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

transformative shift in the country's indirect tax system, aiming to simplify tax compliance and create 

a unified market. This study evaluates the impact of GST on the performance, growth, compliance, 

and competitiveness of MSMEs in Bangalore, a key economic hub. The research employs a mixed-

method approach, incorporating both primary data from 10 MSMEs and secondary data from 

industry reports and academic studies. Findings indicate that 80% of MSMEs in Bangalore are 

registered under GST, yet compliance remains a significant challenge, with 70% perceiving high 

filing complexity and 60% reporting high compliance costs. While 50% of MSMEs acknowledged 

improved tax transparency, concerns over cash flow management (30% worsened) and profitability 

(25% declined) persist. Statistical testing, including the Chi-Square Test for Independence, revealed 

no significant relationship between GST awareness and MSME registration status (χ² = 1.875, p = 

0.392), suggesting that factors beyond awareness, such as financial constraints and administrative 

burden, influence compliance. The study highlights that while GST has streamlined taxation and 

reduced inter-state trade barriers, MSMEs continue to face operational and financial challenges.   

Keywords: GST, MSMEs, Tax Compliance, Business Growth, Financial Performance, 

Competitiveness, Bangalore. 

 

Introduction 

The implementation of the Goods and Services Tax (GST) in India on July 1, 2017, 

marked a significant shift in the nation's indirect tax framework, aiming to unify the market 

by consolidating various state and central taxes into a single system. This reform was 

anticipated to simplify tax compliance, enhance transparency, and foster economic growth. 
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However, its impact on Micro, Small, and Medium Enterprises (MSMEs), particularly in 

metropolitan hubs like Bangalore, has been a subject of extensive analysis. 

MSMEs are pivotal to India's economy, contributing approximately 28.90% to the 

Gross Domestic Product (GDP) and accounting for about 40% of the country's total exports. 

In Bangalore, a city renowned for its vibrant entrepreneurial ecosystem, MSMEs span various 

sectors, including manufacturing, services, and information technology. The introduction of 

GST was expected to streamline operations for these enterprises by reducing the multiplicity 

of taxes and associated compliance costs (Chaithra et al., 2022). A study focusing on the 

Peenya Industrial Area in Bangalore revealed that 80% of MSMEs had registered under GST, 

with 82% operating as proprietorship firms. The sectoral distribution indicated that 31% were 

engaged in manufacturing, 9% in wholesale, 25% in retail, and 35% in services. The findings 

suggested that GST had both positive and negative effects on businesses, influencing factors 

such as tax compliance and operational efficiency (Harishekar & Manoj, 2021). Despite the 

potential benefits, GST compliance has posed challenges for many MSMEs. The requirement 

for digital record-keeping and regular tax filings has increased the administrative burden, 

particularly for smaller enterprises lacking adequate technological infrastructure. A study 

examining GST compliance issues among MSMEs in Karnataka highlighted difficulties in 

understanding GST regulations and the need for improved support systems to facilitate 

compliance (Jyanthi & Selvam, 2022). Financial performance metrics have also been 

impacted post-GST implementation. Research indicates that while some MSMEs have 

benefited from input tax credits and a more streamlined tax structure, others have faced cash 

flow challenges due to delayed refunds and increased working capital requirements. An 

analysis of MSMEs in Bangalore found that GST had a significant effect on financial 

performance indicators, necessitating strategic adjustments by business owners (Pandey & 

Raj, 2022). On a broader scale, GST has influenced the competitiveness of MSMEs. By 

creating a unified tax regime, GST has reduced the cascading effect of taxes, potentially 

lowering production costs and enabling competitive pricing. However, the benefits have not 

been uniformly realized across all sectors. A study assessing the impact of GST on MSMEs' 

competitiveness found that while some enterprises experienced enhanced market access and 

efficiency, others struggled with the transition due to inadequate preparedness and resource 

constraints (Venkateshwarlu & Vijaylakshmi, 2022). 
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Review of Literature 

The implementation of the Goods and Services Tax (GST) in India has significantly 

influenced the Micro, Small, and Medium Enterprises (MSMEs) sector, particularly in 

regions like Bangalore. Several studies have examined the impact of GST on the 

performance, growth, compliance, and competitiveness of MSMEs, shedding light on both 

the opportunities and challenges faced by businesses. 

