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Abstract 

This study looks into how changes in the Goods and Services Tax (GST) rates affect pricing 

strategies and how efficiently the Input Tax Credits (ITCs) are realized, which in turn influences 

the profit margins of micro and small enterprises in Pune, India. Using a survey-based 

quantitative method, we engaged with 148 GST-registered firms (with 148 valid responses) from 

sectors that directly engage with consumers—these include enterprises in food and grocery retail, 

restaurants, clothing, repair services, personal care, and automotive parts. We ensured a 

representative sample by using stratified cluster sampling that spanned across the commercial 

wards of Pune, focusing on businesses with less than 50 employees and an annual turnover of 

₹5–10 crore that had been compliant with GST for at least 12 months. We captured the data via a 

structured questionnaire written mostly in Marathi (the primary language of Pune) to facilitate 

understanding. The questions probed pricing change strategies for their top products over a 

period of 6–12 months; the kinds of GST rate shifts they experienced; how efficiently they were 

realizing Input Tax Credits; and any other controls necessary to understand the context of these 

enterprises. 5) Gross margins (r=0. 62 for gross, p<0. 001) improved for small firms with higher 

GST index scores. The small firms with gross margins closer to 50% had the highest index 

scores and were best positioned to compete in the Pune market. Overall, improvements in 

competitiveness for the small firms studied correlate well with increases in gross margins. With 

sector-specific training, the authors suggest, smaller firms could realize even better benefits from 

the GST and thus be more resilient in their respective markets. 

Keywords: GST Rate Changes, Input Tax Credit (ITC), Pricing Strategies, Profit Margins, Pass-
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Introduction 

The Goods and Services Tax (GST) in India has matured since its introduction in July 2017 as a 

unified tax system gleaned from the many central and state indirect taxes that used to apply. GST 

has now evolved into a dynamic system that interacts with the daily pricing decisions of firms 

and the medium-term profit they hope to earn. At the heart of GST's design is a desire to 

minimize—or ideally eliminate—the tax on tax effect that plagues many value-added tax 

systems. India used to have indirect taxes levied at both the federal (centre) and state levels. 

Pricing decisions in any meaningful sense were worked out in the marketplace between 

entrepreneurs and consumers. But from 2017 through 2025, GST changed all that and altered the 

manner in which firms thought about their list prices and what kinds of bargains they might offer. 

There are several ways in which the Goods and Services Tax (GST) affects pricing and margins 

for firms. The most direct way is through changes in the statutory rates that apply to different 

goods and services. 

For the bulk of consumer-facing products we examined, the recent trend has been toward 

reducing the statutory rate, especially moving it down from 18% to less than 10%. Think of it 

this way: If we take a product that's priced at $100 before tax and 18% is reduced all the way 

down to 5%, then your new post-tax price moves from $118 all the way down to $105. Whether 

or not you see the low end of that range is the question of how fully the price reduction is passed 

through to the consumer. If we take the "truth in pricing" enter it to mean that observables should 

align with the place in the pricing continuum which Δr (change in rates) occupies, then a move 

from 18% to 5% should mean substantial price reductions on the order of $13-17. The sectoral-

specific FAQs and press releases concerning the 56th Council meeting portray substantial 

repricing pressures in the auto sector, hospitality, and certain essential goods; with the overall 

impression being one of a policy drive towards stimulating demand and simplifying the tax 

environment. But how is this being achieved? Quite simply: by businesses raising prices. Price 

inflation is, of course, a politically sensitive issue. But the experience of many businesses 

illustrates a troubling asymmetry: When taxes rise, businesses raise prices quickly, but when 

taxes fall, they don’t cut prices as much or as quickly, if at all. The explanation for this quasi-

empirical finding? Partly it's just the way humans (and human institutions) behave—doing what 

is easy rather than what is hard. But partly it’s about enforcement. When a tax collector comes 

knocking, the sergeant major in charge is almost certain to raise prices. But when the dear 

departed taxpayer is no more, there’s little doubt the price-cutting soldier is going to be a no-
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show. Since 2020, the phased introduction of e-invoicing has served to tighten the audit trail. The 

AATO threshold has moved down to ₹5 crore (effective August 1, 2023). Starting April 1, 2025, 

a 30-day reporting limit will apply to all taxpayers with AATO greater than or equal to ₹10 crore. 

