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Abstract 
The purpose of this study is to understand the implications of the recent rol-
lout (July 2017) of GST (Goods and Services Tax) in India on the MSME 
(Micro, Small, and Medium Enterprises) sector. The study comprises a series 
of qualitative face-to-face interviews which were followed up by a survey with 
Indian MSME owners. The study provides a multi-dimensional understand-
ing of the gaps between the effect of the anticipated and existing GST regime 
for the MSMEs and the associated tax compliance. It identifies and assesses 
the inter-jurisdictional and other issues that are involved in GST implemen-
tation. There is scope to probe the means to enable the effective deployment 
of GST based on the findings of this study. The findings can also be used to 
develop guidelines for suitable implementation of the GST regime for the 
MSMEs operating in different sectors.  
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1. Introduction 

MSME (Micro, Small, and Medium Enterprises) sector in India always played a 
vital role in the economic development of the country via their contribution to 
the manufacturing output, provision of employment opportunities, promoting 
balanced economic development, increasing foreign exchange earnings, and ex-
ports. As on 2018, about 80 million employment opportunities are being gener-
ated by 36 million MSMEs, contributing to about 8% of the GDP (Gross domes-
tic product) and 33% of total manufacturing output in India [1]. Nonetheless, 
Indian MSMEs are undergoing an extremely dynamic and multi-faceted busi-
ness scenario [2] [3]. The increasing influx of imports from neighboring China 
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has significantly impacted several players in the MSME sector, and firms are 
under immense pressure to respond on cost efficiencies, quality parameters, and 
technology upgradation [4]. It is at this juncture that the union government has 
recently rolled out the GST (Goods & Services Tax) across India replacing sever-
al existing taxes.  

GST, or different variants of the same, had been implemented across the 
world in about 160 countries [5] and the small and medium enterprises had 
faced several challenges. Scholars have attempted to understand the compliance 
challenges faced by small and medium enterprises in countries such as Malaysia 
[6] and New Zealand [7], some of them such as in Australia [8] have contested 
the benefits realized by small businesses, while some others such as in Canada 
[9] have even debated on where to draw the line for small enterprises. However, 
as each country has its own unique characteristics, especially for the way of 
doing business for small and medium enterprises, we’ve attempted to focus our 
study specific to the Indian context.  

GST has been viewed as a revolutionary reform of the taxation system in India 
[10] [11]. GST should not simply be realized as a new regime of taxation for 
businesses in India. Rather, it is aimed to be one of the prominent factors in de-
fining and altering the way business is conducted in India [12] [13]. Several cha-
racteristics of the GST warrant attention if the MSMEs were to comply with the 
GST and to realize its intended benefits [14] [15]. The introduction of GST 
would influence the internal business processes of an organization as well as its 
functioning in the Indian market. Its compliance by the MSMEs necessitates a 
restructuring of the infrastructure and resources, in terms of the information 
technology systems, value chain, pricing, etc. [16]. The clarity on the key provi-
sions of the GST can enable MSMEs to expand and compete beyond their local 
markets [17].  

This paper is structured as follows. Firstly, we summarize the important cha-
racteristics of the Indian GST structure. We then describe the dual methods of 
data collection used in this study to understand the implications of GST imple-
mentation on Indian MSME sector, i.e. both the face-to-face qualitative inter-
views as well as a survey with Indian MSME owners as primary respondents. 

The findings from the interviews illustrate the major pitfalls and anxiety on 
the GST implementation and its effect on MSMEs. Major findings from the sur-
vey indicate that: there is a need for enhanced Government commitment in the 
form of arranging the requisite training programs to improve the GST awareness 
among the MSMEs owners, increased GST awareness among MSMEs may lead 
to an increase in their financial and operational profitability, and enhanced 
Government commitment and increased awareness among the MSME owners 
would help standardize the work methods of the MSMEs. 

This study bears implications for research, practice, and policy. Being among 
the first studies on the topic, it sets a foundation for researchers to frame, revise, 
and test related and new queries. From a practitioners’ perspective, the findings 
that GST awareness can lead to better profitability should motivate MSMEs to 
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make adequate investments in training and awareness activities. The study bears 
suggestive implications for policy-makers on how and where to support MSMEs 
on the GST sphere as it points out not just the challenges faced by MSMEs, but 
also the role and importance of training provided by government agencies to 
MSMEs, so as to bring them into the mainstream market. 

