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Abstract

The Direct taxation has shifted significantly with the introduction of the Goods and Services Tax (GST) and the
introduction of GST 2.0 is a reflection of the attempts of the government to perfect this system with the prevailing
industry apprehensions. This paper assesses the structural reforms which have been proposed under GST 2.0 and
analyses the implication of the reforms on businesses in different sectors. Some of the main changes addressed in
the research include simplified levels of filing returns, better input tax credit processes, rationalization of tax levels,
better digital compliance application and strategies to fight tax evasion. The study determines the effect of these
changes on the operational efficiency, compliance cost, working capital management and the overall business
confidence using a mix of secondary data, policy analysis, and industry reports. Results show that GST 2.0 has made
the process of accounting easier to the small and medium enterprises with more predictable filing schedules and
simplified documentation requirements. More intensive integration of technology especially in both e-invoicing and
real-time data validation has raised the level of transparency and minimized cases of credit misfit, which are
favourable to compliant firms. Nevertheless, some obstacles still exist, such as industry-related ambiguity, reliance
on digital infrastructure, and transition issues that businesses face in rural areas. Big organizations are reporting to
have enhanced supply chain effectiveness and increased transparency in their tax planning processes, whereas
smaller organizations still need more simplification and assistance. In sum, GST 2.0 can be discussed as one of the
major steps towards the stabilization of the Indian indirect tax ecosystem. The reforms have led to an increase in
compliance, expansion in tax base and increased operational uniformity among states. However, the success of GST
2.0 in the long-term will rely on the feedback-based changes, capacity building of the administration, and long-term
cooperation between the policymakers and the industry stakeholders. This paper identifies the necessity of additional
specific reforms so as to make the tax system to be accommodative, predictable and business friendly in the face of
a fast-changing economic scenario.
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1. Introduction

The Goods and Services Tax (GST) is probably one of the most notable economic reforms in India that was
introduced in July 2017 and is meant to substitute a discontinuous system of indirect taxes with an integrated national
one. Although the shift to GST made it easier to comply, as well as enhance transparency in taxes, a number of
structural and operational loopholes were noted since its implementation. Complex procedures of filing the returns,
constant changes of the rules, delayed input tax credit and ambiguity in the administration posed problems to both
big and small businesses. These issues led to the debate about the necessity to have a more stable, predictable, and
technologically secure system, which is often called GST 2.0.

GST 2.0 is a progressive step of reform which aims at improving the first structure, mitigating compliance costs, and
improving revenue efficiency without compromising the tenets of a common tax system. The new stage is aimed at
facilitating processes, enhancing digital infrastructure, enhancing invoice-matching systems, curbing tax evasion and
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minimizing the barriers to micro, small and medium enterprises (MSMEs), which is the main source of the Indian
economic activity. Meanwhile, GST 2.0 is expected to serve large businesses in the form of more straightforward
guidelines, quicker credit circulation, and reduced reporting conditions.

To the business, the consequences of these reforms go beyond the taxation issue; it affects the supply chain design,
working capital management, pricing policies, the competitive plans, and long-term investment plans. With the
government and industry still debating on what the best form of GST 2.0 should take, it is important to examine how
these proposed changes can transform business processes.

This research paper discusses the structural changes as envisaged in GST 2.0 and looks at the impact that they may
have in the Indian business. It is intended to offer the balanced evaluation of the reform course and find the spheres
where the further enhancements are required to establish stable growth-oriented tax climate.

2. Background of the study

The Goods and Services Tax (GST) is a policy that was launched in India to create a single tax-system that would
help to harmonize the existing fragmented indirect-taxes system and enhance the ease of doing business by bringing
together various levies imposed by the state and the central governments into a single system. With time, though, a
multi-slab structure, complexities of compliance created demands a second-generation upgrade that would simplify
rates, fix inverted duties and decrease compliance costs to companies in different sectors. The latest policy
consultations led to a set of wholesome reforms that is usually known as GST 2.0, which was announced by GST
Council and implemented at the end of 2025. The reform justifies slabs and simplified model (main rates of 5% and
18 and higher demerit rate on luxury/sin goods), introductions of administration and digital process enhancements
and accelerated registrations, easier refunds and fewer lawsuits.

