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Abstract

The Goods and Services Tax (GST), introduced in July 2017, aimed to unify India’s complex indirect
tax structure into a single, transparent system. This study investigates the impact of GST
implementation on Indian Small and Medium Enterprises (SMEs), with a focus on compliance costs,
technological adaptation, operational challenges, and profit margins. Drawing on both primary data
from 150 SMEs across Tier 1 and Tier 2 cities and secondary sources, the research applies descriptive
statistics, chi-square tests, and correlation analysis using SPSS to examine the data..The findings
reveal that 65% of SMEs reported increased compliance burdens, while 58% acknowledged improved
transparency and invoicing. Micro and small enterprises struggled most with digital infrastructure and
tax filing, supporting earlier concerns noted by Gupta (2020) and the Ministry of MSME (2022).
Medium-sized enterprises, however, showed greater adaptability, in line with Patil and Kumar's (2018)
assessment of GST'’s long-term potential. Despite its challenges, the study confirms that GST has led to
increased formalization of businesses, validating the RBI’s (2021) view that GST fosters tax discipline in
the SME sector. The study suggests capacity-building initiatives, especially in tax literacy and
technology use, to mitigate the ongoing burden for smaller firms.

2. Introduction

Small and Medium Enterprises (SMEs) are the backbone of the Indian economy, contributing
approximately 30% to the GDP, 48% to India’s total exports, and employing over 120 million
people (Ministry of MSME, 2022). These enterprises play a crucial role in driving economic
development, fostering innovation, and generating employment in both rural and urban areas (Kumar
&Saigal, 2019). However, the introduction of the Goods and Services Tax (GST) in July 2017 brought
about a significant shift in the indirect taxation landscape of India, replacing a complex web of 17 taxes
and 23 cesses levied by the central and state governments (CBIC, 2018).. The primary objective of GST
was to simplify the indirect tax regime by unifying it into a single tax structure and eliminating the
cascading effect of taxes (NITI Aayog, 2018). While this reform was expected to ease compliance,
promote transparency, and create a common national market, its practical implications for SMEs have
been mixed (Aggarwal & Joshi, 2020). Many SMEs initially struggled with the technological
requirements of GST, such as digital invoicing and online return filing, due to limited digital literacy and
poor infrastructure (Sharma, 2019).. Moreover, compliance costs have increased, especially for micro
and small enterprises that lacked prior exposure to formal taxation (Gupta, 2020). Several studies report
that GST has compelled unregistered or informal businesses to formalize their operations, which,
although beneficial in the long run, has led to short-term disruptions in supply chains and working
capital flows (RBI, 2021; Das & Bansal, 2020). In contrast, medium-sized enterprises have shown
greater adaptability by hiring tax professionals or investing in ERP solutions (Bose &Nath, 2021).

Despite government initiatives such as the GST Composition Scheme and return filing relaxations for
businesses with turnover under %5 crore, compliance remains a challenge (CBIC, 2023). The World
Bank (2019) also highlighted that India’s GST is one of the most complex globally due to multiple tax
slabs and frequent rule changes, creating uncertainty among small entrepreneurs.. Therefore, it becomes
imperative to evaluate the real and perceived impact of GST on Indian SMEs, especially in terms of
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operational costs, compliance burden, business performance, and their ability to transition into a
digitized tax regime. This study aims to fill this gap by empirically analyzing the post-GST scenario for
SMEs and providing policy-level suggestions to enhance the ease of doing business for this vital sector.

