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Abstract 

Indirect taxes in India were drastically changed with the introduction of the Goods and Services 

Tax (GST). Simplifying taxation, enhancing transparency, and fostering economic growth 

were the goals of the Goods and Services Tax (GST), which was implemented on 1 July 2017 

in place of several indirect taxes. The reform has brought both possibilities and challenges to 

small enterprises, which are vital to India's economy. small firms in India, with an emphasis 

on how the Goods and Services Tax (GST) affects their operational efficiency, financial 

performance, compliance needs, and tax administration. By uniting all 50 states into one 

national market, GST has helped increase openness, decrease tax cascades, and boost interstate 

trade. Companies have been more formalized and record keeping has improved thanks to input 

tax credit procedures and digital tax filing. Nevertheless, some small businesses have 

encountered challenges associated with adjusting to new technologies, higher compliance 

expenses, frequent regulatory shifts, and general ignorance about GST processes. Keeping 

digital records and submitting regular returns was especially difficult for rural and micro-level 

firms. 

Keywords Goods and Services Tax (GST), Small Businesses, Tax Reform, Indian Economy 

Introduction 

In order to regulate business operations and generate revenue for the government, a country's 

taxation system is crucial to its economic success. Prior to 2017, India's indirect tax structure 

was elaborate, including numerous levies as Value Added Tax (VAT), Service Tax, Excise 

Duty, Central Sales Tax, and Entry Tax. Tax cascading, greater compliance demands, and 

muddled thinking were all outcomes of many tax systems. On July 1, 2017, the Indian 

government implemented the Goods and Services Tax (GST) to solve these problems and 

create a uniform tax system. Among the many tax changes that India has implemented over the 

years, the Goods and Services Tax (GST) stands out as a watershed moment. Indirectly taxed 

on the sale of goods and services, GST is predicated on their final destination. The goal of its 

implementation was to make it easier for businesses to operate inside the system, eliminate 

unnecessary indirect taxes, increase transparency, and streamline the tax system. The goal of 

the Goods and Services Tax (GST) was to streamline the tax system, provide a uniform national 

market, and reduce inefficiencies by consolidating several federal and state levies. The Indian 

economy relies heavily on small companies. Their contributions to industrial production, 

exports, employment, and economic growth are substantial. Nevertheless, these companies 

frequently have constraints in terms of capital, technology, and tax expertise. Tax compliance, 

accounting procedures, electronic filing, and financial reporting were some of the many areas 

where small businesses had to adapt to the new GST system. Frequent return filing, higher 



CORPS & PSYCHISME 
P-ISSN : 2496-4476 E-ISSN: 2273-1571 
Volume 13/ Issue 1/ 2026 

  

2751 
 

Pa
ge
2
7
5
1

 
Pa
ge
2
7
5
1

 
Pa
ge
2
7
5
1

 
Pa
ge
2
7
5
1

 

documentation requirements, and technological complexity were problems for some firms, but 

simpler taxes and input tax credit facilities were benefits for others. Since several aspects of 

GST, including registration, invoicing, and return filing, are now mandatory online, it has also 

pushed small firms toward more digitization and formalization. Business transactions are now 

more open and accountable as a result of this change. Concurrently, due to a lack of 

technological expertise and sufficient internet connectivity, numerous small-scale merchants 

and rural businesses encountered challenges when attempting to transition to digital systems. 

Some small firms' financial health was further impacted by the compliance load and the cost 

of hiring tax consultants. the good and bad consequences of the Goods and Services Tax (GST) 

on India's small enterprises. The effects of GST on small businesses' operations, taxing 

processes, financial management, and competitiveness in the market are the primary emphasis 

of this research. Additionally, it assesses the government's actions taken to assist small 

taxpayers under the GST system. This study analyzes the Goods and Services Tax (GST) in 

India with the goal of understanding if it has accomplished its goal of making the tax system 

easier and more effective for small enterprises. 

The Development of India's Tax Structure 

Since its inception in antiquity to the present day, India's taxation system has evolved 

substantially. Governments have long relied on taxation as a means of financing essential 

services including administration, defense, social welfare, and economic development. From 

more disorganized and simplistic tax systems to a modern, more comprehensive framework, 

India's tax system has developed through the years to support economic progress and stability. 

