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ABSTRACT

Goods and Services Tax (GST): GST is one of the major indirect tax reforms of India, which has been
implemented in 2017 to establish a unified national market through a single tax regime system replacing
various indirect taxes. Although the introduction of GST has made the tax regime easier and more transparent,
it has also had positive and negative effects on the profitability of Small and Medium Enterprises (SMEs).
SMEs are an important part of the Indian economy as they create significant employment, produce industry
goods, contribute to exports, and contribute a significant amount to Gross Domestic Product (GDP). To
analyze the impact of GST reforms on profitability of SMEs from their perspective, this study explores the
impact of GST reforms on tax compliance, operational efficiency, input tax credit, working capital management
and business performance. The study uses descriptive and analytical methodology through primary and
secondary data to gain understanding about the perceptions and experiences of the owners and managers
of SMEs about the implementation of GST. The results showed that GST has brought transparency, better
tax administration, and interstate trade, and has bolstered the competitiveness of businesses in the long run.
Even so, the hurdles SMEs meet are still not really gone, especially because regulations keep changing, tax
return submission can be complicated, plus the effort needed to mesh with new technologies, and then there
are the compliance expenditures. On top of that, cash flow gets squeezed when input tax credit claims come
late. This work points out that policy backing matters a lot, along with making compliance easier, building
digital capability in a steady manner, and running continuing awareness sessions so that the GST reforms
can deliver the highest possible gains. It also suggests that while GST has helped the overall tax setup run
more efficiently, the government still has to push for more support and better handholding to help SMEs meet
obligations, and in turn lift profitability and more inclusive economic growth. Overall, the findings provide useful
policy direction and real-world takeaways for policy makers, tax administrators, scholars, and business users
who want to strengthen how well the GST framework works for India’s SME group.
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Introduction

Goods and Services Tax, GST, was put into place in India on 1 July 2017, and it is basically a
milestone indirect tax revision across the country. It feels like one of those big changes, you know, not just
another small update. Multiple taxes like Entry Tax, Octroi, Service Tax, Value Added Tax (VAT), Central
Excise Duty levied on various activities were eliminated and replaced by a single tax — GST. The key goal
of GST was to ensure the implementation of the concept of ‘One Nation One Tax, One Market' which will
simplify the tax regime, tax cascading and ease of doing business.

SMEs make significant contributions to employment, industrial production, exports, and Gross
Domestic Product (GDP), as well as innovation. These businesses though, are very important but they are
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often constrained by financial resources, limited technologies and other regulatory issues. GST is a game-
changing measure that has both opportunities and challenges for SMEs. On the other hand, it has led to
greater transparency in taxation, streamlined cross-border business operations, increased access to input
tax credit, and formalised business operations. Conversely, SMEs have faced problems with implementing
compliance obligations, digital filing procedures, the number of policy changes, and their management of
working capital.

Profitability of SMEs is tightly coupled with the operational efficiency, cost of tax compliance, cash
flow management and competitiveness in the market. A knowledge on the impact of GST reforms on these
factors is crucial in understanding the efficiency of the taxation system in India. This study aims to analyze
the impact of GST on profitability of SMEs in terms of benefits, challenges and overall contribution to
business performance. The results will offer significant inputs to policymakers, tax officers, entrepreneurs
and researchers and also recommend ways to facilitate the implementation of GST and make the finances
of SMEs more sustainable in India.

o Impact of GST on SME Profitability

Overall, the introduction of GST has had a significant impact on the profitability of Small and
Medium Enterprises (SMEs), and it has been a positive change for them. The elimination of multiple indirect
taxes (due to GST) has been a positive development leading to lower cascading effect of multiple taxes
and reduced tax burden on businesses. Input Tax Credit (ITC) has helped SMEs to reduce their production
cost by claiming tax credit on purchase, which also enhances profit margin.