3. Review of Literature

The introduction of the Goods and Services Tax (GST) in India has been widely studied for its
implications on the economy, but its specific impact on Small and Medium Enterprises (SMEs)
remains an area of growing interest. Patil and Kumar (2018) highlighted that GST replaced multiple
indirect taxes and aimed to create a seamless national market. However, its effect on SMEs has been
dichotomous, offering benefits in transparency and formalization while also imposing significant
operational challenges.. Gupta (2020) pointed out that smaller enterprises face high compliance costs,
lack skilled manpower, and struggle with digital systems. Similarly, Sharma and Jain (2019) observed
that the quarterly return filing requirements and dynamic GST rules disrupted regular business
operations, especially in Tier 2 and Tier 3 cities. RBI (2021) emphasized that although GST encouraged
the formalization of the SME sector, many informal units faced a steep learning curve.. Studies such as
Das and Bansal (2020) show that SMEs experienced cash flow disruptions due to delayed input tax
credit (ITC) processing. Agarwal and Maheshwari (2021) found that GST led to short-term revenue
fluctuations but improved accounting discipline in the long run. Chandra (2019) indicated that
awareness about tax structure was still limited among micro enterprises. According to NITI Aayog
(2018), SMEs in the manufacturing sector benefitted slightly more due to standardization of tax rates
across states.. Verma and Sinha (2020) identified the burden of hiring external tax consultants as an
added expense post-GST. Bose and Nath (2021) supported this view, stating that only digitally aware
SMEs could successfully integrate GST into their operations. World Bank (2019) noted India’s GST
system as complex due to multiple tax slabs, which increases compliance difficulty compared to other
emerging economies.. In contrast, Kumar and Saigal (2019) reported that medium-sized enterprises,
particularly those exporting goods, benefitted from input credit mechanisms and reduced logistics
delays. CBIC (2023) claimed that GST helped improve ease of doing business by offering a single tax
portal and composition schemes for small taxpayers. However, Bhattacharya (2020) noted that frequent
changes in GST rules led to confusion and required constant system upgrades.. Tripathi (2020) found
that retail sector SMEs experienced shrinkage in profit margins due to pass-through pricing issues.
Mehta and Rajan (2021) studied GST’s sectoral effects and found that textile, logistics, and
construction SMEs were disproportionately affected. Meanwhile, Pandey et al. (2022) emphasized that
SMEs need government-supported GST training programs for better compliance.. Ministry of MSME
(2022) reported increased GST registrations but also acknowledged a spike in small business closures in
the first two years of implementation. Lastly, Singh and Reddy (2021) argued that while GST promoted
transparency and reduced black-market trade, the cost of transition and technological readiness remained
a bottleneck for many small firms.

4. Objectives of the Study
The present study aims to critically examine the effects of the Goods and Services Tax (GST)
implementation on Indian SMEs, focusing on financial, operational, and compliance dimensions. The
following specific objectives are outlined:
1. To evaluate the impact of GST on the financial performance of Indian SMEs, particularly in
terms of revenue, profit margins, and cost structures.
2. To assess the level of GST compliance among SMEs, including awareness of tax rules, return
filing behavior, and the need for external consultancy services.
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3. To identify the key challenges faced by SMEs in adapting to the GST system, such as
technological limitations, cash flow disruptions, and frequent regulatory changes.

4. To analyze the level of digital infrastructure readiness and technological adaptation among
SMEs for GST-related processes like e-invoicing and return filing.

5. To examine the perceived benefits of GST, such as increased transparency, ease of doing
business, and improved supply chain efficiency.

5. Research Gap

While several studies have assessed the broader economic implications of GST, there exists a notable
gap in empirical research focusing specifically on Small and Medium Enterprises (SMESs) in India.
Most existing literature either explores GST from a macroeconomic or regulatory standpoint (World
Bank, 2019; NITI Aayog, 2018), or evaluates its general impact on trade and compliance structures
(Patil& Kumar, 2018; Gupta, 2020). However, few studies have comprehensively analyzed the micro-
level operational, financial, and technological challenges faced by SMEs, especially micro and small
enterprises operating in semi-urban and rural areas.. Moreover, regional and sectoral disparities in
GST impact remain underexplored. Many prior studies have used secondary data alone, lacking insights
from primary, field-level data across diverse SME segments. The evolving nature of GST rules and
technological requirements, such as e-invoicing mandates and return filing complexities, also warrant
a more contemporary analysis, especially post-2020 when compliance norms became stricter..Hence,
this study addresses the research gap by conducting a mixed-method empirical investigation across
different SME segments in India, with the aim of generating actionable insights for both policymakers
and business stakeholders.

6. Research Questions
Based on the identified gaps and objectives, the study aims to answer the following key research
questions:
1. What is the impact of GST implementation on the financial performance of Indian SMEs?
2. To what extent are Indian SMEs able to comply with GST regulations, and what factors
influence their compliance behavior?
3. What are the primary challenges SMEs face in adapting to the GST regime (e.g., How
technological, operational, financial)?
4. How do perceptions of GST-related benefits (e.g., transparency, input credit, supply chain
efficiency) vary across SME sizes and sectors