2. Characteristics of GST in India 

The GST is a comprehensive and destination-based consumption tax levied at 
multiple stages of value addition in the supply chain of the products and servic-
es. It came into effect from 1st July 2017 and aims to enforce a unified taxation 
system in the country. The two key advantages associated with GST are the re-
duction in the cascading effect of taxes and the plausible reduction in taxes 
through the provision of input tax credit [18]. The erstwhile cascading taxation 
scenario leads to a sequential increase in the price of a commodity due to the 
payment of tax on tax at each stage of product life cycle. GST also helps in regu-
lating the E-commerce and unorganized sector. It is intended to reduce com-
pliances issues, and also to provide ease in filing taxes. The major advantages of 
GST [19] are listed below:  
 Elimination of the cascading effect of taxes 
 Provision of composition levy for the MSMEs 
 Regulation of the e-commerce and unorganized sector 
 Reductions in compliance issues 
 Ease of filing of tax returns 

The major constituents of GST are described underneath. These concepts are 
aimed at inducing more competition in the export industry, together with the 
provision of protecting the domestic goods industry [20].  

Time, Place and Value of Supply: There are provisions specified in GST re-
garding the “point of taxation” for the realization of the tax-rate, value, and time 
of payment of the taxes. There are different clauses for the supply of goods and 
rendering of services. The time of supply is taken to be earlier of the date of the 
issue of invoice and the date on which the payment is actually received [21]. 
There is also a clause for the time of supply under “reverse charge”. The place of 
supply enables the determination of the chargeability of the tax in terms of 
State-GST (SGST), Central-GST (CGST) and Integrated-GST (IGST)/Dual GST. 
The tax is leveraged based on the location of the supplier and the corresponding 
place of supply.  

Table 1 and Table 2 depict the tax structure and models under the GST re-
gime [18]. 

The GST will be charged on the “transaction value” or the actual price paid or 
payable for the goods or services. This includes all charges or cost incurred until 
the managerial control is completely transferred. The discounts given prior to or 
at the time of supply, however, will be deducted from the transaction value. In 
case of a transaction between related entities, the value of supply would be either 
the open market value (OMV) or determined through residual or cost value  
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Table 1. Tax structure under the GST regime. 

Type of Transaction Tax Leveraged Distribution of Tax 

Intra-State Supply CGST + SGST 
Equal revenue sharing between state  

& central government 

Inter-State Supply IGST 
Revenue is distributed  

based on the destination of goods 

 
Table 2. GST model under the GST regime. 

Type Levied by central government Levied by state government 

Central GST Yes No 

State GST No Yes 

Dual GST Yes Yes 

 
method for items of similar nature [22]. There are different provisions for de-
termination, such as valuation based on 110% of the cost of manufacturing or 
provision of supply, number of man-hours required, etc. There are however dif-
ferent guidelines for businesses involved in the exchange of foreign currencies, 
air travel, and life-insurance business. 

Composition Levy: The composition scheme mandates the tax return filing 
on a quarterly basis, instead of the business compliance pertaining to three 
monthly returns. This is primarily due to the limited resources and expertise 
available to MSMEs and start-ups with aggregate turnover below 7.5 million In-
dian Rupees [23]. This is, however, applicable only for the manufacturing sector 
as the service sector is excluded from this provision. The composition scheme 
allows for high liquidity, limited tax liability, and limited compliance [24]. There 
are lower tax rate slabs available under the scheme and detailed recordkeeping is 
not required for such businesses. The composition businesses, however, cannot 
avail input tax credit of GST and inter-state transactions are not permitted [25]. 

Input Tax Credit (ITC) and Reverse Charge: The provision of ITC is one of 
the fundamental features of GST and is concerned with the adjustment of tax on 
purchase against the liability of tax on the output [26]. ITC could be claimed 
only for purchases pertaining for the purpose of business and not for personal 
use. ITC is not allowed if the depreciation has been claimed on the capital goods 
for tax purpose. The reverse charge mechanism is concerned with the reversal of 
the tax payment liability from the supplier to the buyer [27]. It is aimed at in-
creasing tax revenues and compliance by the inclusion of the unorganized sec-
tor. It is applicable to both services as well as manufacturing sectors. The com-
pensation cess and ITC are applicable for the taxes paid on the reverse charge. 

