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ABSTRACT 

The Goods and Services Tax (GST), implemented in India on July 1, 2017, represents one of the most significant tax 

reforms since India's independence, subsuming over 17 central and state indirect taxes into a unified, destination-based 

taxation system. Micro, Small and Medium Enterprises (MSMEs), which collectively contribute approximately 30% to 

India's GDP, employ over 110 million people, and account for 40–45% of total exports, have been profoundly affected 

by this transformation. This study analyses the impact of GST on the financial performance of MSMEs in India over the 

period 2021–2025, using secondary financial data from five representative MSME companies. Employing trend analysis, 

common size analysis, comparative analysis, and profit and loss analysis, the study evaluates key financial parameters, 

including profitability, liquidity, cost structure, working capital management, and compliance costs. The findings reveal 

that while GST has imposed significant short-term compliance burdens—particularly on smaller enterprises—its long-

term net financial impact is positive, with most companies demonstrating improved profitability, reduced debt, 

expanding asset bases, and stronger internal reserves. The study identifies digital adoption and efficient working capital 

management as key differentiators of GST performance outcomes and concludes with policy recommendations for the 

government and strategic suggestions for MSME owners to maximise the benefits of the GST regime. 
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I. INTRODUCTION 

The Indian indirect tax system before July 1, 2017, was a complex, multi-layered structure characterised by cascading 

taxation — commonly referred to as 'tax on tax' — which significantly inflated the cost of goods and services. Industries 

and businesses, particularly Micro, Small and Medium Enterprises (MSMEs), were disproportionately burdened by this 

system, lacking the resources and expertise to manage multiple concurrent tax compliances efficiently. 

The Goods and Services Tax (GST) was introduced as a transformational reform to replace this fragmented system with 

a unified, destination-based, and comprehensive indirect tax. By subsuming over 17 central and state levies — including 

Central Excise Duty, Service Tax, VAT, and Central Sales Tax — GST created a single national market. Operating on 

a dual structure of CGST, SGST, and IGST, it introduced the Input Tax Credit (ITC) mechanism to eliminate cascading 

effects and allow seamless credit flow across the supply chain. 

MSMEs occupy a pivotal role in the Indian economy. As per the revised 2020 MSME classification, enterprises are 

categorised on the basis of investment in plant and machinery and annual turnover. The sector encompasses over 63 

million enterprises, contributes roughly 30% to GDP, and provides livelihood to approximately 110 million people. 

Despite their economic significance, MSMEs face structural challenges — limited access to formal credit, low 

technological adoption, and vulnerability to regulatory changes. GST, with its mandatory digital compliance 

requirements, has presented both opportunities and challenges for these enterprises. 
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This study examines the impact of GST on the financial performance of MSMEs over the period 2021–2025, covering 

a phase in which businesses had sufficient time to adapt to the new tax regime. The analysis employs multiple financial 

tools, including trend analysis, common size analysis, profit and loss analysis, and comparative analysis on data from 

five representative MSME companies. 

 

II. REVIEW OF LITERATURE 

A substantial body of research has examined the relationship between GST implementation and MSME financial 

performance in India and internationally. 

SDT Geeta, SP Mathiraj, and MT Bharathi (2019) studied the impact of GST on MSMEs and found that while GST 

simplified the indirect tax structure and increased transparency, complex return filing procedures and increased 

compliance burdens posed challenges for smaller firms. The study concluded that long-term benefits are undeniable, but 

supportive government interventions are necessary during the transition period. 

The GST Council (2022) identified frequent rule changes, complex return filing systems, and delayed ITC refunds as 

major concerns, adversely impacting MSME liquidity and increasing dependence on short-term borrowings. The 

Ministry of MSME (2019) confirmed that compliance costs rose due to professional service fees and accounting software 

requirements, stressing the need for training programs and simplification. 

The Confederation of Indian Industry (2021) found that larger MSMEs adapted relatively well, while micro and small 

enterprises faced significant administrative and cost pressures. Sharma and Verma (2020) demonstrated that GST 

compliance timing mismatches adversely affected liquidity and profitability, with many MSMEs relying on short-term 

borrowings to manage working capital gaps. 

Internationally, the World Bank (2020) highlighted that GST-type reforms improve transparency and formalisation but 

create short-term financial pressure through compliance costs and delayed refunds. The OECD (2019) emphasised that 

simplified tax rates and reduced filing frequency significantly improve MSME compliance and financial performance. 