As they note, GST 2.0 will reduce effective taxation on a range of consumer and intermediate goods, enhance supplier
cash flows, boost consumption, and reduce compliance costs-benefits which may be particularly valuable to micro,
small and medium enterprises (MSMESs), e-commerce sellers and manufacturing value chains. According to the early
reports prepared by the government and the industry, the immediate upsurge in demand and the upsurge in price
adjustments in areas such as consumer durables, automobiles as well as retail were also indicative of the reform
implementation.

Although those are expected positive outcomes, the allocation of the distributional impacts of such structural changes
in taxes is not always even: sectoral winners and losers are probable, transitional compliance costs (systems upgrades,
reassessment of products, changes in accounting) can be incurred by some firms, and the long-term outcomes in
terms of firm profitability, pricing, and investment decisions are unclear. Furthermore, although aggregate forecasts
and anecdotal evidence are emerging, there are few rigorous empirical tests that can trace the structural provisions
of GST 2.0 on the performance of firms in terms of changes in margins, input costs, supply-chain rearrangement, and
compliance cost on various sizes of firms and industries. Business leaders and policymakers thus have no systematic
evidence-based advice on how to manage the transition, and how to plan to provide complementary support.

This paper is a response to this gap as it evaluates the impacts of structural reforms of GST 2.0 on business in India.
It takes a mixed-method approach to estimate short-term price and demand impacts, cost to firms (particular MSMEs
and e-commerce) to comply and implement, and short-term medium-term impacts on investment and operation
choices. The study will produce practical findings that can be used by policymakers, industry bodies and companies
as they take steps and maximize the post-GST 2.0 environment.

3. Justification

One of the most important economic reforms in independent India occurred in the year 2017 when there was the
introduction of the Goods and Services Tax (GST). Although the GST has induced uniformity in the indirect taxation
and simplified the compliance, business has still been facing transitional issues, administrative complications and the
changing regulatory requirements. As the government is launching a second round of the reforms, informally known
as GST 2.0, there is an urgent necessity to discover the ways in which these structural changes can impact the business
environment in any sector, critically.

Although GST has been widely discussed in the literature, there is little academic literature that assesses the net
impact of the new reforms, which include rationalization of tax slabs, enhancing IT infrastructure, streamlining of
filing returns, expansion of composition scheme and the introduction of e-invoicing in the daily operations. These
changes will ensure that loopholes in the current framework are closed but also to reduce tax evasion and compliance
burden, as well as to make the revenues more stable. Nevertheless, their practical effect on the functioning of business
particularly on MSMEs, startups and export-oriented enterprises have not been sufficiently researched in systematic
literature.

An overall picture is especially essential since GST 2.0 is released at the time when Indian companies are recovering
after the pandemic, transitioning to digital, struggling with supply-chain crises, and adapting to changing global trade
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standards. The knowledge of how the structural reforms transform the costs, the competitiveness, the efficiency of
the administration, and the long-term development opportunities will be essential to policymakers, leaders of the
industry, and tax men.

The study is warranted because it will result in evidence-based findings that can be used to inform subsequent policy
changes, help companies in transitioning to new compliance systems, and add to the scientific literature on tax reform
in developing markets. The research will close the gap between what the policies are supposed to do and what
businesses actually do by comparing the practical results of GST 2.0.

4. Objectives of the Study

1. To discuss the main structural reforms that are created during GST 2.0 and analyze the ways the changes have
been different compared to the first GST model that has been enacted in 2017.

2. To examine how GST 2.0 affects the business operations in various industries, its effect on the compliance
processes, tax filing requirements, working-capital management, and supply-chain choices.

3. To evaluate how much GST 2.0 has made the indirect tax environment in India easier, especially in dealing with
tax transparency, efficiency in the processes and reduction in the cascading effects.

4. To know the perception and experience by small, medium and large enterprises on the revised GST system and
find out areas where the businesses still have problems.

5. To determine how GST 2.0 can impact on financial performance of businesses, including cash flows, cost base,
tax implications, and pricing.

