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ABSTRACT

The introduction of the Goods and Services Tax (GST) in India on July 1, 2017, marked a significant
shift in the country’s taxation framework. This comprehensive review examines the impact of GST
on Indian businesses by analyzing existing literature, reports, and empirical studies published up to
2024. The review delves into the benefits and challenges brought by GST, such as the simplification
of the tax system, the reduction in tax cascading, and the implications for compliance costs.
Additionally, the review explores sector-specific impacts, the influence on small and medium
enterprises (SMEs), and the broader macroeconomic consequences. The findings indicate that while
GST has streamlined the taxation process and contributed to economic formalization, it has also posed
challenges, particularly for smaller businesses struggling with compliance and technological
adaptation. The review concludes with recommendations for policymakers to further refine the GST
framework to enhance its efficiency and inclusivity.

KEYWORDS: GST, Indian businesses, taxation, compliance, SMEs, economic formalization, tax
cascading

1. INTRODUCTION

1.1 Background Information on GST in India

The Goods and Services Tax (GST) is a value-added tax levied on most goods and services sold for
domestic consumption. It was introduced in India on July 1, 2017, as a unified indirect tax replacing
various central and state taxes such as excise duty, service tax, VAT, and others (Chakraborty, 2019).
The primary objective of GST was to simplify the complex tax structure, promote transparency, and
eliminate the cascading effect of taxes, thereby reducing the overall tax burden on goods and services
(Shah, 2020).

1.2 Importance of the Topic
GST is considered one of the most significant tax reforms in India since independence. Its

https://ijrcms.com Page 103




International Journal of Research in Commerce and Management Studies

O 1RCMS ISSN 2582-2292

&/A Vol. 6, No. 04 July-Aug; 2024 Page. No. 103-113

implementation has had far-reaching effects on the Indian economy and businesses. Understanding
the impact of GST is crucial for policymakers, businesses, and academics to assess the efficacy of the
tax and to identify areas that require further attention and improvement (Singh, 2021).

1.3 Objectives and Scope of the Review

The objective of this review is to provide a comprehensive analysis of the impact of GST on Indian
businesses. This includes assessing its benefits, challenges, sector-specific impacts, and broader
macroeconomic implications. The review covers literature and studies published up to 2024, ensuring
a thorough examination of both pre- and post-implementation phases of GST (Ravi & Kumar, 2023).

1.4 Research Questions

1. What are the key benefits and challenges of GST for Indian businesses?
2 How has GST impacted different sectors of the economy?

3. What is the effect of GST on small and medium enterprises (SMEs)?

4 How has GST influenced the broader Indian economy?

2. METHODS

2.1 Description of the Methodology

This review adopts a systematic approach to gather and analyze literature on GST's impact on Indian
businesses. The methodology involves searching various academic databases, government reports,
and industry publications to collect relevant articles, papers, and empirical studies (Mishra & Sharma,
2022).

2.2 Inclusion and Exclusion Criteria

The review includes studies published up to 2024 that focus on the impact of GST on Indian
businesses. Only peer-reviewed articles, government reports, and credible industry analyses are
considered. Excluded are opinion pieces, non-peer-reviewed articles, and studies that do not directly
address the topic (Patel & Mehta, 2021).

2.3 Databases Searched and Search Terms Used

The databases searched include Google Scholar, JSTOR, ResearchGate, and the official websites of
government bodies like the Ministry of Finance and the GST Council. Search terms used include "GST
impact on Indian businesses,"” "Goods and Services Tax India," "GST and SMEs," "sectoral impact of
GST," and "GST compliance costs” (Ghosh & Dutta, 2023).
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3. LITERATURE REVIEW

3.1 GST and the Simplification of the Tax Structure

The GST was intended to simplify the tax structure in India by merging a multitude of central and
state taxes into a single, uniform tax. This simplification has been praised for making it easier for
businesses to understand and comply with tax requirements, thereby reducing administrative burdens
(Ahuja & Singh, 2019). However, some studies suggest that the initial implementation phase was
marred by confusion and lack of clarity, particularly among smaller businesses that struggled with the
transition (Batra, 2020).