3. Methodology and Findings 

As outlined earlier, our primary agenda was to understand how the recent rol-
lout of the GST has affected the Indian MSME sector. In order to have a better 
understanding of the problem, we started with semi-structured open-ended 
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interviews with MSME owners. These interviews were recorded and transcribed 
to capture the responses of the participants. Finally, a survey questionnaire was 
designed after consultation with business owners and chartered accountants. 

3.1. Qualitative Interviews 

We initially conducted a series of comprehensive, face-to-face, semi-structured 
interviews with the MSME operators/owners based at Raipur, India. The aim of 
this exercise was to understand and gain access to the way in which the owners 
attribute the meaning to the implementation of the GST and their perception to 
it. We were also interested in capturing the tax practices, decisions, perceptions, 
attitudes, and experiences of GST on a broad level. The set of questions we asked 
revolved around the following themes:  
 Impact of the composition levy 
 Tax compliance behavior 
 Satisfaction/acceptance level 
 Effect on profitability or profit margins  
 Other issues, such as registration process, technical aspects, etc.  
 Role of government institutes (MSME Development Institute in particular) 

in facilitating the GST implementation 

Findings from Qualitative Interviews 
The respondents’ perceptions and experiences with GST were captured through 
qualitative interviews amongst two dozen MSME owners.  

“Tax reform was needed”, explained one interviewee, “GST is good for India 
and it’s time to restructure the taxation system.”  

One of the respondents supported these views by noting: “It is one of the best 
tax systems since years and the small businesses will definitely benefit from it in 
the long term.”  

The owner of a software services firm described his insistence on the change, 
“GST appears reasonable and I support this tax reform. We will adapt to GST 
with time.”  

In the words of another respondent, “GST is good theoretically. However, I 
am critical of the manner in which GST has been implemented.”  

Another respondent of a small-sized firm believed that: “Making a departure 
from the traditional tax system is tough for our company due to the lack of 
guidance and knowledge.” 

One of the respondents from a manufacturing firm recalled, “GST is the worst 
tax system since years and is unreasonably complicated, given the limited re-
sources in terms of time and capital available with the MSMEs.” 

To summarize, some of the major challenges mentioned by MSMEs owners 
(recurring comments) and charted accountants in the adoption of GST were: 
 Too costly in terms of time and money; High compliance cost because of 

high staff time and recordkeeping requirements. 
 GST system is complex and will lead to shutting down of many small busi-
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nesses. 
 GST has eroded profitability margins. 
 GST filing server is usually not functional on the 8th or 9th of each month 

(Deadline on 10th), leading to penalties on a frequent basis. Extension of re-
turn filing dates and slab rate changes are required. 

 MSMEs were called for training and knowledge sharing sessions before im-
plementation of GST only; Only a few seminars were organized post GST 
rollout. 

 Detailed online stepwise procedure for GST filing is not available. 
 Connectivity issues, particularly in rural areas. There should be some offline 

facility for return filing (particularly in areas facing connectivity issues/remote 
areas). 

 No changes allowed once the returns/invoice details are submitted/filed. 
 No feedback mechanism in place. No response received by MSMEs in case of 

any issue or inquiry.  
 Penalty imposed on clients even after receiving the confirmation message on 

completion of filing. 
 No clarity on input tax credit is available. 
 Composition levy good for only small retailers; For large businesses, it leads 

to no reverse benefit. 

3.2. Quantitative Survey 

A structured paper-based questionnaire was used to collect data from MSME 
owners in Raipur, India. The questionnaire had close-ended questions where 
respondents were asked to choose one among the following five-point Likert 
type scale options.  

1) Strongly disagree. 
2) Disagree. 
3) Neither agree nor disagree. 
4) Agree. 
5) Strongly agree. 
The questionnaire was tested through correlation analysis before application. 

This was essential to ensure that the participants understand and interpret it in 
the manner that we expected. It was also crucial to yield useful data. 47 of the 71 
firms who were given the questionnaire responded to the survey, i.e. about 66% 
response rate.  