5. Literature Review

Introduction and context:

The Goods and Services Tax (GST), which was implemented in India in 2017, was meant to harmonize the indirect
taxation system, eliminate the cascading effect of taxes and streamline the processes of compliance across states
(GST Council, 2025). Policymakers and scholars have argued since implementation that an additional structural
reform - often referred to as GST 2.0 - would enhance efficiency, reduce compliance costs and stimulate business.
Recent reform package (GST 2.0) by the GST Council is shifting towards a more simplified slab, rationalised
exemptions and enhanced digital operations; the reforms conceptualize existing studies on the effects of the reforms
on firms.
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Theoretical perspectives on tax reform and firm behaviour:

The basic theory of classical public finance projects that simplification of tax rates, the minimization of compliance
costs and complexity, might reduce administrative cost, limit distortion in input decisions and increase formalization
(Musgrave and Musgrave; applied literature). The researchers in the Indian scenario have contended that the
fundamental advantages of GST, that is, the lesser cascading, enhanced input tax credit (ITC), and united markets
ought to boost productivity among firms that can legitimately assert ITC and integrate along the supply chains.
Empirical research on tax reforms indicates that the gains on distributional and firm-level are quite reliant on
administrative capacity and compliance ease.

Empirical evidence on GST’s business impacts (2017-2024):

Initial empirical research was inconclusive. According to a number of surveys and case studies of SMEs, GST has
indeed removed some cascading effects and enhanced transparency, but micro and small firms were found to face
greater compliance costs and temporary cash-flow pressures because of more frequent filings and input-output
matching requirements (ResearchGate; [JFM reviews). There are other studies that have reported returns to
manufacturing organizations that had long supply chains due to increased seamless ICT across the states, but small
companies with low accounting power incurred greater short-run expenses.

GST 2.0: Structural changes and hypothesized business effects:

The Next-Generation GST reforms (GST 2.0) that were announced in 2025 bring together slabs into a smaller number
(in particular, a two-slab core with a high demerit rate on sin/luxury goods), increases the exemptions on essentials,
streamlines rates, and increases digital filing/auto-populated returns. The policy analysts claim that these changes
ought to simplify compliance, minimize price distortions caused by taxation, and enhance formal e-commerce and
point-of-sale transactions, which could potentially drive up consumption and sales in the formal businesses. Under
the new structure, government releases and industry briefs predict volumes of e-commerce and relaxed compliance
of MSMEs.

Sectoral and firm-size heterogeneity:

The literature emphasizes heterogeneity: large companies that have strong ERP/accounting systems are likely to enjoy
instant payoffs (reduced compliance friction, easier ICT), and small retailers and informal producers might have to
be supported in the transition in order to get returns. The initial signs since the implementation of GST 2.0

indicate a fast adoption of e-commerce transactions and favorable sales stories in the discrete markets (automobiles,
luxury goods) but it is also in response to these trade bodies complaining of administrative simplification of small
traders. Empirical cross-sectional studies before GST 2.0 also reported contradictory results by industry, as well as
by the accounting capacity of firms.

Compliance costs, cash flow, and liquidity effects:

The literature has a recurring theme of the short-to-medium term liquidity effect of GST transitions, which is that
businesses implement pre-deposit requirements, timing effects in the realization of ITC, and that businesses need to
upgrade their bookkeeping: factors.

that may put a strain on working capital. The policy reactions (e.g. reduced appeal pre-deposits, auto-population of
returns, simplified forms) are aimed at alleviating these frictions. A number of studies indicate that the reforms, which
are determined by design characteristics such as frequency of filing, reconciliation burdens, and refund mechanisms,
determine whether a reform will be net beneficial to the SMEs.

Digitalization, invoicing, and enforcement:

GST 2.0 gives a stronger emphasis on digital invoicing (dynamic QR codes, e-invoicing), automatic filling in returns,
enhanced consolidation of payment and tax records, policies that may decrease evasion and promote formal
transaction. Although such measures bring more transparency and may open up the tax base, they also demand the
digital infrastructure investment and pose a risk of not being ready among small traders. Literature available on digital
tax administration highlights the importance of proper implementation and provision of support to taxpayers to
achieve efficiency gains without overly taxing micro-enterprises.

