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Abstract

The introduction of the Goods and Services Tax (GST) in India represents one of the most
significant tax reforms in the country’s economic history. GST aimed to unify multiple
indirect taxes into a single, streamlined tax system to simplify compliance, reduce tax
cascading, expand the tax base, formalize the economy, and ultimately boost growth and
revenue. This paper examines the impact of GST on the Indian economy, assessing both its
positive effects-such as improved transparency, tax base expansion, reduction in logistics
costs, and enhanced consumption-and the challenges faced by small and medium enterprises
(SMEs), compliance burdens, and uneven sectoral effects. The analysis draws from empirical
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data and recent economic developments to provide a balanced view.
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1. Introduction

Tax structure plays a pivotal role in shaping economic
activity, influencing business behaviour, consumer prices,
supply chain efficiencies, and overall economic growth. Prior
to GST, India’s indirect tax regime consisted of multiple
levies-excise duty, service tax, VAT, CST, and others-
imposed at different stages of production and distribution.
This led to tax-on-tax cascading, inefficiencies, distortions in
supply chains, and inter-state trade barriers.

With the launch of GST, the government endeavoured to
unify these taxes under a comprehensive, nation-wide system-
encapsulated in the principle of “one nation, one tax.” The
rationale was that a unified tax regime would simplify
compliance, reduce paperwork, eliminate cascading, foster a
common national market, and thereby enhance economic
efficiency, promote formalization, and increase tax revenues.
Over time, this would not only benefit businesses and
consumers, but strengthen India’s macroeconomic stability
and growth potential.

This paper analyses how GST has affected various aspects of
the Indian economy-business practices, tax compliance,
formalisation of informal sectors, consumer prices, demand
and consumption, logistics and supply chain -efficiency,
government revenues, and macroeconomic growth. It also
highlights the challenges, particularly for MSMEs and small
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traders, including compliance burden, cash-flow issues,
sectoral imbalances, and transitional difficulties.

2. Key Features of GST in India

GST in India consolidated multiple indirect taxes-such as
central excise duty, service tax, state VAT, central and state
surcharges, entry taxes, CST (Central Sales Tax) — into a
single tax framework applicable on supply of goods and
services. The unified regime eliminated multiple cascading
taxes, provided input tax credit (ITC) to avoid double-
taxation, and introduced a system of CGST (Central GST),
SGST (State GST) and IGST (Integrated GST) for inter-state
and intra-state transactions. Moreover, GST compliance is
digitized through the GSTN (Goods and Services Tax
Network), which handles registration, invoicing, return-filing,
and payments. These features improve transparency, reduce
human intervention, and help curb tax evasion.
taxamicus.in+t2UPPCSMagazine+2

GST also sought to create a common national market by
removing inter-state trade barriers, standardizing tax rates
across states, and facilitating free movement of goods and
services. This harmonization aimed to expand the scale of
businesses, encourage pan-India operations, and reduce
compliance complexity for firms operating in multiple states.
UPPCSMagazine+1
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3. Positive Economic Impacts of GST

3.1 Expansion of Formal Economy and Tax Base

By mandating registration for businesses (above threshold
turnover) and enabling input tax credit (ITC) for compliant
firms, GST incentivized many previously informal or
unregistered businesses to formalize. This expanded the tax
base and increased compliance-a key success for bringing
more firms within the tax net. UPPCSMagazine+1

The formalization of businesses has multiple downstream
benefits: better access to credit, easier compliance with
banking and regulatory norms, and improved accountability.
For MSMEs, this shift facilitates gradual integration into the
formal financial system, supporting growth and long-term
sustainability. UPPCSMagazine+1

3.2 Reduction in Logistics and Supply-Chain Costs;
Trade Efficiency

Before GST, goods moving between states incurred multiple
taxes and often faced delays due to check-posts and entry
taxes, increasing transport and logistics costs significantly.
With GST, these inter-state trade barriers have largely been
dismantled, which has led to smoother interstate movement of
goods, reduction in transit times, and lower distribution costs.
This improvement boosts supply-chain efficiency and reduces
final consumer prices. UPPCSMagazine+1

The reduction in logistics costs and efficiency gains benefit
manufacturers, distributors, and consumers alike-making

Indian products more competitive domestically and
internationally. UPPCSMagazine+1
3.3 Consumption Boost, Demand Stimulus and