3.2.1. Research Hypotheses for Quantitative Survey 
One of the prominent issues with the compliance of GST for the MSMEs is a 
lack of awareness and knowledge about its constituents. Though training pro-
grams were arranged for the effective roll-out of this new tax regime, the inter-
views showed that a significant gap between formulation and implementation 
remained on the surface. The MSME owners were quite apprehensive about the 
various norms of GST and this has contributed significantly towards their dissa-
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tisfaction with GST [28]. The increased burden of tax filing has affected the op-
erations of many MSMEs. From the interviews, it was clear that many MSMEs 
experienced a contraction in their business and a substantial effect on their prof-
itability margins. The implementation of GST has severely eroded their profit 
margins at an increasing trend.  

The need to maintain proper documentation has contributed to the increased 
work-load and thereby to compliance costs for the MSMEs [29]. Quite often, the 
documentation cost serves as a major contributor to their administrative costs. 
This also possibly necessitates a need for the development of an integrated 
communication channel across the value chain [30]. Some of the features could 
only prove to be useful for the MSMEs if only there was an integration of the en-
tire value chain in the GST regime [31]. 

Firms’ ability to adapt to GST and reconfigure their resources requires an un-
derstanding of the business-specific needs. MSMEs need to be well-equipped for 
a smooth implementation process of GST and should understand the tax impact 
on their core operations. The development of an integrated approach to assess 
and implement GST, and gauging the anticipated effects is a necessary condition 
in the present business environment which is characterized by a lack of GST 
awareness and training. This necessitates the provision of the guidance regard-
ing the requisite procedure to address the challenges and determine the oppor-
tunities in the post-GST era. We, therefore, anticipated that the provision of 
training programs by the government would be a key facilitator to enhance GST 
awareness among the MSMEs. 

Training would facilitate the MSMEs to gain insights about the effect of GST 
on the different business functions and operations. This increased awareness 
would allow them to reconfigure their resources to exploit the opportunities post 
GST roll-out. This would translate in terms of higher profitability and better 
synchronization across the value chain. The impact could be characterized in 
terms of operating income, expenses, profit margins, and working capital re-
quirements.  

Hence, we state the following set of hypotheses for testing:  
H1: Government commitment along with requisite training programs would 

enhance the GST awareness among the MSMEs.  
H1.1: Government commitment along with requisite training programs 
would enhance the satisfaction level among the MSMEs 
H1.2: Government commitment along with requisite training programs 
would enhance the utility for the MSMEs 

H2: GST awareness among MSMEs would have a positive impact on their 
profitability.  

H2.1: GST awareness would have a positive impact on the financial profita-
bility of the MSMEs 
H2.2: GST awareness would have a positive impact on the operational prof-
itability of the MSMEs 
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Training programs would also encapsulate the provisions about the docu-
mentation requirements for filing the returns and other key data required to 
comply with GST. The training workshops and seminars would enable the 
MSME owners to understand GST and to tackle key issues. They may thereby 
examine and validate their business processes and functions towards a compre-
hensive transition to GST. Post GST roll-out, the MSMEs are required to recali-
brate and validate their operating model to ensure a smooth functioning of their 
business. The robust understanding or awareness about the impact on their val-
ue chain elements and operations would allow them to capture the intended 
value on account of GST implementation. MSMEs would be able to better quan-
tify the effect on the fiscal, technical and the value chain fronts through proper 
training and awareness.  

Further, the GST requires the businesses to maintain certain records. In ac-
cordance with the documentation requirements, the MSMEs may undertake ac-
tivities to ensure coordination amongst its various work streams and vendors. 
The communication across the value chain would improve through the identifi-
cation of key issues, their plausible impact on business functions and develop-
ment of a mitigation plan among the various stakeholders.  

Hence, we state the final set of hypotheses as follows:  
H3: Government commitment together with requisite training programs and 

awareness would have a positive impact on the work methods of the MSMEs.  
H3.1: Government commitment together with requisite training programs 
and awareness would have a positive impact on the firm level documentation 
H3.2: Government commitment together with requisite training programs 
and awareness would have a positive impact on the communication across 
the value chain 

3.2.2. Findings from Quantitative Survey 
Following are the major findings from the survey administered amongst the 
MSME owners. 

