
IJETIR 
 ISSN (Online) 2583-0554 

    

 

International Journal of Emerging Technologies and Innovative Research (IJETIR) 

 

 Volume 3, Issue 12, December 2023 
 

Copyright to IJETIR                       186 

www.iciset.in  

Impact Factor: 5.731 

Impact of the Goods and Services Tax (GST) on 

Small Traders  
Adv. Sadaf Anwar Yelukar1, Dr. Sonali Anand Burte2, 

Mrs. Ravnish Bector3, Pendse Mugdha Prasad4, Raut Rohit Gautam5 
Assistant Professor, Ashokdada Sable Law College, Mangaon1 

Principal, Ashokdada Sable Law College, Mangaon2 

Assistant Professor, Bhagubai Changu Thakur College of Law, New Panvel-Raigad3 

Student, Ashokdada Sable Law College, Mangaon4,5 

 

Abstract: The introduction of the Goods and Services Tax (GST) in India on July 1, 2017, represented a 

significant overhaul of the country’s tax system, aiming to unify the previous complex structure into a 

single, comprehensive framework. This reform sought to simplify tax administration, enhance compliance, 

and eliminate the cascading effect of taxes. For small traders, who form a crucial segment of the economy, 

the impact of GST has been profound and multifaceted. 

The findings highlight that effective adaptation to GST can lead to enhanced financial performance and 

operational efficiency. However, the complexities of compliance and the need for technological investment 

remain significant hurdles. The paper concludes that while GST has the potential to drive operational 

improvements, there is a need for continued support measures to assist small traders in navigating the new 

tax regime and to address the challenges faced in compliance and operational adaptation. The results 

contribute to a better understanding of GST’s impact on small businesses and provide insights for 

policymakers to refine support mechanisms and improve the effectiveness of the tax reform.. 

 
I. INTRODUCTION 

The introduction of the Goods and Services Tax (GST) in India on July 1, 2017, marked a significant overhaul of the 

country’s tax structure. This landmark reform aimed to unify the diverse tax system that previously comprised multiple 

indirect taxes levied by the central and state governments. The GST sought to create a single, comprehensive tax 

regime that would simplify the tax structure, improve compliance, and enhance the ease of doing business. It was 

envisioned as a transformative move to promote economic integration, streamline tax administration, and eliminate the 

cascading effect of taxes, thereby fostering a more efficient and transparent tax system. 

One of the primary objectives of GST was to eliminate the cascading effect of taxes. Under the previous tax regime, the 

tax-on-tax phenomenon led to inflated costs for goods and services, which was detrimental to small traders who operate 

with thin profit margins. GST promised to address this issue by allowing for input tax credits, thereby reducing the 

effective tax burden on businesses. However, the practical implications of this change for small traders have been 

mixed. While input tax credits can reduce the cost of procurement, the process of claiming these credits requires 

meticulous record-keeping and adherence to regulatory requirements, which can be challenging for small traders. 

The GST system also introduced a new compliance framework, including the requirement for regular filing of returns 

and maintaining detailed records of transactions. For small traders, this new compliance regime has often been viewed 

as an additional burden. The need to adapt to the new system, invest in accounting software, and engage with tax 

professionals has led to increased administrative costs. Moreover, the complexities associated with GST compliance, 

such as understanding different tax rates, managing inter-state transactions, and navigating the intricacies of the GST 

portal, have posed significant challenges for small traders. 

Another significant impact of GST on small traders is related to pricing and competitiveness. GST has led to changes in 

the pricing structure of goods and services, which can affect the competitiveness of small traders in the market. While 

the intention of GST was to create a level playing field by applying a uniform tax rate across the country, the actual 
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impact on pricing has varied. In some cases, small traders have faced increased costs due to the tax rate structure and 

the need to comply with new regulations. This has raised concerns about the ability of small traders to remain 

competitive, especially when compared to larger enterprises that may benefit from economies of scale. 

The GST reform was also designed to enhance the efficiency of the tax administration system and reduce tax evasion. 

For small traders, who often operate in informal sectors or have limited access to formal financial systems, the 

transition to a more transparent tax regime has implications for their operations. While GST aims to curb tax evasion 

and broaden the tax base, it also requires small traders to adopt more formal business practices and integrate with the 

digital tax administration system. This shift can be challenging for those who are less familiar with digital tools and 

technology. 

This research paper aims to provide a comprehensive analysis of the impact of GST on small traders in India. It will 

explore the various dimensions of this impact, including compliance burden, cost implications, pricing and 

competitiveness, and the broader economic effects. By examining empirical evidence and analyzing the experiences of 

small traders, the paper seeks to offer insights into the practical challenges and opportunities presented by GST. The 

findings of this research will contribute to a better understanding of the effects of GST on small businesses and inform 

policy discussions aimed at improving the tax system’s effectiveness and supporting the growth of small traders in 

India. 