The immediate effect of these changes is to allow taxpayers to have better confidence in using 

ITC on their inputs, since the chances of any corresponding invoices being "lost" in the system 

should now be close to zero. And with no lost invoices, there's no excuse for having disputed 

credits, and hence by extension, no reason to have those credits doubted in the first place. 

Reduced ITC disputes, if they are to be taken as anything but an indication of a healthier 

taxpayer environment, should also be seen as something that makes for more competitive 

pricing, given that disputes often serve to enliven the otherwise moribund "markup terminal 

game." Shifting anti-profiteering enforcement to the CCI raises the competition-oriented risk of 

not passing benefits through to customers. Since 2023, CCI has had a methodology and internal 

procedures aimed at achieving this outcome. The CCI can now, and probably will, link 

enforcement actions directly to shelf pricing, and because the CCI has stated that it will look at 

the overall picture when considering compliance, it seems more than likely that any firm in for 

questioning will face dozens of tough questions about pricing decisions made in the recent past. 

Pricing decisions made with regard to the GST framework can be expected to feature quite 

prominently in those discussions. gstcouncil. gov.in naa.gov.in +2 From the perspective of profit 

margins, three factors are most prominent. 

The first is gross margin, which shifts when our output rate changes or when we restrict input 

credits. For example, if we were to drop the GST rate from 18% to 5%, it could leave gross 

margins unchanged (if we fully passed it through to consumers), it could increase gross margins 

(if we held on to some of the benefits and used the money to, say, invest in automation), or it 

could slightly reduce gross margins (if the moment was used to re-price in a way that gains 

share). Gross margin, then, is really important for our pricing power, which is why it gets so 

much attention from analysts and why "anti-profiteering" threatens to take the top line in the 

2020s from good to okay. Sometimes, companies designed products to fit into lower tax brackets 

or avoided choices that would push other taxable items into a higher bracket, creating some 

deadweight in their innovation pipelines. Moving to a correlated structure with tax branches at 

5% and 18% can, in principle, close these loopholes and encourage varied firms to clear tax-

induced decisions from their pricing strategies. A more pronounced reform narrative is also given 

as a benefit of moving to a correlated structure. The levy could stimulate demand, simplify tax 

compliance, and exert downward pressure on effective tax rates so that more and more firms 
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pursue volume-driven profit strategies—rather than extracting a narrowly defined markup in 

pricing. The way the policy is drawn up also enables it to soak up any classification disputes that 

occur elsewhere in the nature of the tax. Times of India For brands, this means that trade margins 

can be more stable, minimizing friction between the brand and channel partners; for retailers, this 

means that business can be more predictable and better understood. Both these entities stand to 

benefit when the “true” prices of goods are clear and above-board; the outcome is that room for 

shady dealings is reduced. 

The 30-day invoicing rule should make all businesses—especially those trading with the 

government—more disciplined when it comes to accounts receivable and accounts payable. A 

direct benefit for those trading in sectors where taxes can be evaded is that these sectors become 

less risky. And less risky should equal more predictable when it comes to no-fault pricing. The 

rule makes impromptu sales price reductions more difficult to pull off without being noticed. 

And it also makes necessary the easing of surplus pricing by clearing up how much goods should 

cost. The 5% rule, where ITC is not available, treats input taxes as costs, nudging firms toward 

menu engineering and yield management. For hotels, the 2025 shift to 5% tax (from the earlier 

rates of 18% or 28%) PDFs (i) cutting costs along the property-level P&L and (ii) finding 

revenue opportunities that are not constrained by the input tax problem. The pressure to maintain 

margin will likely result in (i) fewer hotels with 100% fixed equipment and (ii) higher levels of 

non-room revenue (NRE). The GST is deeply linked with compliance. For MSMEs, compliance 

is an ever-present issue. It is poor design that leads to shortfalls. The GST’s inadequacies 

pressurize the very section of the economy that the system is meant to uplift. Up to now—both of 

India’s governments and international players—the evidence shows that something much more 

potent conforms firms to the target tax base: the structure in which they and their tax authority 

exist, the market structure together with the enforcement expectations of the tax authority. 

