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Abstract

The Goods and Services Tax( GST), introduced in India in 2017, is considered one of the most significant
circular duty reforms aimed at creating a unified public request and simplifying the taxation system. The
perpetration of GST brought major changes to the functioning of Micro, Small and Medium Enterprises (
MSMESs), which play an important part in employment generation, artificial product, exports, and profitable
development. This study examines the impact of GST on employment generation in the MSME sector in
India. The study is descriptive and logical in nature and is grounded entirely on secondary data collected
from government reports, GST Council publications, MSME Ministry reports, exploration journals, books,

journals, and online sources.

The study highlights both the positive and negative goods of GST on MSMEs and employment generation.
The findings reveal that GST simplified the duty structure, excluded slinging levies through the Input Tax
Credit medium, bettered interstate trade, encouraged formalization of businesses, and promoted
digitalization. These developments created openings for business expansion, increased investment, and
growth of organized sector employment. GST also generated new employment openings in account, taxation
services, logistics, software development, ande-commerce sectors. Still, the study also identifies several
challenges faced by MSMEs under GST. Increased compliance burden, delayed refunds, working capital
dearths, specialized problems in GST doors, and digital ignorance created functional difficulties for
numerous small enterprises. Informal businesses and labor- ferocious sectors endured temporary decline in
employment during the original perpetration phase. Small enterprises with limited fiscal coffers faced

difficulties conforming to the new taxation system.
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The study concludes that GST has both positive and negative impacts on employment generation in the
MSME sector. Although the reform created short- term challenges, it has strong long- term eventuality to
ameliorate business effectiveness, formalization, and organized employment growth. Nonstop government
support, simplified compliance procedures, fiscal backing, and digital training programs are necessary to

strengthen MSMESs and maximize employment generation under the GST governance.

Keywords: GST, MSME, Employment Generation, Tax Reform, India, Economic Development,

Formalization.

1. INTRODUCTION

The MSME sector is considered the backbone of the Indian frugality because of its important part in
artificial development, entrepreneurship, exports, and employment generation. MSMEs give employment
openings to a large member of the population, especially in pastoral andsemi-urban regions. According to
the Ministry of MSME, the sector contributes significantly to India’s GDP and accounts for millions of jobs

across manufacturing, services, and trade conditioning.

The Indian taxation system before GST was largely complicated due to the actuality of multiple circular
levies similar as Value Added Tax ( Handbasket), excise duty, service duty, octroi, entry duty, and central
deals duty. These levies created duty cascading goods, increased compliance burden, and complicated
interstate trade. To overcome these issues, the Government of India introduced the Goods and Services Tax (

GST) on 1 July 2017.

GST is a destination- grounded circular duty that replaced several circular levies with a unified duty system.
The main objects of GST were to simplify taxation, reduce duty elusion, ameliorate translucency, increase
duty compliance, and produce a single public request. Since MSMEs are labor- ferocious enterprises, any

policy affecting their growth directly influences employment generation.

Employment generation is one of the most important pointers of profitable development. The MSME sector
has traditionally generated large- scale employment because it requires fairly low capital investment and
absorbs both professed and unskilled labor. Thus, understanding the impact of GST on employment
generation in MSMES is essential for assessing the effectiveness of the reform. This exploration paper aims
to dissect how GST has told employment generation in the MSME sector in India and to identify the

openings and challenges associated with the reform.

2. REVIEW OF LITERATURE

1. Bhalla, Kaur, and Sharma (2024) the study anatomized the impact of GST on MSMEs

using statistical and logical ways. The authors set up that GST told business operations, profitability,
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compliance geste, and organizational effectiveness. The study concluded that GST bettered
translucency but also increased compliance burden on small businesses.

2. Ghosh (2022) this study examined the formalization of informal businesses through GST
perpetration. It observed that GST encouraged enrollment and digitalization among MSMEs, thereby
perfecting access to systematized requests and fiscal institutions. still, it also disintegrated traditional
informal employment systems.

3. Sharma and Kaur (2023) the study concentrated on business performance and functional
effectiveness of MSMEs after GST perpetration. The findings indicated that GST bettered interstate
trade and reduced duty complications, leading to better business openings.