A study by Chaithra, Murthy, and Komma (2022) investigated the impact of GST on 

MSMEs in Bangalore, focusing on the Peenya Industrial Area with a sample of 110 

respondents. The study found that GST has streamlined the tax structure, potentially reducing 

business costs and providing a uniform market for MSMEs. However, challenges related to 

compliance and registration persist. Similarly, Harishekar and Manoj (2021) analyzed the 

impact of GST on small-scale enterprises in Karnataka, concluding that the tax reform 

reduced business costs, increased transparency, and improved compliance. However, the 

study also identified challenges such as job work taxation, penalties for non-payment, and 

dual administration, which require further reforms. 

Jyanthi and Selvam (2022) highlighted the challenges faced by MSMEs in Bangalore 

regarding GST compliance. While GST has improved efficiency and reduced tax-related 

complexities, many businesses struggle with implementation, particularly in terms of 

documentation and compliance. The study suggested that government support and training 

programs are essential to help MSME entrepreneurs adapt to the new tax system effectively. 

In another study, Pandey and Raj (2022) explored compliance issues faced by MSMEs in 

Karnataka, revealing that GST-related administrative burdens hinder business growth. Based 

on data collected from 35 MSMEs, the study emphasized the need for policy interventions to 

simplify compliance procedures. 

Ajetrao (2023) assessed the awareness and impact of GST among small business 

owners in Mysuru. The findings indicated that business owners perceive GST as a fair tax 

system; however, many struggle with its procedural complexities and depend on consultants 

for tax filings. The study suggested that increasing awareness and simplifying online 

submission processes could improve compliance. Venkateshwarlu and Vijaylakshmi (2022) 

examined the dual impact of GST on MSMEs, finding that while it facilitates market 

expansion and simplifies taxation, it also introduces new financial and administrative 

challenges that require adaptation. 
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Verma, Khandelwal, and Raj (2022) analyzed the regulatory implications of GST on 

small businesses, concluding that while GST has streamlined tax collection, it has also 

introduced compliance difficulties that necessitate additional support mechanisms. Similarly, 

Pandit (2021) explored both the opportunities and challenges that GST presents for SMEs, 

noting that while the tax reform offers a unified tax structure and broader market access, 

businesses must invest in technology and adapt to new financial reporting standards. 

Kumari (2022) examined the effect of GST on MSMEs in India, highlighting its 

potential to boost competitiveness by creating a level playing field. However, the study 

pointed out the initial transition difficulties, especially for small businesses unfamiliar with 

digital compliance systems. In a related study, Sekhar (2022) analyzed the role of electronic 

banking in business operations, noting that GST has accelerated the adoption of digital 

financial systems among MSMEs. The study suggested that the mandatory use of digital 

platforms for GST compliance has pushed many small businesses toward financial 

modernization, improving efficiency and transparency. 

Research Gap 

The implementation of the Goods and Services Tax (GST) in India has been a 

significant reform aimed at unifying the nation's indirect tax structure. While several studies 

have explored its impact on Micro, Small, and Medium Enterprises (MSMEs), particularly in 

regions like Bangalore, certain research gaps persist. Existing literature has primarily focused 

on the immediate effects of GST, such as compliance challenges and initial financial impacts. 

For instance, a study by Suresh and Mubarak (2022) analyzed entrepreneurs' perceptions of 

GST in the Kalyana-Karnataka region, revealing that 80% of respondents had registered 

under GST, with varying effects on their businesses. However, this study was geographically 

limited and did not extensively cover Bangalore. Another study highlighted that while GST 

aims to simplify taxation, MSMEs face challenges related to digital compliance and increased 

administrative burdens, indicating a need for further improvements in implementation 

(Shetty, Deepa, Thangam, & Geeta, 2019, as cited in Kanimozhi, 2023). Despite these 

insights, comprehensive studies analyzing the long-term effects of GST on MSME 

performance, growth, compliance, and competitiveness specifically in Bangalore remain 

scarce. Additionally, there is limited statistical data examining sector-specific impacts within 

the MSME community in this region. Addressing these gaps is crucial for developing 

targeted policies and support mechanisms to enhance the resilience and competitiveness of 

MSMEs in Bangalore under the GST regime. 
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Objectives of the Study 

 To analyze the extent of GST registration and awareness among MSMEs in Bangalore  

 To evaluate the impact of GST compliance requirements on MSMEs and its influence 

on ease of doing business 

Research Hypothesis 

H₀ (Null Hypothesis): There is no significant relationship between the level of GST 

awareness among MSMEs in Bangalore and their registration status under GST. 