Agrarian output, commerce, and property were the main pillars upon which ancient Indian 

taxes rested. Classical works like Kautilya's Arthashastra detail organized approaches to 

taxation and financial management. A variety of economic and professional pursuits were 

subject to taxation during the Mauryan and Gupta eras. During this period, taxation mostly 

served to fund the kingdom's operations and public works projects. 

A more organized system of taxes emerged throughout the Middle Ages, notably under the 

Mughal Empire. The kings and queens relied heavily on land earnings. The purpose of 

instituting systems like Zabt and Jagirdari was to evaluate and collect taxes from farmlands. 

Heavy taxes, however, frequently put farmers and small merchants in a difficult financial 

position. 

While India was under British control, its present taxation system evolved. A number of new 

taxes, both direct and indirect, were imposed by the British government in an effort to raise 

more money for the colonies. To help the British government pay for its expenses following 

the 1857 Rebellion, James Wilson initially proposed the Income Tax Act in 1860. Sales taxes, 

excise fees, and customs duties all played significant roles in the tax system as it evolved. 

Colonial tax policy, however, was primarily crafted to benefit British business interests at the 

expense of Indian progress. 

Taxation became an important instrument for monetary growth and social welfare after India's 

1947 independence, when the country embraced a planned economic model. To raise more 

money for the public coffers and level the economic playing field, the government instituted a 

number of changes. There was an expansion of both direct and indirect taxes, including income 
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and corporation taxes as well as sales and excise taxes. But as separate taxes were levied by 

the federal and state governments, the tax structure become more complicated. 

India undertook extensive economic reforms in the years following liberalization, with the 

goals of modernizing the country's tax structure, attracting investment, and fostering industrial 

growth. As a replacement for the old sales tax system in numerous states, the federal 

government streamlined tax rates, cut customs fees, and instituted the Value Added Tax (VAT). 

In addition, the Service Tax was enacted in 1994 with the purpose of taxing the expanding 

service industry. The goal of these changes was to increase revenue collection while decreasing 

government waste. 

The fact that companies still had to pay taxes to both the federal and state levels meant that the 

indirect tax system was still disjointed, even after these changes. As a result, problems 

including tax cascading, inconsistency, and an increased burden on compliance arose. In 

response to these issues, on July 1, 2017, the Indian government enacted the Goods and 

Services Tax (GST). The Goods and Services Tax (GST) consolidated various indirect taxes 

into one, making it easier for businesses to do business and creating a common national market. 

New developments in India's taxation structure were heralded by the implementation of GST. 

It marked an improvement in cooperation between the federal and state governments, a move 

toward digital taxes, and streamlined compliance processes. With the implementation of e-

governance, technological advancements, and policy reforms targeted at improving financial 

transparency and economic growth, India's taxation structure is still changing today. 

The GST Framework and Its Elements 

Indian Goods and Services Tax (GST) is an all-encompassing indirect tax system that aims to 

consolidate many taxes into one. In India, the federal government and individual state 

governments both have the power to tax the sale of goods and services, thanks to the country's 

dual GST model. Transparency, less tax evasion, and a simplified taxation process nationwide 

were the goals of implementing the GST framework. 

Central Goods and Services Tax (CGST), State Goods and Services Tax (SGST), Integrated 

Goods and Services Tax (IGST), and Union Territory Goods and Services Tax (UTGST) are 

the four primary parts that make up GST. Depending on the specifics of the transaction and its 

location, each part plays a unique role in the tax system. 

Goods and services traded within states are subject to a tax known as the Central Goods and 

Services Tax (CGST). Any exchange that does not take place outside of a single state is 

considered an intra-state transaction. The Central Government receives the funds collected 

under the CGST. 

If a product is sold within Uttar Pradesh, for instance, the value of the transaction is charged 

with both CGST and SGST at the same rate. With an 18% GST rate, 9% goes toward CGST 

and 9% toward SGST. 

To ensure consistent taxation across the nation and to fund the federal government, CGST is 

primarily implemented. Central Goods and Services Tax (CGST) supplanted a number of 

central indirect taxes, including Central Excise Duty, Service Tax, and supplementary customs 

duties. 
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State Goods and Services Tax (SGST) 

SGST is the tax imposed by the State Government on intra-state supplies of goods and services. 