GST has also enabled a smooth trade flow between states without any hindrances, thus
expanding the market for SMEs across India. The digitisation of tax administration has increased
transparency and accountability, and resulted in a decrease of tax evasion. Competitive pressures, due in
part to compliance demands and adaptation to new technology, recurring return filing and rising
administrative costs, especially for small businesses with limited financial and technical capabilities,
however, have also taken their toll on profitability. Many SMEs are facing further financial strain due to a
lack of input tax credits and working capital. Overall, GST has contributed to the long-term competitiveness
and environment of the business; however, the overall impact on the profitability of SMEs will be determined
by the ease of compliance, policy stability, and sustained government support for SMEs.

. Benefits of GST for SMEs

GST has brought in some advantages that has helped the expansion and profitability of the Small
and Medium Enterprises in India. It is one of the key benefits of establishing a single national market
through abolishing several indirect taxes and introducing a uniform tax system. This has made tax
compliance easier and business more state agnostic. Input Tax Credit (ITC) benefits SMEs by giving them
a way to claim the tax that was paid on their business inputs, kinda like a credit back.

The digital GST system has made tax administration more transparent, it reduced tax evasion,
and it also helped business formalisation happen a lot more smoothly, in a sense. SMEs with GST
registration have become more credible and are now better able to avail bank loans, government schemes
and are able to participate in organised supply chains. Lifting of the interstate tax barriers has lowered
logistics costs and facilitated the smoother transfer of goods from one state to the other. GST has also
pushed businesses toward digital accounting, and invoicing systems, so it kinda ends up improving
financial management and record keeping. Beyond that, there have been good shifts in the tax process
itself, which gives more certainty when operating a business, and it also widens the possibilities for both
domestic and international trade.

) Challenges Faced by SMEs under GST

there are many benefits of GST, it has also introduced some difficulties to SMEs. The main
challenge is the complexity of compliance, such as the need to return often, match with invoices and keep
up to date with all GST changes. There are not enough technologically knowledgeable employees, and the
skilled labor force to handle digital tax compliance in SMEs. As a result, companies are forced to pay extra
costs for tax consultants or purchasing accounting software.

Another major problem is the delay in claiming Input Tax Credit and refund which is adversely
impacting liquidity in the businesses involved in working capital management. The uncertainty and
compliance burden arising due to frequent changes in the GST rules is especially felt by micro and small
enterprises. The challenges faced by many businesses in complying with the GST include technical
problems with the GST portal, access to internet in rural areas and lack of digital literacy in many
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businesses. Also, the cost of putting digital technologies in place along with the need to keep proper
records, ends up adding real financial strain on SME's with scarce resources. Those hurdles can, for a
while, reduce the operational efficiency and also the profitability, especially while things are being
transitioned over. So, ongoing remedial actions, more streamlined routines, timely fix arrangements, e-
training, and higher levels of governmental assistance really matter if SMEs are to actually harvest the
long-run gains from the GST reforms.

Review of Literature

R. Venkatesh, Poonam Gupta (2020): Dr. R. Venkatesh and Dr. Poonam Gupta studied about
the effects of Goods and Services Tax (GST) on the performance of Small and Medium Enterprises (SMEs)
in India. The study revealed that GST has made the indirect taxation system easier as it streamlined the
taxation system by replacing multiple taxes with a single tax. The authors noted that Input Tax Credit (ITC)
has minimised cascading taxes and increased efficiency in business. SMEs were initially challenged with
digital compliance and compliance cost issues; however, they struggled with return filing as well. The study
found that, there should be continuous policy changes and awareness programs to make the profitability
and sustainability of SMEs better under the GST regime.

Arvind Panagariya (2021): Dr. Arvind Panagariya jointly discussed the overall economic
implications of GST reforms for the Indian business ecosystem. He contended that GST has enabled the
domestic market to gain from the removal of interstate trade barriers and unified tax system. The study has
shown that SMEs have gained better market accessibility, lowered logistics cost and improved
competitiveness. The author also noted that small businesses need to be better supported technically and
it should also be a simpler approach to filing and complying with GST to reap the benefits of the new tax
regime. The study identified GST as one of the important structural reforms that can foster long-term
economic growth and business formalisation.