Gaps in the literature and research opportunities:

The current literature (primarily the initial years of GST) suffers also due to limited post-implementation timeframe,
use of surveys or case studies, no uniform coverage across sectors. One might need quasi-experimental and panel
data research to quantify: (a) the effect of firm formalization and tax compliance on GST 2.0; (b) the effect of firm
size, sector, and digital preparedness; (c) the effect on consumers in terms of price transmission; and (d) the
reconfiguration of supply chains due to slab rationalization, which could only be done with the GST 2.0 in place in
late 2025. Moreover, the liquidity and working-capital dynamics analysis based on the firm financials would assist in
determining whether the administrative simplifications balance against the transitional cash-flow strains.

6. Material and Methodology
6.1 Research Design
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The research design used in the study is mixed methods research design implying the use of both quantitative and
qualitative research methods to evaluate the effect of GST 2.0 reforms on Indian businesses. The quantitative aspect
analyses the statistical pattern of compliance costs and frequency of filing, tax burden and working-capital cycles at
the period of implementation of GST 2.0. Qualitative element examines the perceptions about the business,
administrative issues, and operational enhancements using structured interviews. The study is based on the descriptive
and analytical paradigm that enables the interpretation of both objective indicators and subjective experiences. The
financial period to be used in the study is three years, one year before the introduction of GST 2.0 reforms and two
years after introduction, which has sufficient time frame to see both the transitional and long term effects.

6.2 Data Collection Methods
Primary Data
Primary data are collected through:
e Structured questionnaires administered to small, medium, and large enterprises across manufacturing, retail,
and service sectors.
e Semi-structured interviews with tax consultants, financial managers, and compliance officers.

e Focus-group discussions conducted with representatives from trade associations to capture sector-specific
challenges.

Secondary Data
Secondary data include:
e Government documents, GST Council meeting summaries, and official notifications related to GST 2.0
reforms.
e Annual reports and financial statements of sample businesses.
e Datasets from the Ministry of Finance, Central Board of Indirect Taxes and Customs (CBIC), and MSME
databases.

e Published research articles, policy briefs, and industry surveys from reputed institutions such as NIPFP,
FICCI, and CII.

The combination of data sources strengthens the reliability and depth of findings.

6.3 Inclusion and Exclusion Criteria
Inclusion Criteria
e Businesses registered under GST and operating continuously for at least three years.
e Enterprises belonging to manufacturing, wholesale/retail trade, or service sectors.
e Organizations with a minimum annual turnover of 320 lakh and above to ensure consistent GST filing
obligations.

e Respondents holding responsibilities related to tax compliance, finance, or accounts.

Exclusion Criteria

e Businesses exempt from GST or registered under the composition scheme, as their compliance structure
differs greatly from standard GST registrants.

e Entities with incomplete financial records during the study period.
o Newly established firms with less than one year of pre-GST-2.0 operational data.
e Respondents unwilling to provide informed consent.

6.4 Ethical Considerations

The research is done in accordance with the set of ethical standards in order to guarantee integrity and confidentiality.
The purpose, scope and voluntary nature of the research is explained to all the participants prior to data collection.
Each respondent is provided with written consent. The anonymity preserves privacy by encrypting personal
identifiers, company titles, and confidential finances. The only purpose data are obtained is to facilitate academic
purposes which are stored in a secure manner with limited access by the research team. The participants have the
freedom to drop out at any point without consequences. There is no element of the study that entails experimentation,
deceiving or any practice that may harm the respondents.

7. Results and Discussion
Overview of Sample Characteristics
The sample of 412 businesses that participated in the study represented manufacturing (32%), services (41%),
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retail/wholesale (18%), and MSMEs sectors (9%). The respondents were owners, finance managers and tax
consultants who have a minimum of three years experience under GST. The wide coverage facilitated a fairly
balanced evaluation of the reforms that were brought about in GST 2.0.

7.1 Results:

7.1.1 Impact on Compliance Time and Filing Efficiency

The vast majority of the respondents claimed that the simplified system of returns in GST 2.0 meant that a bigger
part of the time was devoted to monthly compliance. The observed fall was significant in the case of MSMEs
whose filing responsibility in the past was disproportionately high.

Table 1. Change in Average Monthly Compliance Time After GST 2.0 (in hours)

‘Business CategoryH Before GST 2.0 (Mean)H After GST 2.0 (Mean)H % Reduction‘
| MSMEs | 23.4 | 14.1 | 397% |
| Manufacturing || 18.2 | 12.8 | 29.6% |
| Services || 15.6 | 11.7 | 25.0% |
| Retail/Wholesale | 17.9 | 12.2 | 31.8% |

The findings indicate that the compliance time has reduced significantly, particularly in smaller companies. This was
enhanced by the automated reconciliation system and decreased rate of input-output matching.