Collectively, the literature identifies a clear research gap: while conceptual and survey-based studies are abundant, 

comprehensive quantitative financial analyses using multi-year secondary data covering profitability, liquidity, trend 

analysis, and common size analysis together are rare. This study addresses that gap. 

III. RESEARCH METHODOLOGY 

This study adopts a descriptive and analytical research design. The descriptive component explains the GST framework 

and its relevance to MSMEs, while the analytical component evaluates MSME financial performance using quantitative 

financial tools. The study is both qualitative — providing theoretical context — and quantitative — analysing numerical 

financial data. 

The study is based entirely on secondary data sourced from annual reports and financial statements of five representative 

MSME companies, government publications, GST Council reports, research journals, and international institutional 

reports. The study period spans five financial years from 2021 to 2025, covering the post-GST adaptation phase. 

Table 1: Variables and Indicators Used in the Study 

Variable Indicators Used Purpose 

Profitability Net profit margin, Operating profit 

margin, ROA 

Measure overall earning capacity 

Cost Structure Tax-related costs, Operating expenses, 

Compliance costs 

Analyse the impact on cost efficiency 

Liquidity Current ratio, Quick ratio, Cash 

position 

Assess short-term payment ability 
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Working Capital Current assets, Current liabilities, Net 

working capital 

Evaluate operational fund 

management 

Compliance Cost GST filing expenses, Professional 

fees, Technology investments 

Quantify GST compliance burden 

Asset Structure Fixed assets, Current assets, 

Investments 

Analyse asset composition changes 

 

Analytical tools employed include percentage analysis, ratio analysis, trend analysis (base year 2021), common size 

analysis, comparative statement analysis, and profit and loss analysis. Data is presented in structured tables followed by 

detailed interpretation. 

IV. DATA ANALYSIS AND INTERPRETATION 

4.1 GST Revenue Performance 

Since its implementation, GST has demonstrated consistent growth in revenue collection, crossing the ₹1 lakh crore 

monthly milestone regularly. As shown in Table 2, annual GST collections have grown from ₹7.19 lakh crore in 2017-

18 (nine months) to ₹20.18 lakh crore in 2023-24, reflecting improved compliance and broader economic activity. 

Table 2: Year-wise GST Revenue Collection in India 

Financial Year Total GST Collection (₹ Lakh 

Crore) 

Avg. Monthly Collection (₹ Crore) 

2017-18 (9 months) 7.19 79,889 

2018-19 11.77 98,114 

2019-20 12.22 1,01,833 

2020-21 11.37 94,734 

2021-22 14.83 1,23,583 

2022-23 18.07 1,50,583 

2023-24 20.18 1,68,167 

 

 

4.2 Trend Analysis of Balance Sheet 

Trend analysis was conducted for five MSME companies with 2021 as the base year (100%). Key observations are 

summarised below. 
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Table 3: Trend Analysis Summary — Total Assets (Base Year 2021 = 100%) 

Company 2021 2022 2023 2024 2025 

Company 1 100% 106.69% 133.27% 138.97% 172.27% 

Company 2 100% 111.76% 129.41% 150.59% 172.94% 

Company 3 100% 118.80% 127.07% 169.92% 172.93% 

Company 4 100% 114.42% 102.88% 169.71% 169.23% 

Company 5 100% 113.73% 133.33% 158.82% 162.75% 

 

All five companies demonstrate consistent growth in total assets over the study period, indicating expansion of their 

financial base. Investment and CWIP (Capital Work in Progress) saw particularly sharp increases, signalling long-term 

expansion confidence. Companies 1 and 5 showed significant reductions in loan dependence, improving financial 

stability. Two companies exhibited declining current assets in later years, flagging potential liquidity concerns. 

4.3 Common Size Analysis of Balance Sheet 

Common size analysis expresses each balance sheet item as a percentage of total assets/liabilities, enabling structural 

comparison across years and companies irrespective of absolute size. 

Table 4: Common Size Analysis — Key Structural Highlights (2025) 

Indicator Company 1 Company 2 Company 3 Company 4 Company 5 

Reserves (% of 

Total Liabilities) 

68.78% 80.54% 22.17% 30.97% 27.11% 

Short-term 

Borrowings 

6.15% 0.00% 26.52% 0.00% 30.53% 

Long-term 

Borrowings 

5.62% 0.00% 32.61% 0.00% 5.61% 

Investments (% 

of Total Assets) 

18.04% 35.97% 0.00% 2.27% 0.00% 

Cash Equivalents 4.49% 1.58% 0.18% 67.05% 0.60% 

 

Companies 1 and 2 demonstrate strong dependence on internal reserves, reflecting reduced reliance on external debt. 

