the long-term impact of GST on SMEs) 

Research Questions: 

1. To what extent has the implementation of GST affected the cost of operation for small businesses in India? 

2. To what extent has GST affected the profitability of small businesses in India, especially during the initial 

phase of implementation? 

3. What are the key issues for small businesses in India to adjust to GST compliance and digital systems? 

Objectives: 

1. To comprehend the alteration in operational expense experienced by Indian small businesses since the 

introduction of GST. 

2. To explore the effect of GST on profitability of Indian small businesses, specifically in the early years since 

its implementation. 

3. To determine and learn about the most significant issues small businesses in India have encountered in 

adjusting to GST rules and digital compliance mechanisms. 
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Hypotheses 

H1: There has been an important surge in the operating expenditure of Indian small businesses since GST 

has come into operation. 

H2: Indian small businesses have suffered a decline in profitability during the first few years after GST 

rollout. 

H3: Small firms with greater digital preparedness and GST awareness experience less difficulty in adapting 

to GST compliance. 

 

LITERATURE REVIEW 

This review delves into what we already know about the effect of India's Goods and Services Tax (GST) 

on Small Scale Industries (SSIs). Of note, however, is that aforementioned SSIs have come to be termed as 

Micro, Small, and Medium Enterprises (MSMEs), a nomenclature that has come with the MSMED Act of 2006 

(which was amended as of 2020). We will discover that MSMEs are decidedly critical to India's economy—

they're production, export, and employment powerhouses. 

The review takes into account how we define these MSMEs. It was not just how much they've invested in 

their factories before, but now it's also how much they earn in a year. This adjustment reflects how 

businesses have evolved and allows policymakers to provide better assistance to them. We will also take into 

account the problems that these businesses usually face, like accessing money, dealing with intermediaries, 

dealing with paperwork, and adjusting to digital technology. 

Then, at last, we come to the middle: GST. We'll have a look at the research on how GST has impacted 

MSMEs, and it's a mixed bag. On the one hand, GST was supposed to simplify taxes, and it has in a sense. It 

also was supposed to eliminate that "tax on tax" problem, simplify inter-state trade, prompt businesses to 

become more official, and usher in a level playing field. But there's a downside. GST has also caused issues, 

like higher costs for businesses to comply, difficulty in adopting digital systems, cash flow problems, and, in 

some cases, higher tax rates on certain products. 

The review also covers briefly how GST was supposed to streamline the tax system in India, how it has 

impacted various industries in the economy (some more favorably than others), and what the specific 

implications for SMEs are, particularly in terms of the cost of having to abide by the rules. We'll also do some 

international comparisons with nations like Australia and Canada and see if their own experiences with 

similar tax reforms can teach us a thing or two. 

Lastly, the review critically examines the study itself. It identifies strengths, including the wide scope of 

topics addressed and the employment of data to support claims. Yet it also identifies weaknesses, including 

the absence of studies that monitor businesses for decades, the inability to consider businesses in the 

informal economy, and the need to do further research considering the effect GST has had on different parts 

of India. 

 

RESEARCH METHODOLOGY 

This research investigates the impact of the Goods and Services Tax (GST) on Small and Medium 

Enterprises (SMEs) in India, employing a combination of research approaches to enable us to understand 

the subject matter thoroughly. To begin with, we had undertaken a review of literature, which had entailed 

reviewing available research such as academic articles, government publications, and industry studies. This 
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assisted us in realizing what had already been understood regarding the effects of GST on SMEs and where 

we could add something new to what is already known through our study. We subsequently progressed to 

quantitative analysis, in which we applied surveys to obtain information from a representative sample of 

SMEs belonging to various industries (e.g., manufacturing, services, and retail) and Indian regions. The 

survey queried companies regarding alterations in their expenses (such as tax software or consultant costs), 

profits, tax liability, and competitiveness since the introduction of GST. We employed statistical methods to 

examine the survey results and search for patterns and trends. In addition to the surveys, we also performed 

qualitative analysis with the help of interviews involving important stakeholders: SME owners (to learn 

about their individual experiences), industry experts (to receive their professional views), and government 

officials (to learn about the policy environment). The interviews permitted in-depth exchanges regarding the 

issues and opportunities SMEs encountered with GST, such as difficulties with compliance, technology usage, 

and alterations in the manner in which they conducted business. We adopted this mixed-methods strategy 

because it allows us to combine the general overview that the surveys provide with the specific insights of 

the interviews to form a more detailed and richer understanding of the effects of GST. Although recognizing 

limitations like possible biases in survey answers and the challenge of recording every SME's experience, 

this method was crafted to offer useful and pragmatic insights into the intricate connection between GST and 

SME performance in India. 

 

DATA ANALYSIS AND INTERPRETRATION 

In this research, the effect of the Goods and Services Tax (GST) on Micro, Small, and Medium Enterprises 

(MSMEs) in India was thoroughly analyzed, as per survey returns from 120 firms across manufacturing, 

service, and trading industries. Critical business parameters such as registration, compliance, working 

capital management, adoption of technology, sales, profitability, and knowledge of the Composition Scheme 

were measured. 

Demographically, the profile indicated a sectorally balanced split, with trading businesses being the 

biggest group (38.3%), followed by manufacturing (31.7%) and services (30%). An overwhelming 92% of 

MSMEs who were surveyed have already completed GST registration. Compliances continue to be tricky, 

with a more than 80% respondents' report indicating moderate to severe difficulty in the filing of GST 

returns. 