4. Dwivedi and Agrawal (2024) the study stressed the fiscal and functional challenges faced by
MSMEs under GST. It concluded that compliance procedures and technological adaption remained

major walls for micro and small enterprises.

3. STATEMENT OF THE PROBLEM

The perpetration of GST converted the taxation system in India and significantly affected the functioning of
MSMEs. Although GST aimed to ameliorate business effectiveness and profitable growth, numerous small
enterprises endured functional and fiscal difficulties during its perpetration. Since MSMEs are major

employment providers, changes in their business terrain directly affect job openings.

There's a need to study whether GST has appreciatively contributed to employment generation through
business expansion and formalization or negatively affected employment due to increased compliance costs
and functional difficulties. Thus, this study seeks to dissect the impact of GST on employment generation in

the MSME sector.

4. OBJECTIVES OF THE STUDY

> To analyze the effect of GST on employment generation in the MSME sector.
> To identify the challenges faced by MSMEs after GST implementation.

> To provide suggestions for improving employment generation in MSMEs under GST.

5. RESEARCH METHODOLOGY

The present study is descriptive and logical in nature and aims to examine the impact of Goods and Services
Tax (GST) on employment generation in the MSME sector in India. The study is grounded entirely on
secondary data collected from colorful dependable and authentic sources. The required information has been
gathered from government reports, exploration journals, Ministry of MSME publications, GST Council

reports, journals, websites, online databases, published papers, books, and other academic sources related to
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GST and MSMEs. Secondary data has been named because it provides comprehensive information

regarding the perpetration of GST, growth of MSMESs, and employment trends in India.

6. GST AND EMPLOYMENT GENERATION IN MSMES

The relationship between Goods and Services Tax (GST) and employment generation in the Micro, Small
and Medium Enterprises (MSME) sector is both significant and complex. MSMEs are considered the
backbone of the Indian frugality because they contribute mainly to product, exports, artificial growth, and
employment creation. The perpetration of GST brought major structural changes in the taxation system,

which directly and laterally told employment openings in the MSME sector.

GST aimed to simplify taxation, produce a unified public request, and promote formalization of businesses.
These reforms created openings for artificial growth, investment, and business expansion, which
appreciatively affected employment generation. At the same time, GST also created several functional and
fiscal challenges for small enterprises, especially during the original perpetration period. As a result, the

impact of GST on employment generation has been both positive and negative.

6.1 Positive Effects on Employment Generation

1. Expansion of Organized Sector Employment

One of the major positive goods of GST was the expansion of organized sector employment. Before GST,
numerous MSMEs operated in the informal sector without proper enrollment or legal compliance. Informal

businesses generally handed unstable employment with low stipend and limited job security.

GST encouraged businesses to register in order to mileage benefits similar as Input Tax Credit( ITC) and
participation in organized force chains. As further enterprises came part of the formal frugality, organized
employment openings increased. Registered businesses are more likely to give regular hires, hand benefits,
social security schemes, provident fund installations, and better working conditions. The formalization of
employment also bettered translucency in labor operation and increased pool stability. Therefore, GST

laterally contributed to the growth of secure and systematized employment in the MSME sector.

2. Business Growth and Expansion

GST simplified interstate trade and reduced duty- related walls, enabling MSMEs to expand operations
across different countries. Before GST, businesses faced multiple levies, border checkpoints, and
complicated procedures while transporting goods from one state to another. These walls increased functional

costs and confined business expansion.
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With the perpetration of GST, the movement of goods came smoother and faster due to invariant duty rates
and simplified procedures. MSMESs gained access to wider public requests and increased their client base.
Increased request openings encouraged enterprises to expand product capacity and business operations. As
businesses expanded, the demand for labor also increased. MSMEs needed fresh workers for manufacturing,
packaging, transportation, marketing, deals, and client service conditioning. Thus, business expansion under

GST contributed appreciatively to employment generation.
3. Increased Investment Opportunities

GST bettered the credibility and translucency of registered MSMEs, which increased their access to bank
loans, fiscal institutions, and government support schemes. Homogenized businesses came more seductive to
investors because proper duty records and fiscal translucency reduced investment threat. Bettered access to
finance enabled MSME:s to invest in ministry, technology, structure, and business expansion conditioning.
Increased investment promoted artificial growth and product capacity, which created new employment

openings.