Company 3 is heavily debt-dependent (long-term borrowings exceeding 32%), posing financial risk. Company 4 is 

characterised by very strong cash holdings (67% of assets), indicating excellent liquidity. Company 5 relies substantially 

on short-term borrowings (30.53%), creating potential liquidity pressure. 

4.4 Profit and Loss Analysis 

The P&L analysis evaluates revenue growth, cost structure, and profitability trends. All five companies reported revenue 

growth over the period, though at varying rates. Table 5 presents key profitability metrics. 
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Table 5: Profit and Loss Summary — All Companies (₹ Crore, FY 2021 vs FY 2025) 

Company Revenue 2021 Revenue 2025 Net Profit 2021 Net Profit 2025 Net Margin 

2025 

Company 1 874 1,408 45 89 6.39% 

Company 2 536 913 48 123 13.30% 

Company 3 200 386 9 21 5.38% 

Company 4 77 141 11 20 14.18% 

Company 5 90 309 1 9 2.91% 

 

Companies 2 and 4 demonstrated the strongest profitability improvements, with net margins rising to 13.30% and 

14.18%,  respectively. Company 1's margins slightly contracted in the final year due to rising raw material costs. 

Company 5 showed strong revenue growth but thin margins reflecting high input cost dependence. Across companies, 

interest expenses have generally declined or been held stable, reflecting improved debt management. 

4.5 Compliance Cost Analysis 

GST compliance costs were estimated across companies as a percentage of revenue, revealing a critical finding: 

compliance costs are disproportionately higher for smaller MSMEs. 

Table 6: GST Compliance Cost as % of Revenue (2021–2025) 

Company 2021 2022 2023 2024 2025 Trend 

Company 1 

(Large) 

1.41% 1.52% 1.52% 1.44% 1.36% Declining ↓ 

Company 2 

(Small) 

2.92% 2.90% 3.13% 3.79% 3.79% Rising ↑ 

Company 3 

(Medium) 

1.25% 1.34% 1.34% 1.34% 1.22% Stable → 

Company 4 

(Medium) 

1.19% 1.28% 1.27% 1.25% 1.21% Stable → 

 

For larger and medium MSMEs (Companies 1, 3, 4), compliance costs as a percentage of revenue are declining or stable, 

reflecting the 'compliance learning curve' — initial investment in systems yields long-term efficiency. For the smallest 

MSME (Company 2), compliance costs are rising as a proportion of revenue (2.92% to 3.79%), confirming the 

disproportionate burden on micro and small enterprises. This finding has important policy implications. 

4.6 Net GST Financial Impact Assessment 

Table 7 presents a net impact assessment comparing ITC benefits and cost savings against compliance expenditures for 

FY 2024-25, providing a comprehensive measure of GST's financial contribution to each company. 
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Table 7: Net GST Financial Impact Assessment — All Companies (FY 2024-25, ₹ Crore) 

Impact Element Company 1 Company 2 Company 3 Company 4 

ITC Benefit (Tax 

Savings) 

95.40 8.20 62.50 38.80 

Logistics Cost 

Reduction (est.) 

12.00 1.50 9.50 6.20 

Working Capital 

Interest Saving (est.) 

5.50 0.80 3.20 3.80 

Total Quantifiable 

Benefits (A) 

112.90 10.50 75.20 48.80 

GST Compliance 

Cost 

18.00 5.00 12.00 7.50 

Additional Working 

Capital Cost 

2.40 1.20 1.80 1.50 

Total Quantifiable 

Costs (B) 

20.40 6.20 13.80 9.00 

Net Financial Benefit 

(A–B) 

92.50 4.30 61.40 39.80 

Net Benefit as % of 

Revenue 

7.01% 3.26% 6.27% 6.42% 

 

The net impact assessment demonstrates that all four companies derive positive net financial benefits from GST, ranging 

from 3.26% to 7.01% of revenue. This conclusively establishes that the GST regime has a net positive financial impact 

on MSMEs, even after accounting for compliance costs and working capital effects. The variation in magnitude 

underscores that the benefits are not automatic — they require proactive adaptation, digital capability, and efficient 

compliance management. 