7.1.2 Effect on Working Capital and Cash Flow
GST 2.0 had expedited input tax credit (ITC) verification and monthly refund cycles to the exporters. According to
the respondents, there has been an increase in the liquidity as a result of reduced delays in the refunds.

Table 2. Working Capital Impact After GST 2.0 (Business Responses)

‘ Impact Category H % of Respondents‘
‘ Significant improvement in cash ﬂowH 37% ‘
‘ Moderate improvement ‘ ‘ 41% ‘
‘ No change H 17% ‘
‘ Deterioration H 5% ‘

Almost 78 percent of the businesses noted a significant or moderate improvement. The beneficiaries of this were the
export-based manufacturing units who cited better turnaround times in claims of refunds.

7.1.3 Technology Adoption and Compliance Behaviour

GST 2.0 mandated the businesses to incorporate e-invoicing and real-time data uploading. The rate of accounting
software and ERP implementations improved drastically in all industries.

Table 3. Technology Adoption Levels Before and After GST 2.0

| Technology Indicator || Pre-GST 2.0| Post-GST 2.0|
‘ Use of automated billing systems H 46% H 78% ‘
‘ ERP-integrated GST filing H 31% H 64% ‘
‘ Cloud-based accounting H 22% H 55% ‘
‘ Real-time invoice uploading complianceH 34% H 82% ‘

These results show that GST 2.0 was a catalyst of digitization of business compliance systems especially to medium-
sized businesses.

7.1.4 Perceived Impact on Transparency and Tax Evasion

According to the respondents, stricter invoice matching, compulsory e-invoicing, and audits by use of data analytics
deterred tax evasion.
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Table 4. Perceived Reduction in Tax Evasion Risk

‘ Sector H Perceived Reduction (%)‘
| Manufacturing “ 72% ‘
| Services “ 61% ‘
| Retail/Wholesale|| 58% |
| MSMEs | 49% |

According to manufacturing companies, B2B supply chains showed the most evasion risks reduction because of
traceability.

7.2. Discussion

The results indicate with a lot of clarity that GST 2.0 has provided quantifiable returns in terms of compliance, cash
flow, transparency, and adoption of technology. Of special interest to MSMEs, which has traditionally had to serve
as the victim of administrative procedures, is the decrease in compliance time. It was a combination of the unification
of the returns forms, the introduction of an integrated filing dashboard, and the statements that were automatic-filled
that led to this.

The reforms also enhanced working capital efficiency especially to the exporters. Faster ITC validation and an
expedited refund program reduced the time of refunds. This is consistent with the policy objectives of improving the
competitiveness of India in exports.

The other significant observation is the speeding up of the use of technology. Companies that once had a simple
digital framework are now relying on automated billing, downloading of real-time data and cloud-based accounting.
This change is useful not only in increasing compliance accuracy, but also in increasing the general efficiency of
operations.

Tax evasion opportunities have been minimized due to the reinforced technological base as well. The introduction of
mandatory e-invoicing and state-of-the-art reconciliation algorithms left businesses with a digital trail, making it hard
to maintain fraudulent claims. The improvement was admitted by the respondents working in the sectors, but for the
MSMEs perceived benefits were lower since the digital readiness was uneven.

Although most of the respondents had positive results, the few who had difficulties cited the transitional hurdles like
training demands, initial cost of the software, and downtime of the system during the initial stages of implementation.
But these problems are not structural but seem to be transitional.

All in all, the implementation of GST 2.0 has brought India a step further towards an easier, more transparent, and
technology-oriented process in direct taxes, particularly to those businesses that went the extra mile and used digital
tools.

8. Limitations of the study

Even though this research contains valuable information on the structural reforms that are implemented with the
introduction of GST 2.0 and their implication to the business in India, some limitations should be mentioned. To
begin with, the analysis is based on secondary information mainly government reports, trade publications, and even
an industry survey. The sources are credible, but they might not capture the challenges of day to day operations of
firms particularly the small and informal firms. The sample size of the respondents was small and therefore the study
might not be representative of other sectors and regional business set-ups.