Table 1: Sector-wise GST rates

Sector Product/Service GST Rate

Agriculture Fertilizers 5%

Pesticides 18%

Manufacturing | Automobiles 28%
Textiles 5%

Services Financial Services | 18%

Hospitality 18%

Retail General Goods 12%

Luxury Goods 28%

3.2 Impact of GST on Different Sectors

The effect of GST on various sectors of the economy has been mixed. For example, the manufacturing
sector has generally benefited from the input tax credit mechanism, which allows businesses to claim
credit for taxes paid on inputs. This has reduced the overall cost of production and made Indian goods
more competitive in global markets (Jain & Gupta, 2022). On the other hand, the service sector has
faced challenges due to the higher tax rates under GST compared to the previous service tax regime
(Mehta, 2021).
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Figure 1: Comparison of Tax Burden Befo e and After GST across different

3.3 GST and Small and Medium Enterprises (SMES)

Small and medium enterprises (SMEs) have been significantly impacted by GST. While the tax reform
has brought many SMEs into the formal economy, the increased compliance requirements have also
posed challenges. Many SMEs have struggled with the technological demands of GST compliance,
particularly in terms of filing regular returns and managing digital payments (Reddy & Rao, 2022).
Studies indicate that these challenges have led to increased operational costs for SMEs, which have
had to invest in new software and training for their staff (Singh & Kaur, 2021).
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Figure 2: Trends in SME compliance costs under GST from 2017 to 2024
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3.4 GST and Compliance Costs

Compliance costs under GST have been a major point of discussion. The introduction of GST has
increased the frequency and complexity of tax filings, leading to higher compliance costs for
businesses, especially SMEs. These costs include expenses related to software, training, and hiring of
tax professionals (Narayan & Sen, 2023). However, larger businesses have generally, been able to

absorb these costs more easily due to their greater resources and better access to technology (Dasgupta
& Mukherjee, 2020).
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Figure 3: Comparison of Compliance Costs: SMEs vs. Large Businesses (2017-2024)

4. DISCUSSION

The discussion section of this review aims to analyze and interpret the findings from the literature
review, connect these findings to broader contexts, critically assess the strengths and weaknesses of
the existing research, and identify trends and future res arch directions.

4.1 Analysis and Interpretation of the Reviewed Literature
The implementation of GST in India has been a transformative change in the country’s taxation
system, with wide-ranging impacts on businesses across various sectors. The literature indicates that

GST has had both positive and negative consequences, reflecting the complexities of such a significant
tax reform.

Positive Impacts:

» Simplification of the Tax System: One of the most significant advantages of GST is the
simplification of the previously complex and fragmented tax structure. By consolidating various
central and state taxes into a single tax, GST has reduced the administrative burden on businesses.
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This simplification is particularly beneficial for businesses operating across multiple states, as it
eliminates the need for multiple registrations and compliance with different tax regimes (Ahuja &
Singh, 2019).

> Reduction in Cascading Taxes: GST has effectively reduced the cascading effect of taxes, which
was a major drawback of the previous tax system. By allowing businesses to claim input tax
credits, GST ensures that taxes are levied only on the value added at each stage of production and
distribution, thereby reducing the overall tax burden on goods and services (Bhattacharya &
Ghosh, 2019). This has had a positive impact on the pricing of goods and services, making Indian
products more competitive both domestically and internationally (Jain & Gupta, 2022).

» Formalization of the Economy: GST has also contributed to the formalization of the Indian
economy by bringing more businesses into the tax net. The requirement for businesses to register
under GST and comply with regular filing requirements has increased transparency and reduced
the prevalence of informal and unregistered businesses (Chandra & Kapoor, 2023).