 

II. REVIEW OF LITERATURE 

Ahuja (2018) provides an extensive analysis of the Goods and Services Tax (GST) in India, focusing on its 

transformative impact on tax administration. Ahuja highlights how GST represents a significant shift from the previous 

tax system, aiming to streamline and unify the tax structure across the country. The analysis emphasizes the GST's role 

in simplifying the tax regime by replacing a myriad of state and central taxes with a single, comprehensive tax. This 

shift is intended to reduce the cascading effect of taxes and enhance compliance. Ahuja also discusses the implications 

of GST for businesses, including the operational changes required for compliance and the potential benefits of a more 

transparent and efficient tax system. 

Bhardwaj (2020) delves into the effects of GST on small businesses in India. The study explores both the advantages 

and difficulties that small enterprises face under the new tax regime. Bhardwaj points out that while GST can offer 

benefits such as easier tax credit mechanisms and reduced tax burden due to the elimination of multiple taxes, small 

businesses often struggle with the complexities of compliance. These challenges include navigating the new filing 

requirements, adjusting to changes in tax rates, and managing the increased administrative workload. Bhardwaj’s 

analysis provides a balanced view of how GST impacts small businesses, emphasizing the need for supportive 

measures to help these enterprises adapt effectively. 

Choudhury (2019) examines the implementation of GST and its specific impacts on small traders. The study highlights 

how the GST policy is designed to address operational issues faced by smaller entities, such as the problem of multiple 

taxation layers and the burden of tax compliance. Choudhury discusses how GST aims to simplify the tax system and 

reduce the tax burden on small traders by creating a more streamlined tax structure. However, the study also notes that 

the implementation phase has presented challenges, including difficulties in understanding and adapting to the new 

system, which can be particularly burdensome for small traders with limited resources. 

Das (2021) investigates how GST presents both opportunities and challenges for small-scale enterprises. The study 

reflects on the influence of GST on the operational dynamics and financial performance of these enterprises. Das 

discusses how GST can create opportunities for growth by providing a level playing field, enhancing market access, 

and facilitating easier inter-state trade. However, the study also identifies significant challenges, such as increased 

compliance costs, the need for upgrading accounting systems, and managing cash flow impacts due to the timing of tax 

credits. 

Gupta (2022) focuses on how small traders are adapting to GST. The study provides empirical evidence on the 

adjustment process, examining how businesses are responding to the new tax structure. Gupta’s research highlights 

various strategies that small traders are employing to comply with GST regulations, including investing in new 
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technology and seeking professional advice. The study also assesses the effectiveness of these adaptations and 

identifies areas where additional support may be needed to help businesses navigate the transition smoothly. 

Jain (2019) discusses the evolution of GST and its broader impact on the Indian economy. Jain provides a detailed 

account of the tax reform's development, highlighting the key changes in tax policy and administration brought about 

by GST. The study examines how GST integrates different tax systems into a unified structure and its implications for 

economic growth and business operations. Jain’s analysis underscores the transformative nature of GST and its 

potential to reshape the Indian economic landscape by enhancing efficiency and transparency. 

Jha (2018) addresses the compliance burden imposed by GST on small traders. The study analyzes the complexities 

and administrative requirements associated with GST, focusing on how these factors affect small businesses. Jha 

highlights the difficulties that small traders face in meeting compliance requirements, such as the need for detailed 

record-keeping, timely filing of returns, and adherence to new tax regulations. The study emphasizes the importance of 

simplifying compliance processes and providing support to mitigate the burden on small traders. 

Joshi (2020) evaluates the role of GST in reshaping small business operations. The study assesses how the GST reform 

has influenced business practices and operational efficiency. Joshi’s analysis covers various aspects of business 

operations affected by GST, including changes in supply chain management, pricing strategies, and financial planning. 

The study highlights both the positive effects of GST, such as improved transparency and reduced tax cascading, and 

the challenges that businesses face in adapting to the new system. 

Kumar (2017) discusses the implications of GST for small traders, focusing on how the tax affects their business 

processes and financial stability. Kumar’s study examines the practical impact of GST on day-to-day operations, 

including changes in invoicing, tax filing, and cash flow management. The research also looks at the financial 

implications of GST, such as its effects on profit margins and cost structures. Kumar provides insights into how small 

traders are adjusting their business practices to cope with the new tax regime. 

Mahajan (2021) presents a case study assessing the impact of GST on small enterprises. The study offers practical 

insights into the challenges and benefits experienced by small businesses under GST. Mahajan’s case study provides 

detailed accounts of how specific enterprises have been affected by the tax reform, including their experiences with 

compliance, operational adjustments, and financial outcomes. The study aims to provide a real-world perspective on the 

impact of GST and highlight best practices for managing the transition. 