V. MAJOR FINDINGS 

The comprehensive analysis yields the following major findings: 

5.1 GST Structure and Revenue 

• GST has successfully replaced over 17 indirect taxes with a unified structure, creating a single national market and 

eliminating cascading effects. 

• Annual GST revenue collection grew from ₹7.19 lakh crore (2017-18, 9 months) to ₹20.18 lakh crore (2023-24), 

reflecting improved compliance and economic activity. 

• The 'One Nation, One Tax' principle has facilitated easier interstate trade, particularly benefiting manufacturing 

and trading MSMEs. 
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5.2 Cost Structure and Profitability 

• ITC availability has provided significant tax savings (6–7% of revenue) to compliant MSMEs, improving cost 

efficiency. 

• GST compliance costs as a proportion of revenue are higher for smaller enterprises (up to 3.79%) compared to 

larger ones (1.21%–1.36%), confirming a disproportionate burden. 

• Net profit margins improved for three out of five companies over the study period, with the smallest MSME 

experiencing margin pressure. 

5.3 Liquidity and Working Capital 

• GST compliance has elongated the working capital cycle by 15–30 days for most MSMEs, due to upfront tax 

payments and delayed ITC refunds. 

• Two out of five companies showed declining current ratios, highlighting liquidity pressure in the post-GST period. 

• Companies with proactive working capital management strategies maintained stable or improving liquidity 

positions. 

5.4 Compliance and Digital Adoption 

• Digital adoption is the single most important differentiator of GST performance outcomes. Companies with higher 

digital adoption demonstrated better financial control and lower compliance error rates. 

• GST has improved MSME creditworthiness by creating a verifiable, government-validated digital transaction trail, 

enabling faster and lower-cost formal credit access. 

• The compliance cost 'learning curve' is evident: larger companies experience declining compliance costs as a 

percentage of revenue over time. 

VI. SUGGESTIONS 

6.1 For Government and Policymakers 

• Simplify GST return filing procedures and consider a single annual return for micro-enterprises with turnover 

below ₹25 lakhs. 

• Mandate and enforce a maximum 30-day timeline for ITC refund processing to ease liquidity pressure. 

• Provide financial subsidies and tax incentives to MSMEs for adopting GST-compliant digital accounting software. 

• Conduct regular GST training workshops and awareness campaigns targeting MSME owners and accountants. 

• Maintain stability in GST rates and policies to reduce regulatory uncertainty and enable effective financial 

planning. 

• Enhance the Composition Scheme threshold and benefits to include a broader range of MSMEs. 

6.2 For MSME Owners and Managers 

• Invest in GST-compatible ERP and accounting systems to automate return filing, reconciliation, and ITC tracking. 

• Develop working capital management strategies that account for GST payment cycles and ITC refund timelines. 

• Engage qualified Chartered Accountants and GST practitioners to optimise ITC claims and avoid penalties. 

• Monitor financial performance through regular ratio analysis, particularly profitability and liquidity metrics. 

• Treat GST compliance as a strategic financial function integrated with overall business planning, not merely a 

statutory obligation. 

VII. CONCLUSION 

The introduction of GST has been a landmark transformation in the Indian business environment, replacing a complex, 

cascading tax structure with a unified, transparent, and technology-driven system. This study analysed the impact of 

GST on the financial performance of MSMEs in India over 2021–2025, employing multiple financial analytical tools 

on secondary data from five representative MSME companies. 
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The evidence confirms a net positive long-term financial impact of GST on MSMEs. Three out of five companies 

demonstrated improving profitability, all five showed growing asset bases, most exhibited declining debt dependence, 

and all derived positive net financial benefits after accounting for compliance costs (ranging from 3.26% to 7.01% of 

revenue). The ITC mechanism emerged as the cornerstone financial benefit, providing estimated tax savings of 6–7% 

of revenue. 

Looking ahead, continued policy evolution — including simplification of procedures, expedited ITC refunds, and 

targeted support for micro-enterprises — will be crucial in ensuring that all categories of MSMEs fully realise the 

transformational potential of GST. Ultimately, GST represents not merely a tax reform but a structural enabler of 

financial performance, formalisation, and sustainable growth for India's MSME sector, a vital pillar of the nation's vision 

of becoming a $5 trillion economy. 
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