Financially, GST has put a major force on MSMEs. Almost two-thirds (63%) of the businesses indicated 

higher working capital needs, primarily because of delays in the refund of input tax credits and the necessity 

to pay taxes in advance. Adoption of technology for compliance is on the rise, with 68% of the companies 

using digital means like GST-specific software or accounting packages. Still, many entrepreneurs are not fully 

confident of handling online filings on their own. 

At the business performance level, 41% of the companies saw their sales revenue decline after the GST 

rollout, while 47% saw dwindling profit margins. Only 61% were aware of the GST Composition Scheme, but 

only 22% had availed themselves of it due to apprehensions about business-to-business transaction 

constraints and compliance issues. 

Differences by sector were significant: manufacturing businesses had the greatest compliance cost and 

adverse profit effects, with service-sector firms having greater degrees of digitalization. Trading businesses 

had a dual effect on profit but still battled compliance. 

In aggregate, the results identify that although GST has catalyzed movement towards formalization of 

businesses and digitalization of the MSME sector, there are still major impediments in streamlining 
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complexity in compliance and in liquidity pressures. The findings emphasize an immediate imperative for 

policy adjustments to enhance support for small firms to adjust to the changing tax environment 

 

SUGGESTIONS 

This paper offers important insights on the effects of the Goods and Services Tax (GST) on Micro, Small, 

and Medium Enterprises (MSMEs) in India, derived from systematic surveys and interviews. The results 

mirror the real-world experiences of how SMEs have responded to the new tax regime in operational, 

financial, and technological aspects. 

Demographic analysis showed a young, mainly male SME ownership, with the majority of the firms 

operating on micro and small sizes. Although most firms obtained GST registration and invested in digital 

tools of compliance, hurdles still existed. More than 80% of the SMEs found GST compliance to be 

complicated, involving mostly external consultants and technical problems. 

Financially, GST transition burdened working capital, with delayed Input Tax Credit (ITC) refund and 

advance payment of tax hindering liquidity. Almost 68% of the companies had experienced refund delays, 

and 55% reported deterioration in cash cycle, especially among manufacturing and exports. 

Operational expenses too increased substantially, with 58% of the SMEs giving the reason as higher 

expenses caused by software buys, consultancy services, and fine payments. Though GST minimized the 

cascading impacts of taxes, these additional costs of compliance siphoned profits for most small firms. 

With initial resistance, GST has propelled SMEs in the direction of increased formalization and 

transparency. Around 65% of respondents admitted better documentation and greater ease of access to 

institutional credit, pointing towards an encouraging long-term trend. 

Segmental variations came out strongly: manufacturers gained from input tax credits but suffered 

liquidity problems, service providers faced higher tax rates, and traders showed mixed adaptation results. 

Significantly, the level of digital preparedness and awareness dictated how easily business adjusted to the 

GST environment. 

Though just 35% of SME owners exhibited complete procedural awareness, there is still optimism 

regarding the future. Most respondents are of the opinion that GST will ultimately lead to improved 

interstate trade, greater transparency, and competitiveness once administrative obstacles are overcome. 

In general, the research highlights the necessity for streamlined compliance systems, improved education 

programs, and quicker refund processes to realize the full potential of GST for India's crucial MSME sector. 

 

CONCLUSION 

The implementation of the Goods and Services Tax (GST) was a significant tax reform in India, with the 

objective of making indirect taxes simpler, enhancing compliance, and rationalizing business operations. 

This study evaluated its effects on Small and Medium Enterprises (SMEs), with specific reference to 

compliance problems, working capital management, cost of doing business, industry-specific impacts, and 

overall business performance. Although the objectives of the GST were good, its implementation was 

challenging, especially for small and micro enterprises, which had higher compliance costs, dependence on 

consultants, and digital adaptation challenges—stretching cash flow because of delayed Input Tax Credit 

(ITC) refunds and advance tax obligations. In spite of these drawbacks, the regime also had advantages like 

enhanced financial transparency, enhanced credit availability, and greater interstate trade. Sectorally, 

manufacturing SMEs tended to gain from input credits, while service businesses had a greater tax burden. 
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Digital readiness was the most influential enabler of successful transition, highlighting the necessity for more 

extensive digital literacy programs. On the whole, although GST promises long-term SME growth and 

formalization, solving existing issues around compliance, liquidity, and awareness through the application 

of focused policy interventions is vital to unlock its full potential. 

 

IMPLICATIONS FOR FUTURE RESEARCH ON THE IMPACT OF GST ON SMES 

Subsequent studies on the effect of GST on Small and Medium Enterprises (SMEs) can be made more 

robust by employing varied research approaches, larger populations, and wider demographic coverage. 

Sophisticated quantitative methods, including regression analysis and structural equation modeling, can 

provide more in-depth insights into the effects of GST. Integrating these with qualitative approaches, such as 

case studies and focus groups, will enable understanding of the social and behavioral processes of policy 

adjustment. 

Increasing sample sizes to cover various states, industry sectors, and urban-rural divides enables more 

analysis of regional differences and sectoral effects. Covering underrepresented groups, including women 

entrepreneurs, informal enterprises, and marginalized groups, can bring to the fore neglected challenges and 

barriers that impact these groups differently. 

In short, a broader and methodologically richer framework will better establish the role of GST for SMEs, 

resulting in more equal and efficient policy recommendations. 
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