Macroeconomic Growth

GST has had a favorable impact on consumption by removing
cascading taxes and often reducing effective tax burden on
essential and mass-consumption goods. Reduced transaction
costs, lower compliance overhead, and input tax credit
savings have enabled many businesses-small and large-to pass
on benefits to consumers via lower prices. This has led to
increased consumer demand and spending. Hindustan
Times+2ETGovernment.com+2

Recent tax rationalization under GST (like rate cuts on many
common items) has further stimulated consumption demand,
which supports economic growth. The government and
analysts expect that such reforms will augment GDP growth,

especially by boosting demand in consumer goods,
automobiles, and durable goods sectors. Hindustan
Times+2ETGovernment.com+2

3.4 Improved Transparency, Digitization, and

Governance

GST’s reliance on digital compliance (registration, invoicing,
returns) reduces evasion, increases traceability of transactions,
and reduces opportunities for corruption. The standardization
and digitization under GST improve governance and
transparency in the indirect tax regime. taxamicus.in+1

Better transparency and formalization also facilitate improved
monetary policy transmission, fiscal planning, and
macroeconomic stability-all contributing to a healthier
economic environment. UPPCSMagazine+1

3.5 Boost to Exports and Competitiveness

GST’s structure allows for zero-rated exports (refund of input
tax credits), which reduces export costs. By eliminating
embedded indirect taxes on inputs, exporters can price goods
more competitively in global markets. This enhances India’s
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export competitiveness and aligns with the broader goal of
integrating Indian industry into global supply chains.
UPPCSMagazine+1 Overall, GST is widely credited with
promoting formalization, improving supply-chain efficiency,
encouraging compliance, stimulating demand, and supporting
growth-making it a transformative reform for Indian
economy. UPPCSMagazine+2startupcaservices.com+2

4. Challenges, Criticisms and Negative Impacts of GST
Despite its many benefits, GST has not been without
challenges. Several studies and business observers highlight
issues such as compliance burdens, cash-flow stress, uneven
sectoral impacts, and difficulties for small businesses.

4.1 Compliance Burden & Increased Costs for SMEs

One of the major criticisms of GST is that, while large firms
may adapt to compliance requirements easily, small and
medium enterprises (SMEs) often struggle. The need to
register, maintain detailed invoice-level records, file frequent
returns, and comply with input tax-credit norms has increased
administrative overhead. Many small businesses find the cost
of compliance-in terms of hiring accountants, upgrading
software, or devoting time-higher than the tax burden.
cleartax+2https://www.bajajfinserv.in+2

Especially for informal sector businesses that were
accustomed to operating in cash or unregistered status, GST
compliance is daunting. Some small traders and informal
firms have found it difficult to adjust, leading to disruptions in
business operations, record-keeping issues, or even exit from
the system. UPPCSMagazine+2myHQ Digest+2

4.2 Cash Flow Challenges and Working Capital Strain
Under GST, businesses often have to pay GST on sales but
may face delays in receiving input tax credits or refunds-
particularly in sectors involving exports or heavy inputs. This
delay can strain working capital, especially for small and
medium enterprises, which may not have the liquidity cushion
to wait for refunds. Vakilsearch+2cleartax+2

Such cash-flow stress can discourage small businesses from
participating or push them to operate informally, undermining
the objective of formalization. Vakilsearch+1

4.3 Rate Structure Complexity and Sectoral Disparities
Although GST aimed to simplify the tax structure, the
existence of multiple tax slabs (0%, 5%, 12%, 18%, 28%) has
often resulted in classification disputes and ambiguities. This
complexity makes compliance burdensome, especially for
small businesses with limited compliance capacity.
taxamicus.in+2https://www.bajajfinserv.in+2

Moreover, not all sectors benefit equally from GST. While
manufacturing, logistics, and formal sector services often gain
from input tax credit and supply-chain efficiencies, certain
sectors-especially those relying on informal supply chains or
small-scale operations-have struggled with compliance, input
cost adjustments, and price competitiveness.
startupcaservices.com+1

4.4 Transitional Disruptions and Short-Term Economic
Strain

The transition to GST caused some initial disruptions for

businesses unprepared for the new regime-including lag in

compliance readiness, accounting software updates,

procedural confusion-leading to temporary slowdowns in

operations. startupcaservices.com+1
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Further, some goods and services experienced higher effective
tax incidence under GST than under the previous regime,
leading to price increases and inflationary pressure for
specific segments. cleartax+1