It is charged along with CGST whenever a transaction occurs within the same state. The 

revenue generated through SGST belongs to the respective state government where the 

transaction takes place. 

SGST replaced various state-level taxes such as Value Added Tax (VAT), entertainment tax, 

luxury tax, and entry tax. This system has helped states maintain a stable source of revenue 

while participating in the unified GST framework. 

The introduction of SGST has improved coordination between central and state taxation 

authorities and reduced complexities in tax administration. 

I GST stands for "Integrated Goods and Services Tax." 

Any purchase or sale of goods or services that takes place between states or between a state 

and a union territory is subject to the interstate general sales tax (IGST). Any goods imported 

or exported are subject to IGST as well. 

After the Central Government receives the IGST, a portion of it is sent to the state that receives 

the goods or services. This system eliminates the need for numerous taxing hurdles, allowing 

for the free flow of goods across state borders. 

The sale of goods from a Delhi-based company to a Maharashtra-based consumer will incur 

IGST rather than CGST and SGST individually. 

In order to keep the "One Nation, One Tax" principle alive, IGST guarantees that all commerce 

and trade across states is subject to the same tax rate. 

The UTGST is the Union Territory Goods and Services Tax. 

All sales inside Union Territories, excluding those without a legislature, are subject to UTGST. 

Union Territories like Chandigarh, Lakshadweep, Andaman and Nicobar Islands, Dadra and 

Nagar Haveli, Daman and Diu, Ladakh, and others are subject to it in a manner similar to that 

of SGST. 

Instead of CGST and SGST, Union Territories use UTGST and CGST for intra-territorial 

transactions. The respective Union Territory authorities are responsible for administering the 

revenue generated under UTGST. 

By instituting UTGST, the Union Territories were able to reap the benefits of a unified tax 

system and be fully integrated into the GST framework. 

As a whole, the four parts of GST—CGST, SGST, IGST, and UTGST—form the basis of 

India's contemporary indirect taxation system. Transparency, simpler tax compliance, and easy 

cross-border trade are all benefits of this framework, which also serves to balance the powers 

of the federal government and the states financially. Both the national market and the 

effectiveness of India's tax administration have been greatly enhanced by the Goods and 

Services Tax (GST) structure. 

Conclusion 

By consolidating many indirect taxes into one easy-to-understand system, the Goods and 

Services Tax (GST) has revolutionized India's taxation landscape. The goals of the Goods and 

Services Tax (GST) were to establish a uniform national market, streamline tax administration, 

promote ease of doing business, and reduce the cascade effects of taxes. Companies, 

particularly the micro, small, and medium-sized ones that drive India's economy, have had to 



CORPS & PSYCHISME 
P-ISSN : 2496-4476 E-ISSN: 2273-1571 
Volume 13/ Issue 1/ 2026 

  

2754 
 

Pa
ge
2
7
5
4

 
Pa
ge
2
7
5
4

 
Pa
ge
2
7
5
4

 
Pa
ge
2
7
5
4

 

adapt to the new regulations since the reform took effect. Improving transparency, enhancing 

tax administration, simplifying interstate trade, and making input tax credit available are just a 

few of the ways in which GST has benefited small firms. Businesses have become more 

accountable and formalized since the advent of online registration, digital return filing, and 

electronic invoicing. Overall, the country's taxation architecture is stronger thanks to GST, and 

it has helped alleviate the burden of many taxes.  Some difficulties arose for small enterprises 

as a result of GST's implementation. Complex compliance procedures, higher operational costs, 

frequent legislative modifications, and technological adaption were challenges that many firms 

encountered. The lack of adequate banking infrastructure and low levels of digital literacy 

posed specific challenges for small traders and enterprises located in rural areas. Government 

programs like the Composition Scheme, streamlined return systems, and awareness campaigns 

have alleviated some of the compliance responsibilities, notwithstanding these limitations. The 

study found that the Goods and Services Tax (GST) was a game-changer for India's economy, 

helping to modernize the country's indirect taxation system and paving the way for future 

growth. While small firms did have challenges during the changeover, GST has generally had 

a positive influence by encouraging openness, efficiency, and organization in company 

practices. Ensuring that small businesses can completely benefit from the GST system and 

effectively contribute to India's economic development requires continuous improvements in 

policy implementation, technological support, and taxpayer education. 
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