Therein lies the first thing to say. From a pricing perspective, GST is not merely a number, a tax 

rate. Studies linking the buoyancy of GST revenue to the broader economic performance of India 

suggest more than a positive association. They hint at what might be happening: faster growth, 

and inflation that exhausts in less-visible ways, means the revenues come in with a higher 

velocity. For firms, more broadly, higher growth often means a compression on the ‘informal’ 

side that allows more stable markups (again, the more visible) profit margins. 
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Review of Literature 

Bhalla, Sharma, and Kaur (2023) examine how India’s Goods and Services Tax (GST) affects 

micro, small, and medium enterprises (MSMEs) through three interlinked channels: adoption of 

e-compliance tools, tax literacy, and the functioning of the input tax credit (ITC) chain. Using 

survey data from 404 GST-registered MSMEs and partial least squares structural equation 

modeling (PLS-SEM), they report a positive association between GST and overall firm 

performance, with the strongest gains accruing to firms that face fewer compliance frictions and 

realize ITC reliably and on time. The contribution is not simply that “GST is good for firms,” but 

that the infrastructure of compliance—digital invoicing, reconciliation discipline, and predictable 

credit realization—operates as the hinge between tax design and commercial outcomes. For 

pricing, this matters in two ways. First, when credits clear quickly and reconciliation errors are 

rare, firms face a steadier cost base and are more willing to shift from precautionary discounting 

toward clearer list-price policies. Second, where ITC is uncertain or delayed, managers tend to 

defend contribution margins by holding list prices rigid and relying on short promotional bursts. 

The authors thus situate pricing strategy within the broader mechanics of GST’s invoice-

matching architecture: pass-through depends not only on demand conditions and market 

structure but also on how well the credit plumbing works inside firms. 

Lamba, Singh, and Sharma (2022) approach post-reform performance through DuPont 

decomposition (ROI/ROE) for Indian SMEs and link tax-administration improvements to 

changes in cost recognition and working-capital discipline. The central finding is intuitive yet 

powerful: when invoice validation reduces “missing trader” exposure and firms can forecast net 

tax positions with confidence, pricing becomes less precautionary. Instead of relying on ad hoc 

markdowns to insure against reconciliation shocks, firms are able to plan price points and 

promotions against a more predictable cost curve. The study frames this as a variance story as 

much as a mean-level story—GST does not automatically raise margins, but by reducing the 

volatility of realized costs and cash-flow timing, it enables steadier mark-ups. That stabilizing 

effect shows up as lower promotional whiplash and narrower price dispersion across outlets, a 

pattern consistent with everyday-low-price (EDLP) approaches. Importantly, the paper’s 

narrative dovetails with later MSME evidence (Bhalla et al., 2023): digitization and ITC fluency 

condition the magnitude of any observed pricing response to GST, especially for smaller firms 

with thinner liquidity buffers. 
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Building on earlier work, Sureka (2024) maps the mechanisms by which GST can act as a price 

wedge for MSMEs and distinguishes between “driver” and “dependent” barriers. Driver 

barriers—platform reliability, procedural clarity, and return-filing complexity—set the tone for 

compliance effort. Dependent barriers—working-capital strain, conservative pricing, and 

narrower promotional windows—are the behaviors that follow from those drivers. The combined 

effect resembles an implicit compliance bond: firms keep additional cash on hand, hold list 

prices firmer, and avoid aggressive pass-through of rate cuts if they fear refund delays or credit 

denials. The paper’s practical nudge to researchers is to model credit timing explicitly (e.g., 

credit-processing latency or mismatch rates) when estimating pass-through and margin impacts. 

In short, ITC is not merely a statutory entitlement; it is a liquidity instrument. When it flows 

smoothly, firms cut prices sooner and more fully. When it does not, pass-through is partial and 

asymmetric. 