4.5 Impact on Informal Sector and Small Traders

The informal sector-which constitutes a large part of India’s
economy-has found it challenging to transition under GST.
Lack of awareness, limited digital literacy, and inability to
maintain detailed records have prevented many from
registering or complying, putting them at risk of exclusion or
heavy compliance costs. Vakilsearch+2myHQ Digest+2

In some cases, this has led to reduced competitiveness for
small traders, driving consolidation in favor of larger, formal
firms that are better equipped to comply with GST norms.
myHQ Digest+1

5. Recent Developments: GST Rationalisation and the
Economy in 2025
The GST regime continues to evolve. In recent 2025 reforms
(sometimes referred to as “GST 2.0”), the government
rationalized many GST rates-reducing rates on a wide range
of mass-consumption and essential items. These rate cuts aim
to lower consumer prices, boost demand, and stimulate
consumption-led growth. ETGovernment.com+1
According to recent official reports, the rationalization
contributed to a notable uptick in consumption, with
high-frequency indicators such as e-way bill generation, UPI
transactions, automobile and durable-goods purchases
showing strength. The rate changes reportedly helped reduce
retail inflation and provided broad-based demand stimulus.
ETGovernment.com+1
Analysts estimate that the reforms could boost GDP growth
by 30-70 basis points (0.30-0.70%) in the medium term as
reduced indirect taxation supports increased spending and
production. ETGovernment.com+1
Additionally, by making goods and services cheaper and
streamlining tax compliance, the reforms encourage
formalization of more businesses, including MSMEs and
small enterprises, thereby potentially expanding the organized
sector and improving overall economic efficiency.
ETGovernment.com+1

6. Synthesis: GST as a Mixed but Transformative
Reform

The experience with GST in India illustrates that large-scale
tax reforms in complex, diverse economies yield mixed but
generally positive outcomes. On one hand, GST has delivered
on its core promises: simplification (relative), formalization of
economy, improved supply-chain efficiency, expanded tax
base, enhanced transparency, and consumption stimulus. On
the other hand, the benefits have been uneven, with small
traders and informal sector participants bearing the brunt of
compliance burden, increased costs, and liquidity stress.

GST has pushed many formal firms and MSMEs to
modernize accounting practices, adopt digitization, and
comply with documentation and reporting standards-steps that
strengthen governance and business practices in the long run.
Yet to fully reap the benefits, supportive measures-especially
for SMEs and the informal sector-are needed: simplified
compliance procedures, capacity building, better refund
mechanisms, and perhaps threshold exemptions or simplified
regimes for micro-entities.

The evolving 2025 “GST 2.0” reforms suggest that
policymakers recognize these challenges and are attempting
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to recalibrate GST to make it more growth-friendly,
especially for mass-consumption and essential goods. If these
reforms are complemented by efficient administration, timely
refunds, and outreach to small businesses, GST’s
transformative potential may be more fully realized.

Conclusion

The introduction of GST was a landmark reform aimed at
unifying India’s indirect tax regime and promoting ease of
business, economic efficiency, and growth. Over time, GST
has delivered several important gains for the Indian economy:
formalization of enterprises, expanded tax base, improved
supply-chain efficiency, lower logistics costs, consumption
boost, enhanced revenue collection (in many periods), and
better transparency.

However, the impact has been uneven. Small and medium
enterprises-especially those transitioning from informal
operations-have faced significant compliance burdens,
working-capital constraints, and difficulties adapting to digital
systems. Several sectors and informal businesses experienced
strain, and in some cases, price increases or inflationary
pressures were felt in the short run.

Recent reforms (GST 2.0) have attempted to address some of
these issues via rate rationalization and relief on essential
goods, which have enabled consumption-led demand and
possibly boosted GDP growth in the near term. The reforms
also highlight a shift towards a more flexible and
growth-oriented tax policy under GST framework.

In sum, GST remains a transformative but evolving tax
reform. Its long-term success depends on continuous policy
refinements, administrative efficiency, supportive
mechanisms for small and informal enterprises, and ensuring
that the benefits of a unified tax regime are widely inclusive.
With responsible governance and balanced regulation, GST
can solidify its role as a cornerstone of India’s economic
growth and structural transformation.
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