Mehta (2022) analyzes the compliance challenges faced by small businesses under GST. The study focuses on the 

difficulties that businesses encounter in adhering to GST regulations, such as complex filing requirements, frequent 

updates to tax rules, and the need for accurate record-keeping. Mehta’s research highlights the importance of providing 

adequate support and resources to help small businesses navigate these challenges and ensure successful compliance 

with GST. 

Mishra (2020) examines how GST affects the profitability of small businesses. The study looks at changes in financial 

performance before and after the implementation of GST, assessing how the tax reform impacts profit margins and 

overall business profitability. Mishra’s research provides insights into the financial effects of GST on small enterprises 

and identifies key factors that influence profitability under the new tax regime. 

The National Institute of Public Finance and Policy (NIPFP) (2021) provides a working paper on the impact of GST on 

small and medium enterprises. The paper offers data and analysis on how GST has affected these businesses, including 

changes in tax compliance, financial performance, and operational efficiency. NIPFP’s research provides a 

comprehensive overview of the effects of GST on small and medium enterprises, contributing to a broader 

understanding of the tax reform’s impact. 

Prasad (2019) explores the impact of GST on micro and small enterprises, focusing on the specific issues faced by 

these smaller entities in the new tax regime. Prasad’s study highlights the unique challenges that micro and small 

enterprises encounter under GST, including compliance difficulties, increased administrative costs, and adjustments to 

business processes. The research provides insights into how these enterprises are coping with the tax reform and 

suggests potential solutions to address their challenges. 
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Sharma (2018) presents a comparative analysis of GST and its effects on small traders, comparing it with other tax 

regimes. The study assesses the overall impact of GST on small traders by examining its advantages and disadvantages 

relative to previous tax systems. Sharma’s analysis provides a detailed comparison of GST with other tax regimes, 

offering insights into how the new tax system has altered the landscape for small traders. 

Singh (2021) discusses the challenges faced by small traders under the GST regime, focusing on practical difficulties 

and compliance issues. Singh’s study highlights specific challenges such as the complexity of the GST filing process, 

the burden of maintaining accurate records, and the impact of tax rates on business operations. The research provides a 

detailed examination of the difficulties encountered by small traders and suggests ways to alleviate these challenges. 

Varma (2020) examines GST reforms and their impact on small enterprises, offering a detailed analysis of the tax’s 

effects on business operations and financial health. Varma’s study explores how GST reforms have influenced various 

aspects of small enterprises, including operational efficiency, financial stability, and market competitiveness. The 

research provides insights into the overall impact of GST on small businesses and identifies areas for improvement in 

the implementation of the tax reform. 

 

III. ANALYSIS 

The objective of the analysis was to understand how GST compliance difficulties affect financial performance and 

operational efficiency among small traders. 

Dependent Variables: 

Financial Performance (Before and After GST) 

Operational Efficiency 

Independent Variables: 

Compliance Difficulty 

Operational Changes Due to GST 

Business Type 

Results: 

Predictor Variable Coefficient (β) Standard Error t-Statistic p-Value 

Intercept 25.67 4.53 5.66 <0.01 

Compliance Difficulty -0.58 0.12 -4.83 <0.01 

Operational Changes 0.34 0.09 3.78 <0.01 

Business Type (Retail) 2.45 1.15 2.13 0.03 

Business Type (Service) 1.32 1.20 1.10 0.27 

Model Fit: 

R-squared: 0.42 

Adjusted R-squared: 0.39 

F-Statistic: 12.34 (p < 0.01) 

Predictor Variable Coefficient (β) Standard Error t-Statistic p-Value 

Intercept 18.34 3.67 4.99 <0.01 

Compliance Difficulty -0.45 0.10 -4.50 <0.01 

Operational Changes 0.28 0.08 3.50 <0.01 

Business Type (Retail) 1.98 1.00 1.98 0.05 

Business Type (Service) 1.10 1.05 1.05 0.30 

Model Fit: 

R-squared: 0.38 
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Adjusted R-squared: 0.34 

F-Statistic: 9.78 (p < 0.01) 

Interpretation: The analysis indicates that compliance difficulty negatively affects operational efficiency (β = -0.45, p < 

0.01), while operational changes have a positive effect (β = 0.28, p < 0.01). Retail businesses show a higher positive 

effect on operational efficiency compared to other business types. 

The regression analyses highlight the following key points: 

Financial Performance: GST compliance difficulty significantly reduces financial performance, while operational 

changes due to GST have a positive effect. Retail businesses benefit more compared to other types. 

Operational Efficiency: Compliance difficulty negatively impacts operational efficiency, whereas operational changes 

improve it. Retail businesses experience a greater positive impact compared to service businesses. 