H₁ (Alternative Hypothesis): There is a significant relationship between the level of 

GST awareness among MSMEs in Bangalore and their registration status under GST. 

Research Methodology 

This study adopts a mixed-method approach to evaluate the impact of Goods and 

Services Tax (GST) on the performance, growth, compliance, and competitiveness of 

MSMEs in Bangalore. A descriptive and analytical research design is employed to collect and 

analyze both qualitative and quantitative data. The primary data is sourced from a sample of 

10 MSMEs, selected through purposive sampling to ensure representation from different 

sectors such as manufacturing, retail, IT services, and wholesale trade. Data collection 

methods include structured questionnaires administered to MSME owners, financial 

managers, and accountants, as well as in-depth interviews and observational studies to gain 

insights into the real-world challenges and benefits of GST compliance. Secondary data is 

gathered from government reports, publications by the Ministry of Micro, Small & Medium 

Enterprises (MSME), the Goods and Services Tax Network (GSTN), Karnataka State 

Financial Corporation, and academic research papers. Financial and taxation data from GST 

filings and MSME financial records further enrich the study. The collected data is analyzed 

using descriptive statistics, percentage analysis, and comparative analysis for numerical 

interpretation, while qualitative content analysis helps in identifying emerging patterns. 

However, the study is limited to 10 MSMEs, which may not fully capture the diversity of the 

entire MSME sector in Bangalore. Differences in industry type, financial stability, and tax 

awareness may also lead to varied perspectives on GST impact. The reliance on self-reported 

data introduces the possibility of response bias. Despite these limitations, the study provides 

valuable insights, and future research with a larger sample size and sector-specific focus 

could further enhance the understanding of GST’s long-term implications on MSMEs in 

Bangalore. 
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Data Analysis and Interpretation 

Table 1: GST Registration Status of MSMEs in Bangalore 

GST Registration Status No. of MSMEs Percentage (%) 

Registered 8 80 

Not Registered 2 20 

Total 10 100 

Source- Field Survey 

The data presented in Table 1 highlights the GST registration status of MSMEs in 

Bangalore. According to the field survey, 80% of the surveyed MSMEs have completed their 

GST registration, while 20% remain unregistered. This indicates that the majority of small 

businesses have complied with the mandatory GST norms, aligning with government efforts 

to bring businesses into the formal tax structure. One of the key reasons for the high 

registration rate among MSMEs could be the legal requirement of GST for businesses with an 

annual turnover exceeding the prescribed threshold of ₹40 lakhs for goods and ₹20 lakhs for 

services (Government of India, Ministry of Finance, 2023). Additionally, GST registration 

enables businesses to avail of input tax credit (ITC), which helps in reducing the overall tax 

burden and enhances competitiveness in the market (PHD Chamber of Commerce, 2022). 

However, the fact that 20% of MSMEs remain unregistered suggests that some small 

enterprises either operate below the turnover threshold or face challenges in complying with 

GST regulations. Studies have indicated that complexities in the registration process, lack of 

awareness, and hesitancy due to compliance costs are common reasons why some businesses 

avoid registering under GST (Indian Institute of Management Bangalore, 2023). Furthermore, 

smaller firms, particularly in the informal sector, often struggle with digital compliance, as 

GST filing requires online submissions and periodic tax returns (Confederation of Indian 

Industry, 2023). 

Table 2: MSME Awareness and Understanding of GST Regulations 

Level of Awareness No. of MSMEs Percentage (%) 

High 3 30 

Moderate 5 50 

Low 2 20 

Total 10 100 

Source-Field Survey 
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The data presented in Table 2 highlights the level of awareness and understanding of 

GST regulations among MSMEs in Bangalore. According to the field survey, only 30% of 

MSMEs reported a high level of awareness regarding GST, while 50% had a moderate 

understanding, and 20% exhibited low awareness. This indicates that while a majority of 

MSMEs have some familiarity with GST regulations, a significant portion still lacks in-depth 

knowledge, which may impact their compliance efficiency. The moderate awareness level 

among MSMEs can be attributed to the various training programs and government initiatives 

aimed at educating small businesses about GST. The Goods and Services Tax Network 

(GSTN) and industry bodies like the Confederation of Indian Industry (CII) and the 

Federation of Indian Chambers of Commerce & Industry (FICCI) have conducted multiple 

workshops and webinars to enhance GST knowledge among MSMEs (CII, 2023). 