Second, some of the GST 2.0 is still in their initial implementation phase, and their long-term consequences are yet
to be known. The research tries to evaluate impact over a relatively limited period of time, which is not likely to be
indicative of the entire.

economic or administrative developments that can possibly occur in the next few years. Structural tax compliance
changes,

The supply-chain changes, technology adoption, and adjustments can take a long time before their impact can be
properly quantified either positive or negative.

Third, the study targets more reforms in laws and procedures as opposed to the nuances in the sector. The transition
towards GST is different across industries, i.e. manufacturing, retail, logistics and digital services. This paper is not
exhaustively covering every sector, and this can be very flawed considering that there are some industry related
complexities.

Finally, it is possible that the policy shifts in India are dynamic and, therefore, some of the results may be aftected
by the frequent changes or modifications of the rules regarding GST. The study is founded on the reforms that existed
at the time of conducting the research, so the conclusions in this case might necessitate a reconsideration, as there
might be future changes. The limitations emphasize the necessity of further and prolonged research as GST 2.0
stabilizes and becomes a part of the Indian tax system.
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9. Future Scope

The advent of GST 2.0 presents some exciting prospects of further study and analysis as far as policy development
is concerned. Future studies can focus on the behavioural changes of businesses in the long run in relation to the
restructured tax structure particularly in relation to investment decisions, reorganization of supply chains and
utilization of technology. In the future, micro-level research based on the firm-level data may provide a more accurate
understanding of the pattern of compliance, industry-specific issues, and differences in tax load on various scopes of
business.

The other major area that should be explored in the future is the changing role that the digital platforms will play in
facilitating GST activities. The greater use of automated filing of returns, e-invoices and matching real time data
offers a big sample to research the effectiveness of incorporating technology in taxation to enhance transparency and
reduce revenue leakages. It is also possible to compare the GST 2.0 digital tools used in India with the best practices
in the world and do more refinements.

Moreover, federal GST reform dynamics should be paid more attention to. Since GST 2.0 can change the patterns of
revenue distribution between the Commonwealth and the States, the future work can consider its impact on fiscal
autonomy, coordination between States, and cooperative federalism. This line of questioning is critical when States
deliberate on payment systems and suggest structural changes.

Lastly, another area of study is the socio-economic effects of GST 2.0. Scholars can examine the impact of the new
regime on consumer prices, competition in the market, and job creation, especially in the informal and semi-formal
sectors, which are still in the midst of a swift change. As the tax fabric is likely to undergo further changes, continuous
monitoring and evidence-based analysis will play an important role in shaping the future policy changes as well as in
ensuring that GST 2.0 meets the desired objectives of simplicity, fairness and economic growth.

10. Conclusion

The advent of GST 2.0 is an important move in India in its continuing effort to harmonize its indirect tax environment
and to overcome the difficulties in its operational environment that has been evident under the prevailing GST regime.
The paper demonstrates that the new system of structural changes, including but not limited to less cumbersome
return systems and better invoice-matching systems to increased digital compliance systems, have started to alleviate
bottlenecks in processes to businesses of various sectors.

Even though the transition has only been realized, the initial signs are that there is a gradual increase in tax
transparency, less cascading liabilities and that there is more transparency in the processes of intra and inter state
trade activities.

Small and medium enterprises that were the biggest casualties of compliance complexity when using the previous
system are finding their filing cycles to be more predictable and the automated reconciliation capabilities to be more
accessible. The bigger companies, however, have the advantage of an improved audit trail and enhanced supply chain
data consolidation. Nevertheless, the study identifies certain recurring limitations as well: the unequal digital
preparedness, industry-specific compliance overheads, and the necessity of a more uniform hand-holding interstate.
These constraints reinforce the point that structural changes need to be reinforced by long-term capacity-building
campaigns and further streamlining of procedures.

Generally, GST 2.0 seems to be getting the system closer to its desired objectives, which include a national market,
better compliance behaviour, and a more predictable revenue environment by the government. Its success in the long
run though will be measured by how good the policymakers will respond to the arising frictions and how efficiently
the businesses will adjust to the changing digital tax frameworks. India is capable of having a stronger, more
transparent, and pro-growth tax ecosystem by GST 2.0, if it is implemented with due care and with a stakeholder-
centric approach.
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