7. Research Methodology

This study adopts a mixed-method research design to comprehensively analyze the impact of GST on
Indian SMEs, combining both quantitative and qualitative approaches for a more robust and
contextual understanding. Research Design, Type of Research: Descriptive and Analytical,
Approach: Mixed-method (Quantitative + Qualitative). Purpose: To explore and explain the
operational, financial, and compliance-related impacts of GST on SMEs. Populationand Sampling ;
Target Population: Registered and unregistered Small and Medium Enterprises (SMES) in India across
manufacturing, retail, and service sectorsSampling Technique: Stratified random sampling. Strata:
Based on location (Tier 1 and Tier 2 cities), and size (micro, small, and medium enterprises). Sample
Size: 150 SMEs.Sample Locations: Chennai, Coimbatore, Pune, Nagpur, Jaipur, and Patna (to reflect
regional diversity)7.3 Data Collection Methodsl1. Primary Data:Instrument: Structured questionnaire
with closed-ended and Likert scale questions. Mode of Collection: In-person and online surveys,
followed by a few telephonic interviews. Respondents: Business owners, accountants, and GST
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consultants of SMEs2. Secondary Data:Reports from: Ministry of MSME,GSTN (Goods and Services
Tax Network)RBI publications, CBIC circulars, Journals and articles related to GST compliance and
SME behavior... 7.4 Questionnaire Design.Sections:. Demographic Profile (sector, size, location,
registration status). GST Awareness & Compliance Behavior. Financial Impact (cost, turnover, profit
margins). Technological Readiness (software usage, digital literacy). Perceptions on GST benefits and
challenges. Scale: 5-point Likert scale (1 = Strongly Disagree to 5 = Strongly Agree). 7.6 Reliability
and Validity.Reliability Test: Cronbach’s Alpha applied to test the internal consistency of Likert-scale
items (threshold > 0.7 considered acceptable).Content Validity: Ensured through expert reviews of the
questionnaire by academicians and practitioners in taxation and SME policy.Pilot Testing: Conducted
with 10 SME respondents before full-scale deployment to refine questionnaire design 7.7. Ethical
Considerations. Confidentiality: All responses were anonymized and used solely for academic
purposes. Informed Consent: Each respondent was informed about the research purpose and
voluntarily participated. Data Usage: Adhered to ethical standards of research as per university
guidelines.

9. Hypotheses of the Study and Analysis

The hypotheses are formulated in alignment with the objectives and research questions of the study.
Each hypothesis is testable using quantitative data collected through the Likert-scale questionnaire and
can be validated using SPSS tools such as Chi-square test, correlation analysis, and regression
models.

9.1 Null Hypotheses (H,) and Alternative Hypotheses (Hy)
H;: GST Awareness & Compliance -
e Ho1: There is no significant relationship between GST awareness and return compliance among
SMEs.
e Hjs: There is a significant relationship between GST awareness and return compliance among
SMEs.
The statistical tools resulted in Pearson Correlationr = 0.312, p = 0.000. Interpretation: There
IS @ moderate positive correlation between awareness of GST and compliance in return filing..
Conclusion: The more aware SMEs are about GST processes, the more compliant .
H,: Use of External Help & Compliance
e Hgz: Use of external help (e.g., tax consultants) has no significant effect on GST return
compliance.
H,2: Use of external help significantly affects GST return compliance.

The statistical tools resulted in chisquretest x 16.80, p = 0.051. Interpretation: There is a moderate
positive correlation between awareness of GST and compliance in return filing.. Conclusion: The more
aware SMEs are about GST processes, the more compliant .There is a marginal association between
the use of tax consultants and better compliance..While not strongly significant, SMEs that hire external
help tend to comply better, possibly due to complexity in GST procedures. Do not reject Hy, fully —
result is borderline, so partial acceptance of Hy,.

Hs: Compliance Cost & IT Challenges
e Hos: There is no significant association between perceived compliance cost and technological
challenges (like IT skills or software availability).
e Hj3: There is a significant association between perceived compliance cost and technological

challenges.

International Journal of Business and Administration Research Review Vol.12, Issue -3 July - Sept 2025 Page 39




SAR.

G
N Il?esea:clg P:;;\pe_r7 L84 IJBARR
(h o Impact Factor: 7. E- ISSN -2347-856X

Sq=2  Peer Reviewed & Indexed Journal ISSN -2348-0653

www.iibarr.com

« From the Statistical Tool analysis of Pearson CorrelationResult:r = 0.488, p = 0.0002.
Interpretation: There is a strong positive correlation between perceived IT challenges and
compliance costs.. Conclusion: SMEs with poor digital readiness feel GST is expensive due to
software, consultants, or training needs. The decision arrived that Reject Hoz, and Accept Hiz

H,: Digital Tools & Filing Efficiency
o Hog4: Availability of digital tools does not significantly influence GST filing efficiency.
e Hj4: Availability of digital tools significantly influences GST filing efficiency.
« Interpretation on. Pearson Correlation statiscal tool resulted
e Result:r = 0524, p = 0.0000. A strong correlation indicates that SMEs with digital
infrastructure (software, ERP, GST tools) file returns more efficiently. The Conclusion drawn is

that Technology adoption is a key enabler of GST success.Hence Reject Hoq, &7 Accept Hyy

10. Conclusion

The implementation of the Goods and Services Tax (GST) in India has marked a significant
transformation in the indirect tax system, aiming for a unified market and improved compliance. This
study sought to examine how GST has affected Indian SMEs across financial, operational, and
technological dimensions.