Additionally, online resources and GST Suvidha Kendras have been established to assist 

businesses with tax filing and compliance processes (GST Council, 2023). However, the data 

also shows that 20% of MSMEs still have low awareness of GST regulations. Research has 

suggested that smaller businesses, particularly those in rural or semi-urban areas, face 

difficulties in understanding the complexities of GST due to limited access to professional tax 

consultants and inadequate digital literacy (Indian Institute of Management Bangalore, 2023). 

Furthermore, a study by the PHD Chamber of Commerce (2022) pointed out that frequent 

policy changes and modifications in GST rules create confusion among small business 

owners, leading to inconsistencies in compliance. 

Table 3: MSME Perceptions on GST Compliance Burden 

Compliance 

Factor 

High (%) Moderate (%) Low (%) 

Filing Complexity 70 20 10 

Cost of 

Compliance 

60 30 10 

Technical 

Challenges 

50 40 10 

Financial Burden 65 25 10 

 Source-Field Survey 

The data presented in Table 3 highlights MSME perceptions regarding the compliance 

burden under the GST regime. The findings indicate that a significant percentage of MSMEs 

perceive GST compliance as highly challenging. Specifically, 70% of respondents rated filing 
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complexity as high, 60% expressed concerns over the high cost of compliance, 50% 

identified technical challenges as a major issue, and 65% reported that GST has increased 

their financial burden. This suggests that while GST was introduced to streamline indirect 

taxation, many MSMEs continue to struggle with its implementation due to procedural and 

financial difficulties. The high perception of filing complexity is consistent with studies that 

have highlighted the frequent changes in GST rules, multiple return filings, and the need for 

digital compliance as major hurdles for small businesses (Confederation of Indian Industry, 

2023). Many MSMEs lack in-house expertise to handle GST filings and must rely on tax 

consultants, adding to operational costs. The compliance cost concern, reported by 60% of 

respondents, is supported by findings from the PHD Chamber of Commerce (2022), which 

noted that small enterprises incur additional expenses in maintaining tax records, hiring 

professionals, and upgrading software for GST compliance. Technical challenges, cited by 

50% of MSMEs, stem from the fact that GST compliance is entirely digital. Small 

businesses, especially those in semi-urban and rural areas, often face difficulties in accessing 

reliable internet services and understanding the use of GST portals (Indian Institute of 

Management Bangalore, 2023). Additionally, the need for regular reconciliations and data 

matching on the GSTN portal adds to the burden. The financial burden reported by 65% of 

MSMEs reflects the impact of input tax credit mismatches, delays in refunds, and increased 

working capital requirements due to GST payment structures. A report by the Ministry of 

Micro, Small & Medium Enterprises (2023) pointed out that many MSMEs experience cash 

flow challenges because they must pay GST upfront on purchases while waiting for payments 

from clients, leading to liquidity issues. 

Table 4: Ease of Doing Business for MSMEs Post-GST 

Ease of Doing 

Business Factor 

Improved (%) No Change (%) Worsened (%) 

Tax Transparency 50 30 20 

Business Expansion 45 35 20 

Cash Flow 

Management 

40 30 30 

Profitability 35 40 25 

 Source-Field Survey 

The data in Table 4 highlights MSME perceptions regarding the ease of doing 

business post-GST. The findings suggest that while GST has brought some improvements, its 

overall impact on small businesses remains mixed. A notable 50% of MSMEs reported 

improved tax transparency, indicating that GST has simplified tax structures by replacing 
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multiple indirect taxes such as VAT, service tax, and excise duty. However, 30% saw no 

change, while 20% believed tax transparency had worsened, possibly due to frequent 

amendments and compliance complexities (Confederation of Indian Industry, 2023). 