Poonam Gupta and Shamika Ravi (2022): Dr. Poonam Gupta and Dr. Shamika Ravi studied the
effect of GST on business performance, tax compliance and financial management in Indian businesses.
They found that GST has enhanced transparency and efficiency of tax administration through the digital
platforms. The researchers noted that the SMEs had witnessed the enhancement of accounting practices
as well as financial reporting but faced problems of working capital management and delayed refund of
input tax credit. The study suggested to improve SME profitability by simplifying compliance procedures
and improving digital infrastructure.

Sachin Chaturvedi, Rakesh Mohan (2023): Dr. Sachin Chaturvedi and Dr. Rakesh Mohan
studied the linkage between tax reform and competitiveness of Indian SMEs. They found that GST has
helped to increase business formalization, digital transactions and increased participation in organized
supply chains. The study also picked up some other issues, like compliance costs, those frequent policy
shifts and a sort of low technological readiness, which in practice hits small businesses pretty hard. The
authors suggested policy stability, digital capacity building and, maybe more importantly, simpler tax
processes, to nudge sustainable growth for SMEs and keep profitability steady.

Bibek Debroy and Surjit S. Bhalla, 2024: Dr Bibek Debroy, and Dr Surjit S Bhalla looked at what
happens when GST gets introduced, specifically how it affects economic growth and the SME sector in
India. From their analysis it seems GST has helped make tax administration more efficient, and also less
scattered or fragmented, and in turn it improved the whole ease of doing business part. The SMEs
themselves, saw a favourable shift too. They benefited through better national supply chain integration,
and also through more business transparency, so the opportunities they got were in a positive direction.
However, the authors believe further enhancements to the way the GST is administered, quicker refunds,
and easing compliance obligations are required to ensure that tax changes have the greatest possible
benefits for SME profitability and economic growth.

Research Methodology
. Research Design

This present study uses a sort of descriptive and analytical research approach to look at the
influence of Goods and Services Tax (GST) reforms on the profitability of Small and Medium Enterprises
(SMEs) in India. The descriptive part is meant to capture the awareness, perception, and everyday
experiences of SME owners about GST rollout, while the analytical part is to see how the tax reforms, in a
more measured way, affect business profitability, operational efficiency, tax adherence, and overall financial
outcomes. In order to get a more rounded picture, the study relies on both primary and secondary data.
Primary information is gathered using a structured questionnaire which is administered to SME owners and
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also managers, while secondary sources are taken from government reports, research journals, books,
GST Council publications, Ministry of MSME reports, RBI materials, and other scholarly articles. Once the
data is collected, it is reviewed through straightforward percentage analysis and tabular display, so
conclusions can be drawn about how effective the GST reforms actually are for SME profitability.

. Sample Size

The study is carried out on a sample of 200 respondents selected from registered Small and
Medium Enterprises (SMEs).

Category Number of Respondents
Manufacturing SMEs 70
Trading SMEs 60
Service SMEs 50
Tax Consultants 20
Total 200
o Sources of Data
Primary Data

= Structured Questionnaire

=  Personal Interviews

= Direct Interaction with SME Owners and Managers
Secondary Data

=  GST Council Reports

= Ministry of MSME Reports

= Reserve Bank of India (RBI) Publications

= Research Journals

=  Government Reports

=  Books and Annual Reports

= Research Articles
Data Analysis

Table 1: Opinion Regarding the Impact of GST on SME Profitability

Opinion Frequency Percentage (%)
Highly Positive 72 36.0
Positive 58 29.0
Neutral 34 17.0
Negative 22 11.0
Highly Negative 14 7.0
Total 200 100.0
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The above table shows that 36% of the respondents feel that GST has had a highly positive impact
on SME profitability and 29% feel it has had a positive impact. Around 17% maintained a neutral position
while 18% had negative or very negative views. The results imply that although GST has enhanced
transparency, tax efficiency, and business activities, some SMEs still experience compliance issues and/or
financial problems. Overall, most of the respondents see GST as positive for long term business profitability.