Government enterprise supporting MSMEs under the GST frame also encouraged entrepreneurship and
tone- employment. Numerous small enterprises expanded operations with fiscal backing and generated fresh

jobs in manufacturing and service sectors.

4. Development of New Business Opportunities

GST accelerated digitalization and modernization in the MSME sector. Since GST is a technology- driven
taxation system, businesses were needed to borrow digital account systems, electronic invoicing, online
payment styles, and motorized record operation.

This digital metamorphosis created new employment openings in colorful sectors similar as account,
taxation services, software development, e-commerce, logistics, and fiscal consulting. The demand for duty
professionals, accountants, GST interpreters, and IT specialists increased significantly after GST

perpetration.

In addition, the growth of online business platforms and e-commerce conditioning created circular
employment openings in delivery services, warehousing, transportation, and digital marketing sectors.
Therefore, GST contributed to the development of new employment areas beyond traditional manufacturing

diligence.

5. Boost to Manufacturing and Service Sectors

GST reduced duty complications and bettered artificial effectiveness in both manufacturing and service

sectors. The elimination of slinging levies through the Input Tax Credit medium reduced product costs and
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bettered profitability for businesses. Lower functional costs enabled MSMEs to increase product situations
and ameliorate competitiveness in domestic and public requests. Growth in manufacturing and service-
grounded MSMEs created demand for professed and unskilled labor, diligence similar as fabrics, food
processing, engineering goods, retail trade, transport, hospitality, and information technology endured
increased business conditioning under the GST governance. This expansion contributed appreciatively to

employment generation in both civic and semi-urban regions.

6.2 Negative Effects on Employment Generation

1. Reduction in Informal Sector Jobs

One of the major negative goods of GST was the decline in informal sector employment during the original
perpetration period. Numerous small and unrecorded enterprises plodded to misbehave with GST regulations
due to lack of digital knowledge, fiscal coffers, and specialized knowledge. Some businesses reduced pool
size, braked product, or temporarily shut down operations because they could not manage compliance
conditions. Labor- ferocious diligence similar as fabrics, crafts, small retail businesses, and traditional
manufacturing units were particularly affected. As a result, numerous workers employed in the informal

sector endured temporary job losses and reduced income openings.

2. Financial Stress on Small Enterprises

Working capital dearths created fiscal stress for numerous MSMEs after GST perpetration. Businesses were
needed to pay GST before entering refunds or Input Tax Credits. Detainments in refund processing affected
cash inflow and liquidity. MSMEs with limited fiscal reserves faced difficulties in maintaining product,
copping raw accoutrements , and paying hand stipend. Due to fiscal query, some businesses laid over
expansion plans and reduced reclamation conditioning. This fiscal pressure negatively affected employment

generation, especially in small and labor- ferocious enterprises.
3. Automation and Digital Dependence

GST promoted digital systems, robotization, and motorized business operations. While digitalization
bettered effectiveness, it also reduced dependence on homemade labor in certain executive and counting
functions. Businesses decreasingly espoused automated billing systems, digital account software, and online
duty form platforms. As a result, demand for traditional pastoral and homemade account jobs declined in

some enterprises.

This technological shift created challenges for workers lacking digital chops and reduced employment

openings in certain low- professed job orders.
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4. Closure of Small Businesses

Some small enterprises were unfit to bear the increased compliance costs associated with GST. Charges
related to account software, internet installations, hand training, and professional duty consultancy created
fiscal burden on micro enterprises. Businesses operating with low profit perimeters set up it delicate to
sustain operations under the new taxation system. Some enterprises suffered functional losses and ultimately
shut down. Closure of small businesses directly affected employment situations, particularly in pastoral and

semi-urban areas where MSMEs are major sources of livelihood.

7. SECTOR-WISE IMPACT OF GST ON EMPLOYMENT

The perpetration of Goods and Services Tax (GST) had different goods on employment across colorful
sectors of the MSME frugality. Some sectors served from duty simplification, request expansion, and
bettered effectiveness, while others faced challenges related to compliance, digitalization, and fiscal

pressure. The sector-wise impact of GST on employment generation can be anatomized as follows.