Negative Impacts:

> Increased Compliance Burden: Despite the benefits, GST has also increased the compliance
burden on businesses, particularly for SMEs. The need to file multiple returns and maintain
detailed records has led to higher operational costs, as businesses have had to invest in new
software and training (Reddy & Rao, 2022). The compliance process has been particularly
challenging for smaller businesses that lack the resources and expertise to manage these
requirements effectively (Roy & Das, 2021).

> Initial Implementation Challenges: The initial implementation of GST was marked by confusion
and lack of clarity, especially among small businesses and traders. Frequent changes to GST rates
and compliance procedures during the initial phase added to the confusion and created uncertainty
for businesses (Batra, 2020). This was compounded by technical glitches on the GST portal, which
further hindered compliance and created frustration among taxpayers (Narayan & Sen, 2023).

> Sectoral Disparities: The impact of GST has not been uniform across sectors. While the
manufacturing sector has generally benefited from the input tax credit mechanism, the service
sector has faced higher tax rates under GST compared to the previous service tax regime. This has
led to increased costs for service providers and, in some cases, has been passed on to consumers
in the form of higher prices (Mehta, 2021).

6.2 Connection of Findings to Broader Contexts or Implications
The implementation of GST in India is part of a broader global trend towards the adoption of value-
added taxes (VAT) and goods and services taxes. In many countries, such as Canada and Australia,
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similar reforms have been implemented with the goals of simplifying tax systems, broadening the tax
base, and improving compliance. The Indian experience with GST reflects many of the same
challenges and benefits observed in these countries.

Global Comparisons:

» Simplification and Compliance: Like India, countries such as Australia and Canada faced
initial challenges in the transition to GST/VAT systems, particularly concerning compliance
and technological adaptation. However, over time, these countries saw improvements in tax
collection efficiency, reduction in tax evasion, and greater economic formalization (Srinivasan
& Sinha, 2022). The Indian experience is likely to follow a similar trajectory, with initial
teething problems being gradually resolved as businesses and the tax administration become
more accustomed to the new system.

» Sectoral Impacts: The sectoral disparities observed in India are also seen in other countries.
For instance, in Australia, the service sector initially faced higher tax rates under the GST
system, leading to adjustments in pricing strategies and consumer behavior. In India, the
service sector’s response to GST is still evolving, with businesses adapting to the new tax
regime in different ways (Mehta, 2021).

Long-term Economic Implications:

» Economic Growth: The long-term impact of GST on economic growth in India is a subject of
ongoing debate. Some studies suggest that GST will contribute to higher economic growth by
reducing tax-induced distortions and improving the efficiency of the tax system (Jain & Gupta,
2022). However, others caution that the benefits of GST may be offset by the increased
compliance burden and potential disruption to small businesses, which play a crucial role in
the Indian economy (Roy & Das, 2021).

» Fiscal Federalism: GST has also had significant implications for fiscal federalism in India, as
it has altered the revenue-sharing arrangements between the central and state governments.
While the GST Council was established to ensure a cooperative approach to tax policy,
tensions have occasionally arisen over issues such as compensation for revenue losses and the
setting of tax rates (Bhattacharya & Ghosh, 2019). The success of GST in the long term will
depend on maintaining a balance between the interests of the central and state governments.

4.3 Critical Assessment of the Strengths and Weaknesses of Existing Research
While the existing research provides valuable insights into the impact of GST, there are several
strengths and weaknesses that need to be considered.
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Strengths:

» Comprehensive Coverage: The literature on GST in India is extensive, covering various aspects

such as compliance, sectoral impacts, and macroeconomic consequences. This provides a well-
rounded understanding of the tax’s effects on Indian businesses.

Empirical Evidence: Many studies provide empirical evidence on the impact of GST, including
data on compliance costs, tax revenue, and sectoral performance. This helps to ground theoretical
discussions in real-world observations (Dasgupta & Mukherjee, 2020).