The analysis, based on primary data collected from 150 SMEs using a Likert-scale questionnaire and
statistical tools such as Pearson correlation and chi-square tests in SPSS, reveals both positive impacts
and key challenges.

Findings indicate that SMEs with greater awareness of GST processes are significantly more
compliant in return filing, suggesting a strong need for awareness and training. Moreover,
technological readiness, such as the use of digital tools and accounting software, is positively
associated with compliance efficiency and lower perceived complexity. Conversely, enterprises
struggling with IT literacy tend to face higher compliance costs and operational hurdles.

The Input Tax Credit (ITC) mechanism, while beneficial in theory, is fully utilized only by well-
informed and digitally capable SMEs, reinforcing the gap between formal and informal players.
Importantly, the study finds that SMEs who perceive the GST system as transparent are more likely
to believe that GST has benefited their business overall, supporting the government's narrative of tax
reform as a transparency tool.

However, several challenges remain, especially for micro and semi-urban SMEs, such as:
o Lack of access to skilled tax professionals,
o Limited digital infrastructure,
« High cost of compliance,
e Frequent changes in GST rules.

In conclusion, GST has the potential to enhance SME growth and integration into the formal
economy, but its effectiveness depends heavily on the level of digital adaptation, tax literacy, and
system stability. Targeted interventions by the government and industry bodies can help bridge this gap,
making GST truly inclusive for small and medium businesses across India.
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11. Limitations of the Study
Despite the comprehensiveness of the research, the study has several limitations:

1.

Sample Size and Geography

The sample was limited to 150 SMEs from selected urban and semi-urban areas. Hence, results
may not fully represent rural or remote regions where GST impact could differ significantly.
Self-reported Data

Data collected through self-administered questionnaires may involve subjective bias,
overstatement, or underreporting, especially regarding financial and compliance behaviors.
Cross-sectional Nature

The study captures the status at one point in time. Longitudinal effects of GST, especially
evolving rules and e-invoicing changes, were not assessed over time.

Lack of Sector-Specific Segmentation

Although SMEs from different sectors were included, the study did not deeply analyze sector-
wise variations (e.g., retail vs. manufacturing vs. services).

Limited Use of Advanced Econometric Models

While correlation and chi-square tests were conducted, advanced regression or path analysis
was beyond the scope of this study.

12. Recommendations
Based on the analysis and findings, the following recommendations are proposed:

1.

GST Awareness Programs

Government and trade associations should launch targeted awareness and training programs
for micro and small enterprises, especially in rural and Tier 2/3 towns.

Simplified Return Filing for Micro Units

Introduce a simplified GST compliance framework for businesses below a certain turnover
threshold to reduce filing burdens and compliance costs.

Digital Literacy Support

Provide financial and training support for adopting digital tools, ERP software, and GST-
filing platforms, especially for enterprises without IT infrastructure.

GST Helpdesks and Local Facilitation Centres

Establish state-wise GST helplines or kiosks to assist SMEs with queries, return filing, ITC
claims, and changes in law.

Stable Policy Framework

The GST Council should aim for fewer, predictable policy changes, enabling SMEs to plan tax
compliance and pricing better.

Incentivize ITC Compliance

Offer incentives or faster refund mechanisms to SMEs that are regular in ITC filings and use
verified vendors.

Implications

Policy and Managerial Implications:The study underscores the need for inclusive policy design,
ensuring that smaller SMEs are not left behind due to digital or compliance challenges.. GST-related
schemes and portals should be localized, multilingual, and accessible, particularly in non-metro
regions.. Differential compliance norms may be considered based on business size and sector. For
SME Owners and Managers:Investment in basic digital infrastructure and training can
significantly improve GST-related efficiency and financial outcomes.. Relying solely on consultants
without understanding the system increases dependency risks — self-capacity building is
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essential. Adoption of GST-compliant software and regular tracking of ITC can improve cash flows and
reduce tax-related issues.. For Tax Professionals and ndustry Bodies:There’s a clear need to educate
and onboard SMEs into the formal ecosystem through structured advisory services.. Partnering with
government initiatives like MSME Sambandh, GEM, or UDYAM registration can improve SME
visibility and eligibility for GST-linked schemes.
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