7.1 Manufacturing Sector

The manufacturing sector is one of the largest contributors to employment generation in the MSME sector.
GST brought several positive changes to manufacturing diligence by simplifying taxation and reducing the
slinging effect of levies. Before GST, manufacturers had to pay multiple circular levies similar as excise

duty, Hand basket, and entry duty, which increased product costs and created functional difficulties.

GST introduced the Input Tax Credit (ITC) medium, allowing manufacturers to claim credit for levies paid
on raw accoutrements and inputs. This reduced product costs and bettered profitability. Manufacturing
MSMEs also served from simplified interstate trade because GST removed checkpoints and multiple
taxation procedures between countries. Faster transportation and reduced logistics costs bettered force chain
effectiveness. As manufacturing businesses expanded operations and increased product capacity, demand for
labor also increased. Employment openings grew in diligence similar as fabrics, engineering goods, food
processing, leather products, cabinetwork manufacturing, and machine factors. Increased artificial exertion
also generated circular employment in transportation, warehousing, packaging, and distribution sectors. Still,
small manufacturing units originally faced challenges related to compliance burden, digital record
conservation, and working capital dearths. Labor- ferocious diligence dependent on informal workers

endured temporary employment decline during the transition period.

7.2 Service Sector

The service sector endured both openings and challenges after GST perpetration. GST replaced service duty

and introduced a more systematized taxation system for service- grounded businesses. Numerous service-
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acquainted MSMEs similar as account enterprises, consultancy agencies, transport drivers, IT service
providers, and form businesses came part of the formal frugality. One of the major positive goods of GST on
the service sector was the increased demand for account, taxation, auditing, and consultancy services. Since
GST compliance requires regular return form, digital invoicing, and proper record conservation, businesses
decreasingly depended on accountants, duty advisers, and GST interpreters. This created employment

openings for finance and taxation professionals.

GST also encouraged digitalization in the service sector. Online business operations, e-commerce services,
fiscal technology platforms, and digital payment systems expanded fleetly after GST perpetration. As a
result, employment openings increased in software development, digital marketing, data operation, client
support, and logistics services. At the same time, small service providers faced difficulties conforming to
digital compliance systems and changing GST regulations. Businesses with limited technological knowledge

and fiscal coffers plodded to manage compliance costs and online form procedures.

7.3 Retail Sector

The retail sector endured mixed goods on employment generation under GST. Organized retail businesses
served from bettered translucency, simplified taxation, and better force operation systems. Large retail

chains and registered businesses acclimated snappily to GST and expanded operations in different regions.

GST promoted digital billing systems, electronic payments, and motorized force operation in the retail
sector. Organized retail businesses increased employment openings in deals operation, billing operations,
client service, warehousing, and logistics. Still, numerous small and informal retail businesses faced
significant challenges during GST perpetration. Small retailers frequently demanded digital knowledge and
plodded with online return form, electronic billing, and compliance procedures. Increased compliance costs
and technological conditions created fiscal pressure on micro retailers. In some regions, informal retail
businesses reduced pool size or educated temporary business check due to incapability to acclimatize to GST
regulations. As a result, while organized retail employment increased, informal retail employment declined

during the original perpetration phase.

7.4 Export-Oriented MSMEs

Import- acquainted MSMEs generally served from GST because exports were treated as zero- rated
inventories under the GST frame. Exporters could claim refunds on levies paid for inputs and raw
accoutrements, which bettered cost competitiveness in transnational requests. GST simplified import
procedures and bettered translucency in duty administration. Reduction in slinging levies lowered product
costs and enhanced the global competitiveness of Indian MSMEs. Increased import conditioning supported
product growth and encouraged artificial expansion. As import- acquainted enterprises expanded operations,

employment openings increased in sectors similar as fabrics, crafts, leather goods, engineering products,
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food processing, and pharmaceutical manufacturing. Export growth also generated circular employment in
logistics, shipping, packaging, and harborage- related services. still, delayed refund processing under GST
created working capital problems for numerous exporters during the original phase. Small exporters with
limited fiscal reserves faced difficulties in maintaining product and employment situations until refund

systems bettered.
8. Challenges Faced by MSMEs Under GST

Despite the long- term benefits of GST, MSMEs faced several challenges during and after perpetration.