Studying an Argentine VAT cut implemented under inflationary pressure and paired with anti-

profiteering oversight, Benzarti, Garriga, and Tortarolo (2024) use barcode-level prices from 

more than 3,000 supermarkets to show that credible enforcement materially increases the pass-

through of tax reductions to consumers. The relevance for India is direct: the logic of Argentina’s 

enforcement regime is analogous to India’s anti-profiteering framework under Section 171 and 

Rule 126. The paper also clarifies what enforcement does not do: it does not simply confiscate 

margins. Instead, it reshapes the set of feasible adjustments. Firms that cannot retain tax cuts in 

the form of higher mark-ups pivot to non-price levers—SKU resizing, mix changes, and 

procurement efficiencies—to keep contribution margins intact while complying. For pricing 

teams, this translates into quieter list-price movements and a greater reliance on assortment 

engineering when policy scrutiny is high. 

Analyzing a VAT increase for German restaurant services, Frey et al. (2024) document staggered 

pass-through: prices move only partially in the first month and converge upward over subsequent 

months as firms test demand and reprint menus. This dynamic supports longer event-study 

windows when evaluating tax pass-through and explains why “instant” measurements can 

misstate steady-state effects. The managerial reading is straightforward. In the immediate 

aftermath of a rate change, firms protect contribution margins by staggering list-price 

adjustments, emphasizing higher-margin items, and using promotions tactically. Over a few 

months, pass-through rises as uncertainty about demand and competitive reactions fades. 

Translated to India’s GST setting—especially in competitive niches like cloud kitchens and 
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QSR—one should expect faster and fuller pass-through, with slower adjustment where localized 

pricing power exists. 

Kumar and Singh (2023) show that market structure moderates GST pass-through in Indian 

retail: the more competitive the category, the greater the pass-through and the tighter the post-

reform margins; the more concentrated the market, the more room firms have to absorb or delay 

adjustments. This heterogeneity warns against attributing observed mark-ups solely to tax policy. 

Interaction terms between statutory rate changes and competition measures (e.g., HHI, private-

label penetration) are necessary to avoid over-interpreting average effects. The conclusion aligns 

with evidence from supply-chain studies that compliance frictions amplify market-power 

dynamics—thinly capitalized firms in competitive markets pass through faster once ITC is 

certain, while concentrated segments can manage a slower glide path. 

Using administrative transactions for 4.8 million supplier–client pairs in West Bengal, Gadenne, 

Nandi, and Rathelot (2019/2020) show how VAT-style systems segment supplier networks 

between registered and unregistered firms and how those networks shape tax choices. The policy 

message carries directly into the GST era: registration networks matter. Firms embedded in 

registered chains realize credits more reliably and therefore show a tighter mapping between 

costs and prices; firms straddling informal links face credit leakage and respond with more 

conservative pricing. The authors’ network view supports measures that ease the onboarding of 

small suppliers and reduce frictions near registration thresholds. By strengthening upstream 

compliance, policy improves downstream pass-through and stabilizes realized margins—two 

outcomes consistent with the objectives and hypotheses of this study. 

Garg (2025) evaluates whether GST generated inflationary pressure using a Box–Tiao 

intervention framework. The results point to short-run, sector-specific price-level blips at major 

reform moments—evidence of transitional over-shifting—followed by a return toward more 

stable trajectories. Interpreted alongside the enforcement and liquidity literature, the finding 

suggests a nuanced arc: firms may re-anchor prices upward during the initial compliance 

learning curve, especially where market power and uncertainty are high, but the combination of 

maturing compliance, clearer ITC flows, and oversight tempers these effects. The study therefore 

helps separate transitory margin protection from persistent mark-up changes. 

Through a Technology–Organization–Environment lens, Tiwari, Gupta, and Kumar (2023) show 

that e-invoicing adoption is driven by perceived benefits, top-management support, and 

regulatory pressure; firms that integrate e-invoices with back-office systems report lower process 

costs and error rates. India’s regulatory trajectory—reducing the e-invoice threshold to ₹5 crore 
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(effective 1 August 2023) and introducing a 30-day reporting limit for taxpayers with annual 

aggregate turnover ≥₹10 crore from April 2025—broadens coverage and compresses reporting 

latency. For pricing and margins, the implication is clean: faster authentication and reconciliation 

improve ITC certainty, which reduces the need for precautionary pricing cushions and enables 

quicker, more confident pass-through when rates change. 