Weaknesses:

>

Limited Longitudinal Studies: One of the main weaknesses of the existing research is the lack of
longitudinal studies that track the impact of GST over an extended period. Most studies focus on
the short-term effects of GST, particularly in the immediate aftermath of its implementation. There
is a need for more research that examines the long-term consequences of GST for businesses and
the economy as a whole (Reddy & Rao, 2022).

Underrepresentation of Informal Sector: Another gap in the literature is the underrepresentation of
the informal sector, which plays a significant role in the Indian economy. While GST aims to bring
more businesses into the formal economy, there is limited research on how informal businesses
have been affected by the tax and whether they have successfully transitioned to the formal sector
(Chandra & Kapoor, 2023).

Regional Disparities: The impact of GST may vary significantly across different regions of India,
given the country’s economic diversity. However, there is limited research that explores these
regional disparities and their implications for businesses. More studies are needed to understand
how GST has affected businesses in different states and regions, particularly those with varying
levels of economic development and infrastructure (Ravi & Kumar, 2023).

6.4 Identification of Trends and Future Research Directions
Based on the analysis of the existing literature, several trends and areas for future research can be
identified.

Emerging Trends:

>

Digital Transformation: One of the emerging trends is the digital transformation of tax compliance
in India, driven by GST. The need to file returns online and maintain digital records has accelerated
the adoption of digital tools and technologies among businesses, particularly SMEs (Reddy & Rao,
2022). Future research could explore how this digital transformation is reshaping business
practices and the broader implications for the Indian economy.

Consumer Behavior: Another trend is the impact of GST on consumer behavior, particularly in
sectors where tax rates have increased. Studies have shown that higher taxes on goods and services
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can lead to changes in consumption patterns, as consumers adjust to new price levels. Further
research could investigate these changes in consumer behavior and their impact on businesses
(Mehta, 2021).

» Compliance Innovations: There is also growing interest in innovations that can ease the
compliance burden under GST. This includes the development of new software tools, automated
compliance solutions, and initiatives to simplify the return filing process. Research in this area
could provide insights into how these innovations are being adopted by businesses and their
effectiveness in reducing compliance costs (Narayan & Sen, 2023).

Future Research Directions:

» Longitudinal Impact Studies: As mentioned earlier, there is a need for more longitudinal studies
that track the impact of GST over time. Such studies could provide a more comprehensive
understanding of how businesses adapt to the new tax regime and whether the initial challenges
are mitigated in the long run (Ravi & Kumar, 2023).

» Impact on Informal Sector: Future research should also focus on the impact of GST on the informal
sector. This sector is a significant part of the Indian economy, and understanding how GST has
influenced informal businesses is crucial for assessing the overall effectiveness of the tax reform
(Chandra & Kapoor, 2023).
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Figure 4: Share of GST Revenue Collected by Year (2017-2023)

5. CONCLUSION
5.1 Summary of the Main Findings
In summary, the introduction of GST in India has had significant implications for businesses. While
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it has streamlined the tax process and reduced the cascading effect of taxes, it has also increased
compliance costs and posed challenges for SMEs. The long-term success of GST will depend on how
well these challenges are addressed and whether businesses can fully capitalize on the benefits of the
new tax regime (Roy & Das, 2021).

5.2 Final Remarks on the Significance of the Topic and the Reviewed Research

The significance of this topic lies in its relevance to policymakers, businesses, and academics.
Understanding the impact of GST is crucial for refining the tax system and ensuring that it contributes
to India's economic growth and development (Bhattacharya & Ghosh, 2019).

5.3 Possible Recommendations for Practice, Policy, or Further Research

Based on the findings of this review, it is recommended that policymakers consider reducing the
compliance burden for SMEs, perhaps by simplifying the return filing process or providing more
support for technological adaptation. Additionally, further research should focus on the impact of GST
on specific sectors and informal businesses (Ravi & Kumar, 2023).

(2]
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