H1. Government commitment, Training programs, and GST Awareness  
The two variables of GST awareness—satisfaction level and utility—are con-

sidered as dependent variables and dimensions of the Government commitment 
and the GST training programs are considered as the independent variables. The 
results of the regression analysis for the satisfaction level of the MSMEs are pre-
sented in Table 3. Large values of R indicate a strong relationship. Table 4 
summarizes the results of the analysis of the variance for the satisfaction level. 

The results show a strong and positive linear correlation between government 
commitment, training programs, and GST satisfaction level. It implies that an 
increase in the government commitment and training programs would lead to 
an increase in the satisfaction of the MSMEs owners with the GST. Hence, the 
results support hypothesis H1.1.  

The results of the regression analysis for the utility for the MSMEs are pre-
sented in Table 5 and Table 6. 
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The results show a strong and positive linear correlation between government 
commitment, training programs and utility for the MSMEs. It implies that an 
increase in the government commitment and training programs would lead to 
an increase in the utility. Hence, the results support hypothesis H1.2.  

Hence, the results prove hypothesis H1. 
This indicated that there is a need to provide training to reduce compliance 

efforts through detailed awareness about the methods of input tax credit claim, 
the regulation and filing process, the mechanism of reverse charges and other 
aspects of the structure of the GST regime.  

H2. GST awareness and Profitability of MSMEs 
The two variables of profitability—financial and operational productivity—are 

considered as dependent variables and dimensions of the GST awareness are 
considered as the independent variables. Tables 7-10 summarize the results of 
the analysis.  

The results from Table 7 and Table 8 show a strong and positive linear cor-
relation between GST awareness on the financial productivity of the MSMEs. 
Hence, the results support the hypothesis H2.1.  

The results from Table 9 and Table 10 show a strong and positive linear cor-
relation between GST awareness on the operational productivity of the MSMEs. 
Hence, the results support the hypothesis H2.2.  

Hence, the results prove hypothesis H2. 
Thus, GST awareness was found to influence profitability of MSMEs. There is 

scope to formulate the means to reduce the tax compliance burden on the 
MSMEs. This would directly translate to the lowering of administration costs, 
thereby improving their profitability.  

H3. GST Awareness and Work Methods of MSMEs 
The two variables of work methods—documentation and communication— 

are considered as dependent variables and dimensions of the government com-
mitment together with requisite training programs and awareness are considered 
as the independent variables. Tables 11-14 summarize the results of the analysis. 

The results from Table 11 and Table 12 show a strong and positive linear 
correlation between documentation and the government commitment together  
 
Table 3. Model—GST satisfaction. 

Model R R square 

Government Commitment (Constant) 0.815 0.664 

Training Program (Constant) 0.815 0.664 

 
Table 4. Analysis of variance—GST satisfaction. 

Analysis of variance Sum of squares Mean square F Sig. 

Regression 10.654 1.64 10.78 0.0 

Residual 5.77 0.173   

Total 16.424    
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Table 5. Model—GST utility. 

Model R R square 

Government Commitment (Constant) 0.742 0.551 

Training Program (Constant) 0.742 0.551 

 
Table 6. Analysis of variance—GST utility. 

Analysis of variance Sum of squares Mean square F Sig. 

Regression 13.942 2.457 7.68 0.0 

Residual 10.432 0.279   

Total 24.374    

 
Table 7. Model—Financial productivity. 

Model R R square 

GST Awareness 0.812 0.659 

 
Table 8. Analysis of variance—Financial productivity. 

Analysis of variance Sum of squares Mean square F Sig. 

Regression 13.612 4.871 31.442 0.0 

Residual 5.331 0.143   

Total 18.943    

 
Table 9. Model—Operational productivity. 

Model R R square 

GST Awareness 0.789 0.623 

 
Table 10. Analysis of variance—Operational productivity. 

Analysis of variance Sum of squares Mean square F Sig. 

Regression 11.589 3.747 25.233 0.0 

Residual 5.312 0.134   

Total 16.901    

 
Table 11. Model—Documentation. 

Model R R square 

Government Commitment (Constant) 0.757 0.573 

Training Program (Constant) 0.757 0.573 

GST Awareness (Constant) 0.757 0.573 

 
Table 12. Analysis of variance—Documentation. 

Analysis of variance Sum of squares Mean square F Sig. 