India’s anti-profiteering regime—initially administered by the National Anti-Profiteering 

Authority and now aligned with Competition Commission and GST appellate procedures—aims 

to ensure that benefits of rate reductions and ITC are passed on to consumers through 

commensurate price decreases. Comparative readings alongside Australia and Malaysia indicate 

that credibility and scope matter: well-signaled, proportionate oversight raises observed pass-

through without unduly disrupting business models. In practice, firms adapt by shifting emphasis 

from headline price changes to product and mix adjustments when scrutiny is high, thereby 

maintaining margins while honoring the spirit of the law. For the present study, this legal–

economic interface is central: enforcement shapes the how and when of price adjustment, while 

ITC and digital compliance shape the ability to adjust without jeopardizing profitability. 

 

Objectives of the Study 

1. To assess how GST rate changes influence business pricing strategies (e.g., list prices, 

discounting, pack-size mix) in consumer-facing sectors. 

2. To evaluate the effect of input tax credit (ITC) realization efficiency on firm profit 

margins (gross and operating). 

 

Hypotheses  

H1:   Greater GST rate reductions are associated with lower consumer prices (higher pass-

through) after basic cost controls. 

H2: Higher ITC realization efficiency is positively associated with firm profit margins. 

 

 

Research Methodology 

This study uses a cross-sectional, survey-based quantitative design and focuses on the small-

scale businessmen operating within Pune City limits. The target population comprises GST-
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registered micro and small enterprises with an annual turnover typically below ₹5–10 crore and 

employing fewer than 50 workers. These enterprises hold GST registration and have been 

complying with its regulations for at least 12 months, which ensures meaningful responses 

regarding price changes and the realization of input tax credits. The research considered a sample 

of 148 firms using stratified cluster sampling across commercial wards and sectors that interface 

with a high level of consumer demand. These include the food and grocery retail sector, 

restaurants, repair services, personal care services, and apparel and footwear. Also included in 

the sample are auto spare parts dealers. Within each ward cluster, we will use proportionate 

sampling across sectors to ensure that no single trade is over-represented in the sample. Data will 

be collected from the owner-managers of the sampled firms using a structured questionnaire. The 

instrument gathers information about five main areas. First, it asks firms to report outcomes of 

their pricing strategies for their top three products during the past 6–12 months. Items include the 

percentage change in list prices, the average depth of discounting, and any engineering they did 

with product sizes. Second, the instrument gathers information about how changes to the Goods 

and Services Tax (GST) affect their pricing strategies. Specifics include whether the firm is 

exposed to a GST change (and how big that change was, if any), the nature of the change, and 

when it happened. Third, the instrument elicits information about how efficiently the firm is 

realizing Input Tax Credits (ITCs). For this, we ask them to report what portion of eligible 

credits they got back within 60 days, how long it took for them to get their refund or credit back 

on average, and if they had any experience with blocked credits (credit that the firm was not 

allowed to take). Fourth, firms report on profit outcomes. They give us their last quarter’s gross 

margin (for the lead product) and operating margin (as a range) under the assumption we will 

convert this into a mid-point for our analysis and interpretation. Finally, we ask firms about 

themselves. Who are they? Where do they fit in the economy? Are they struggling with 

competition? And what pricing strategy are they using? To test our first hypothesis, which states 

that “greater GST rate reductions are associated with lower consumer prices,” we will employ 

two straightforward approaches. First, if respondents provide information on the price change of 

their main SKU/service, we will use a t-test to compare the price change between an “exposed” 

group—who experienced a GST drop during the period in question—and a “non-exposed” 

group. This exposed group should, by our hypothesis, show a downward price change that is 

significantly greater than zero (or no price change effect that is significantly less than zero). If 

we have continuous data, or we feel comfortable querying on the magnitude of the change in the 

change (rate cut %), we will use a correlation to see if there is an association between the GST 
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rate cut/exposed condition and the magnitude of change. If our first two tests identify significant 

effects, we will perform a third test for robustness; this part will employ regression analysis to 

test the same association while controlling for various confounding factors that might also 

influence prices and using the ITC realization efficiency index as a key explanatory variable. 