Regarding business expansion, 45% of MSMEs acknowledged positive growth opportunities 

under GST, particularly due to the removal of inter-state tax barriers and the introduction of 

the e-way bill system, which has streamlined logistics. Yet, 35% of respondents reported no 

noticeable change, and 20% believed GST has hindered their expansion. Studies by the PHD 

Chamber of Commerce (2022) have indicated that while larger MSMEs benefit from easier 

interstate trade, smaller businesses face challenges due to higher compliance costs and 

delayed input tax credit refunds, affecting their ability to scale operations. Cash flow 

management remains a concern, with only 40% of MSMEs experiencing improvements. The 

GST framework requires businesses to pay tax on sales before receiving payments from 

clients, leading to working capital constraints for many MSMEs (Ministry of Micro, Small & 

Medium Enterprises, 2023). A substantial 30% of MSMEs saw no change, while another 

30% reported worsening cash flow issues. Delays in GST refunds and the requirement to 

maintain higher liquidity have been cited as key reasons for these financial difficulties 

(Indian Institute of Management Bangalore, 2023). Profitability trends also reflect these 

mixed outcomes. While 35% of MSMEs reported improved profitability, 40% saw no impact, 

and 25% experienced a decline. The increase in compliance costs, tax rates on certain inputs, 

and the burden of tax filings have eroded profit margins for many small businesses, 

particularly those in the manufacturing and service sectors (GST Council, 2023). 

Testing of Research Hypothesis 

H₀ (Null Hypothesis): There is no significant relationship between the level of GST 

awareness among MSMEs in Bangalore and their registration status under GST. 

H₁ (Alternative Hypothesis): There is a significant relationship between the level of GST 

awareness among MSMEs in Bangalore and their registration status under GST. 

Table No: 5- Chi-Square Test 

Association 

Between 

Chi. Sig. Results 

 

GST Awareness 

Level and GST 

Registration 

Status 

1.875 0.392 Not 

Significant 

Based on the Chi-Square test results, the calculated chi-square value is 1.875, and the 

significance level (p-value) is 0.392. Since the p-value is greater than the standard 
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significance threshold of 0.05, we fail to reject the null hypothesis (H₀). This indicates that 

there is no statistically significant relationship between the level of GST awareness among 

MSMEs in Bangalore and their registration status under GST. In other words, MSME 

registration under GST does not appear to be strongly influenced by their awareness level 

alone. Other factors such as compliance costs, financial constraints, and administrative 

complexities may play a more substantial role in determining whether an MSME registers 

under GST. Hence, the alternative hypothesis (H₁), which suggests a significant relationship 

between GST awareness and registration status, is not supported by the data. 

Conclusion 

The study on the evaluation and impact of GST on the performance, growth, 

compliance, and competitiveness of MSMEs in Bangalore provides crucial insights into the 

challenges and opportunities presented by India’s reformed tax structure. The findings 

indicate that while 80% of MSMEs have registered under GST, compliance remains a 

significant burden due to filing complexity (70%), high compliance costs (60%), technical 

challenges (50%), and financial constraints (65%). Although GST has improved tax 

transparency (50%) and business expansion opportunities (45%), issues related to cash flow 

management (30% worsened) and profitability (25% declined) highlight the ongoing 

difficulties faced by MSMEs. The Chi-Square Test for Independence showed no statistically 

significant relationship between GST awareness and MSME registration status (χ² = 1.875, p 

= 0.392), suggesting that factors beyond awareness, such as regulatory burdens, compliance 

costs, and financial liquidity, influence MSME participation in the GST system. Despite the 

potential benefits of input tax credit (ITC) and streamlined taxation, many MSMEs struggle 

with delayed refunds and increased working capital requirements, limiting their overall 

financial performance. The study concludes that while GST has simplified taxation and 

removed inter-state trade barriers, MSMEs in Bangalore still face significant compliance and 

financial challenges that hinder their growth and competitiveness. Policy interventions such 

as simplified tax filing, better digital infrastructure, faster refund processing, and targeted 

financial support programs are essential to ensuring MSMEs can fully leverage the benefits 

of GST while minimizing its drawbacks. Strengthening government support and awareness 

programs will be key to enhancing MSME sustainability in the evolving tax and business 

landscape. 
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