Regression 22.106 2.903 8.312 0.0 

Residual 11.212 0.232   

Total 33.318    
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Table 13. Model—Communication. 

Model R R square 

Government Commitment (Constant) 0.832 0.692 

Training Program (Constant) 0.832 0.692 

GST Awareness (Constant) 0.832 0.692 

 
Table 14. Analysis of variance—GST utility. 

Analysis of variance Sum of squares Mean square F Sig. 

Regression 24.376 2.943 10.312 0.0 

Residual 8.743 0.432   

Total 33.318    

 
with requisite training programs and awareness. Hence, the results support the 
hypothesis H3.1.  

The results from Table 13 and Table 14 show a strong and positive linear 
correlation between communication and the government commitment together 
with requisite training programs and awareness. Hence, the results support the 
hypothesis H3.2.  

Hence, the results prove hypothesis H3. 
It is thus evident that the increase in training and awareness for the MSMEs 

would allow them to have a more disciplined approach in their day-to-day oper-
ations as well as the business as a whole. The increased transparency would thus 
allow the MSMEs to obtain credit at the competitive market rates [32]. 

To summarize, the regression and variance analysis indicated the following 
broad themes:  
 There is a need of enhanced government commitment in the form of ar-

ranging the requisite training programs to improve the GST awareness 
among the MSMEs owners. This is highly convenient for the owners to gain a 
proper understanding of the GST and thereby enhancing their compliance 
with the GST.  

 The increased GST awareness among MSMEs may lead to an increase in 
their financial and operational profitability. The enhanced government 
commitment in the form of arranging the requisite training programs may 
indirectly translate to a higher profit-gaining ability for the MSMEs.  

 The enhanced government commitment and increased awareness among the 
MSME owners would help standardize the work methods of the MSMEs. The 
need of record-keeping mandated under GST would thus help improve the 
work methods, particularly related to tax-filing and business conduct across 
the various elements of the value chain.  

3.3. Summary of Findings from Both Studies 

The major findings from both qualitative interviews and the quantitative survey 
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can be summarized as below:  
 MSMEs face several challenges during GST implementation. 
 Many enterprises find the GST to be very complex and costly to implement 

and for some it significantly affects their profit margins.  
 There are several operational issues related to the GST filing website, connec-

tivity issues in rural areas, and lack of feedback mechanism.  
 MSMEs are eagerly looking forward to government training and awareness 

programs, which can help their financial and operational profitability while 
implementing GST. 

4. Conclusions 

In this study, we comprehensively assessed the implications of the recent intro-
duction of GST on Indian MSMEs using both qualitative interviews and a sur-
vey.  

The detailed face-to-face semi-structured interviews helped us to identify the 
real issues and challenges faced by MSME owners over the adoption of GST. It 
also pointed out various deficiencies in the system that especially warrants insti-
tutional attention. The questionnaire survey that followed indicated the need for 
government initiatives and training on GST awareness for MSMEs and its sub-
sequent impact on their profitability.  

This being among the first comprehensive research on the subject, particularly 
in the Indian context, we expect our study to throw many insights to researchers, 
practitioners, as well as policymakers. Being an ongoing and contemporary 
phenomenon, some of these needs immediate attention and a few others could 
be bettered over time.  

From a research perspective, our use of mixed methods of qualitative inter-
views followed by a quantitative survey is noteworthy and important while stud-
ying phenomena that are contemporary in nature to bring out many important 
findings. We hope this study would set as a foundation of future research on the 
topic and may help scholars to dig into deeper and revised queries.  

The findings of our study have implications for MSME owners. Firstly, they 
can have a better understanding of common issues faced by their contempora-
ries, which may help them to be better prepared for certain situations. The find-
ings also show a positive relationship between awareness of GST structure and 
profitability of firms, which should motivate MSME owners to invest time and 
effort to understand the GST structure not just for compliance but for better re-
turns to their ventures.  

The findings of our study also pinpoint many structural deficiencies and op-
erational issues over GST implementation which needs attention at an institu-
tional level. Further, policymakers may also want to specifically make note the 
need and importance of training and awareness activities for MSME owners to 
bring them into the GST main-stream taxation, which, in turn, can lead to better 
compliance and enhanced tax revenues to the state. 
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