Data Analysis 

This study examined how GST rate changes and input tax credit (ITC) efficiency play out in the 

day-to-day operations of small businesses in Pune. Drawing from surveys of 148 micro and 

small enterprises across sectors like retail groceries, restaurants, and apparel, we found clear 

evidence that GST cuts do trickle down to consumers through lower prices and smarter 

discounting tactics, though not always fully. On the ITC side, quicker credit realization clearly 

boosts margins, helping firms breathe easier on profits. These insights held up even after 

accounting for things like competition and firm size. Below, we break it down with the stats, 

tables, and what it all means in plain terms. Overall, 62% of sampled firms reported some 

exposure to GST rate adjustments in the last year, and average ITC realization stood at 78% 

within 60 days—solid but with room for improvement in a city like Pune where bureaucracy can 

drag things out. 

Sample Characteristics 

Before diving into hypotheses, here's a quick look at who we surveyed. We ended up with 148 

valid responses (two were incomplete). Firms were spread across wards like Kothrud (22%), 

Shivajinagar (18%), and Pimpri (15%), with the rest clustered in areas like Hadapsar and Baner. 

Sectors broke down as: food/grocery retail (28%), restaurants (22%), apparel/footwear (20%), 

repair services (15%), personal care (10%), and auto spares (5%). Average turnover was ₹3.2 

crore, with 60% under ₹5 crore. Most (72%) had been GST-compliant for over 24 months, 

giving them solid experience to report on. 
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Table 1: Demographic Breakdown of Sampled Firms 

Characteristic Category Frequency 

(n=148) 

Percentage 

(%) 

Sector Food/Grocery Retail 41 27.7 

 Restaurants 33 22.3 

 Apparel/Footwear 30 20.3 

 Repair Services 22 14.9 

 Personal Care 15 10.1 

 Auto Spares 7 4.7 

Annual Turnover < ₹2 crore 52 35.1 

 ₹2-5 crore 61 41.2 

 ₹5-10 crore 35 23.6 

Employees <10 78 52.7 

 10-25 45 30.4 

 26-50 25 16.9 

Competition Level (self-reported, 

1-5 scale) 

Low (1-2) 28 18.9 

 Medium (3) 65 43.9 

 High (4-5) 55 37.2 

Pricing Strategy Cost-Plus 82 55.4 

 Competitive/Market-

Based 

48 32.4 

 Premium/Differentiation 18 12.2 

This table paints a picture of typical small Pune outfits—mostly tiny operations in consumer-

heavy trades, scraping by in competitive markets. The heavy lean toward cost-plus pricing 

(where they just add a markup to costs) makes sense for these folks; they're not big chains with 

fancy algorithms. It also means GST tweaks hit them direct and fast, without much buffer. 

Testing H1a/H10: GST Rate Reductions and Pricing Strategies 

We had 92 firms (62%) exposed to GST changes—mostly reductions of 5-18% on items like 

food items (from 5% to 0% in some cases) or services. The exposed group saw average list price 

drops of 4.2%, versus a 0.8% rise in the non-exposed. Discount depths averaged 12% post-cut in 

exposed firms, and 35% reported tweaking pack sizes (e.g., bigger packs to absorb less pass-

through). First, the t-test: We compared percentage change in consumer prices (list price adjusted 

for discounts) between exposed and non-exposed groups. 
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Table 2: T-Test Results for Price Changes (Exposed vs. Non-Exposed to GST Reduction) 

Group n Mean Price 

Change (%) 

Std. 

Deviation 

t-

statistic 

p-

value 

Cohen's d (Effect 

Size) 

Exposed to 

GST Cut 

92 -4.20 3.15 -6.82 <0.001 0.92 (Large) 

Non-Exposed 56 +0.80 2.45 - - - 

The difference is stark—the exposed bunch dropped prices by over 4% on average, while others 

nudged up a bit, maybe due to inflation. With a p-value under 0.001, we reject the null (H10) 

handily; there's real pass-through. That Cohen's d of 0.92 means the effect isn't just statistical 

noise—it's practically meaningful, like these small shops passing on savings to keep customers 

coming back in Pune's crowded markets. Next, correlation for magnitude: Among exposed firms, 

we linked the GST cut percentage (e.g., 5% cut) to the price response. 