Table 2: Major Challenges Faced by SMEs under GST

Challenges Frequency Percentage (%)
Complex Compliance Procedures 60 30.0
Working Capital Issues 45 22.5
Frequent GST Rule Changes 38 19.0
Technical Problems in GST Portal 32 16.0
Lack of GST Knowledge 25 12.5
Total 200 100.0
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As seen from the table, 30% of the respondents felt complex compliance procedure was the
biggest challenge in the context of GST. 22.5% faced problems in processing of Input Tax Credit (ITC) and
Refunds related to working capital. Alimost 19 percent attributed the frequent changes in GST rules as their
issue and 16 percent reported that they faced technical issues in GST portal. 12.5% reported poor
understanding of the provisions of GST. The findings in this respect show that compliance remains the
single most important problem that is holding back the profitability of SMEs despite the benefits that are
being felt in the long-term of the GST reforms.

Discussion

The result of the study indicates that GST has made a substantial impact on the profitability and
business performance of SMEs in India. Majority of the respondents have accepted the ease that GST has
introduced in the indirect tax regime by replacing the various taxes with a single tax regime. The cascading
effect of taxation has been minimized, and production costs also have been reduced due to the
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implementation of Input Tax Credit, which has led to an increase in the operational efficiency. Transparency
increased, formalization of business activity strengthened, and facilitating interstate trade.

However, there are several challenges SMEs need to overcome in their operations. The
compliance requirements, constant changes in GST rules and regulatory framework, technical glitches on
the online GST portal and delays in receiving timely input tax credit refunds have increased the
administrative burden. It is a bit challenging for small organisations with smaller budgets and less
technology to stay compliant with digital things, you know. The outcomes suggest that GST has improved
the long-term business environment, however there still is a need for continuous policy tweaks and stronger
compliance support, too. Making the GST return filing process simplified, enhancing digital infrastructure,
and taxpayer awareness would allow the SMEs to avail the maximum benefits of GST. In general, GST is
a favourable tax reform, but its success will heavily rely on its proper implementation, policy sustainability
and continued institutional measures for small businesses.

Conclusion

The study has concluded that the Goods and Services Tax (GST) has changed the indirect
taxation system of India and has greatly affected the profitability of Small and Medium Enterprises (SMEs).
GST kinda simplified the tax system, and made it easier to track it all, because it removes the need for a
bunch of indirect taxes, and then it brings in this single tax framework, you know. Overall it helps you keep
a cleaner check on things too. Also, it has allowed for less tax cascading and promoted business
formalization. Input Tax Credit has been a great advantage for many of the SMEs in minimizing operational
expenses and enhancing financial results. Moreover, the elimination of interstate tax barriers have
improved market access and business competitiveness.

But the study also found a number of issues remain to impact the profitability of the SMEs. For
many businesses, financial and administrative pressures are caused by compliance complexity, the
constant nature of regulations, technical problems, slow tax refunds, and restricted digital functionality.
Hence, there is a need for continuous reforms to make the process of GST filing simple, ensure timely
refund process, make them digitally literate and bolster the technological infrastructure. Training
programmes, awareness campaigns and policy stability will further benefit the effectiveness of the GST
reforms, via the government's support. Based on the above, it can be concluded that GST can help SMEs
gain better profitability and help contribute to sustainable economic growth if the challenges during
implementation can be resolved by responsive governance and business-friendly tax administration.

Suggestions

o Make filing of GST returns easier for SMEs.

o Provide timely processing of Input Tax Credit and GST refunds.

. Conduct periodic awareness and training sessions for SME owners on GST.

. Enhance the GST digital platform to minimize technical challenges in the platform.

. Stability of policies; reduce the need for frequent changes to the GST rules.

. Make financial incentives available for SMEs in regard to the use of digital accounting systems.

. Expand access to low cost credit for working capital needs.

. Improve the coordination between tax authorities and small and medium entrepreneurs for
addressing grievances effectively.
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