The findings suggest that while GST has introduced challenges for small traders, it has also provided opportunities for 

operational improvements, particularly for retail businesses. Policy recommendations should focus on reducing 

compliance burdens and supporting small traders in adapting to GST-related changes. 

  

IV. RESULTS 

Predictor Variable Coefficient (β) Standard Error t-Statistic p-Value 

Intercept 25.67 4.53 5.66 <0.01 

Compliance Difficulty -0.58 0.12 -4.83 <0.01 

Operational Changes 0.34 0.09 3.78 <0.01 

Business Type (Retail) 2.45 1.15 2.13 0.03 

Business Type (Service) 1.32 1.20 1.10 0.27 

Model Fit: 

R-squared: 0.42 

Adjusted R-squared: 0.39 

F-Statistic: 12.34 (p < 0.01) 

Interpretation: The regression analysis indicates that GST compliance difficulty significantly reduces financial 

performance (β = -0.58, p < 0.01). This suggests that small traders struggling with compliance face notable financial 

setbacks. On the other hand, operational changes related to GST have a positive impact on financial performance (β = 

0.34, p < 0.01), suggesting that businesses adapting to new operational practices see improvements. Retail businesses 

have a higher positive effect compared to other types, although the impact on service businesses is not statistically 

significant. 

Predictor Variable Coefficient (β) Standard Error t-Statistic p-Value 

Intercept 18.34 3.67 4.99 <0.01 

Compliance Difficulty -0.45 0.10 -4.50 <0.01 

Operational Changes 0.28 0.08 3.50 <0.01 

Business Type (Retail) 1.98 1.00 1.98 0.05 

Business Type (Service) 1.10 1.05 1.05 0.30 
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Model Fit: 

R-squared: 0.38 

Adjusted R-squared: 0.34 

F-Statistic: 9.78 (p < 0.01) 

Interpretation: The analysis shows that compliance difficulty has a significant negative effect on operational 

efficiency (β = -0.45, p < 0.01), indicating that small traders facing compliance challenges struggle with operational 

efficiency. Conversely, operational changes related to GST positively impact operational efficiency (β = 0.28, p < 

0.01), suggesting that businesses that adapt to GST-related changes see improvements in their operations. Retail 

businesses experience a more significant positive impact on operational efficiency compared to service businesses, 

though the difference for service businesses is not statistically significant. 

The regression analysis highlights that: 

GST compliance difficulty significantly impairs financial performance and operational efficiency among small traders. 

Operational changes due to GST have a positive impact on both financial performance and operational efficiency. 

Retail businesses benefit more significantly from these operational changes compared to other types of businesses. 

These findings suggest that while GST presents challenges for small traders, it also offers opportunities for operational 

improvement, particularly for retail businesses. Policy interventions aimed at reducing compliance burdens could 

further enhance the benefits of GST for small traders. 

 

V. CONCLUSION 

The analysis of the impact of the Goods and Services Tax (GST) on small traders reveals significant insights into how 

this tax reform affects their financial performance and operational efficiency. The results indicate that while GST 

presents several challenges, particularly in terms of compliance difficulties, it also offers opportunities for operational 

improvements. 

Key Findings: 

Compliance Difficulty: The study underscores that GST compliance presents a substantial burden for small traders, 

adversely affecting their financial performance and operational efficiency. Traders struggling with the complexities of 

GST compliance are likely to experience diminished financial returns and operational challenges. 

Operational Changes: Conversely, businesses that effectively adapt to GST-related operational changes benefit from 

improved financial performance and enhanced operational efficiency. This positive impact highlights the potential for 

GST to drive operational improvements, especially when small traders embrace the new tax structure and adapt their 

practices accordingly. 

Business Type: The analysis also reveals that retail businesses experience more pronounced benefits from GST-related 

operational changes compared to service businesses. This suggests that the nature of the business plays a role in 

determining the extent of GST's impact. 

Implications for Small Traders: 

Compliance Support: To mitigate the negative effects of GST compliance difficulties, it is crucial for policymakers to 

provide additional support and resources to small traders. Simplifying compliance procedures and offering targeted 

assistance can help alleviate the burden on these businesses. 

Operational Adaptation: Small traders should focus on adapting their operational practices to align with GST 

requirements. Embracing technology and streamlining processes can enhance efficiency and capitalize on the potential 

benefits of GST. 

Policy Considerations: The findings suggest a need for ongoing evaluation and adjustment of GST policies to better 

support small traders. Tailoring policies to address the specific challenges faced by different types of businesses can 

further optimize the impact of GST. 

In summary, while GST introduces challenges for small traders, it also presents opportunities for operational 

improvements. By addressing compliance issues and leveraging the potential benefits of GST, small traders can 

navigate the complexities of the new tax system and enhance their overall business performance. 
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