Some of the major challenges include

1. Lack of mindfulness about GST procedures among small business possessors.

2. Frequent changes in GST rules and regulations created confusion and query.

3. High compliance costs due to account software, professional services, and return form
conditions.

4. Specialized glitches in GST doors caused difficulties in online enrollment and return form.

5. Delayed refunds and blocked Input Tax Credits affected working capital operation.

6. Digital ignorance among entrepreneurs made online compliance delicate, especially in

pastoral areas.

7. Financial difficulties for micro enterprises with limited capital and low profit perimeters.
8. Limited professional support in pastoral areas increased dependence on external advisers and
accountants.

9. GOVERNMENT MEASURES TO SUPPORT MSMES

To reduce the burden of GST on MSMEs and encourage employment generation, the Government of India

introduced several support measures and policy enterprise.

One important action was the Composition Scheme, which allowed small taxpayers to pay duty at lower

rates with simplified compliance procedures. This reduced executive burden on micro and small enterprises.

The government also introduced simplified return filing systems to make GST compliance easier for small
businesses. The Udyam Registration Portal was launched to simplify MSME enrollment and give easier

access to government schemes and benefits.

To ameliorate digital mindfulness, the government conducted digital training and mindfulness programs for
entrepreneurs and business possessors. These programs helped MSMEs understand GST procedures, online

form systems, and digital account styles.
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Fiscal support measures similar as credit guarantee schemes, subsidized loans, and exigency support
packages were introduced to help MSMEs facing working capital dearths. In some sectors, the government
also reduced GST rates to support small businesses and ameliorate competitiveness. These enterprises
aimed to reduce functional difficulties, support business growth, encourage formalization, and promote

employment generation in the MSME sector under the GST frame.
10. Findings of the Study

. GST simplified the circular taxation system by replacing multiple levies with a unified duty
structure, which bettered ease of doing business for MSMEs.

. The perpetration of Input Tax Credit (ITC) reduced the slinging effect of levies and lowered
product costs for manufacturing and service- grounded MSMEs.

. GST encouraged formalization of businesses, leading to growth in organized sector
employment and bettered access to bank credit and government schemes.

. Digitalization under GST created new employment openings in account, taxation services,
logistics, e-commerce, and software- related sectors.

. Despite long- term benefits, MSMEs faced challenges similar as compliance burden, delayed
refunds, working capital dearths, and technological difficulties, which negatively affected small and

informal enterprises during the original perpetration period.
11. Suggestions

. The government should simplify GST compliance procedures and reduce the frequency of

return form for small and micro enterprises.

. Faster processing of GST refunds should be assured to reduce working capital problems faced
by MSME:s.
. Regular training and mindfulness programs should be conducted to ameliorate digital

knowledge and understanding of GST procedures among entrepreneurs.

. Fiscal backing, low- interest loans, and subvention schemes should be handed to support
MSMEs facing functional and compliance- related difficulties.

. Specialized issues in GST doors should be resolved snappily, and better professional support

services should be made available, especially in pastoral and semi-urban areas.

12. Conclusion

The perpetration of GST brought transformational changes to the MSME sector in India. The reform
simplified taxation, bettered translucency, encouraged formalization, and promoted digitalization. These

changes created openings for business expansion, investment growth, and organized employment generation.

© 2026, IJSREM | www.ijsrem.com DOI: 10.55041/IJSREM.GSTCOS025 | Page 10


http://www.ijsrem.com/

e
';‘IJSREF:{'
h-en 7 [nternational Journal of Scientific Research in Engineering and Management (IJSREM)
W Conference - Volume 10 GSTCOS -2026 SJIF Rating: 8.659 ISSN: 2582-3930

Sectors similar as manufacturing, services, logistics, and e-commerce served from advanced request access

and functional effectiveness.

At the same time, GST also created several challenges for MSMEs, particularly during the original
perpetration phase. Compliance burden, delayed refunds, technological difficulties, and fiscal stress affected
small enterprises and informal employment. Numerous businesses plodded to acclimatize to the digital and

nonsupervisory conditions of the new taxation system.

Overall, GST has had a mixed impact on employment generation in the MSME sector. While short- term
challenges affected some businesses and workers, the long- term benefits of formalization, bettered
effectiveness, and request integration are significant. With nonstop government support, simplified
procedures, digital training, and fiscal backing, GST can contribute appreciatively to sustainable growth and

employment generation in the MSME sector.
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