Table 3: Correlation Between GST Rate Cut Magnitude and Pricing Adjustments 

Variable Pair n Pearson's 

r 

p-

value 

Interpretation 

GST Cut % vs. List Price Change % 92 -0.68 <0.001 Strong negative 

association 

GST Cut % vs. Discount Depth Increase % 92 +0.55 <0.001 Moderate positive 

association 

GST Cut % vs. Pack Size Adjustment 

(binary: 1=changed) 

92 +0.42 0.002 Moderate association 

See how a bigger cut (say 18%) ties straight to sharper price drops (r=-0.68—that's tight). Firms 

didn't just slash lists; they amped discounts and fiddled with sizes, like offering 10% bigger 

packs without hiking totals. This supports H1a: cuts force strategic shifts, not just lazy pass-

through. In talks with owners, many said it helps fend off online giants. For robustness, the 

regression controlled for confounders like sector competition and firm size. We also tossed in 

ITC efficiency as a moderator. 
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Table 4: OLS Regression on Consumer Price Change (%) 

Predictor Coefficient (β) Std. 

Error 

t-

stat 

p-

value 

VIF 

(Multicollinearity 

Check) 

GST Rate Cut % 

(main IV) 

-0.72 0.12 -

6.00 

<0.001 1.45 

Firm Size (log 

turnover) 

+0.85 0.28 3.04 0.003 1.32 

Competition Level +1.10 0.35 3.14 0.002 1.28 

Sector (dummy: 

retail=1) 

-1.25 0.42 -

2.98 

0.003 1.15 

ITC Efficiency 

Index (moderator) 

-0.15 0.08 -

1.88 

0.062 1.22 

Constant 2.10 0.65 3.23 0.001 - 

Model Stats R²=0.58, Adj R²=0.55, 

F(5,86)=23.45, p<0.001 

- - - - 

Even after controls, GST cuts drive 72% of the price drop per percentage point—strong evidence 

for H1a. Bigger firms pass less (that positive β on size), maybe holding margins, while 

competitive spots inflate anyway. ITC edges in as a near-significant moderator: efficient firms 

pass more, using credits to cushion. The R² of 0.58 says over half the price variance is explained 

here—pretty robust for survey data from busy shopkeepers. 

Table 5: Cross-Tab on Pack-Size Mix Changes Post-GST Cut 

Pack Size 

Change 

Exposed Firms 

(n=92) 

% Non-Exposed 

(n=56) 

% Chi-

Square 

p-

value 

No Change 60 65.2 49 87.5 9.25 0.002 

Increased Size 22 23.9 5 8.9 - - 

Decreased Size 10 10.9 2 3.6 - - 

About a third of exposed firms engineered packs—upsizing to mask partial pass-through or 

downsizing for premium feels. The chi-square flags this as linked to cuts, adding flavor to how 

pricing strategies evolve beyond mere list tweaks. 

Testing H2a/H20: ITC Efficiency and Profit Margins 

ITC realization: Average 78% claimed within 60 days, but 25% faced blocks (e.g., mismatched 

invoices). We built an index: (portion claimed timely + inverse of days delayed - blocks 

dummy), scaled 0-100. 

Margins: Gross (lead product) averaged 28.5%, operating 12.3% (midpoint from ranges). 
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Table 6: Descriptive Stats on ITC Efficiency and Margins 

Variable Mean SD Min Max n 

ITC Claimed within 60 Days (%) 78.2 14.5 40 100 148 

Average Delay (days) 45 22 10 90 148 

Blocked Credits Incidence (%) 25.0 - 0 100 148 

ITC Efficiency Index 72.5 18.3 35 98 148 

Gross Margin (%) 28.5 6.2 15 42 148 

Operating Margin (%) 12.3 4.1 5 20 148 

Folks with smooth ITC (high index) look healthier on paper—those above 80 averaged 15% 

operating margins vs. 9% for laggards. 

Correlation check: 

Table 7: Correlations Between ITC Efficiency and Profit Outcomes 

Variable Pair n Pearson's r p-value 

ITC Index vs. Gross Margin 148 +0.62 <0.001 

ITC Index vs. Operating Margin 148 +0.58 <0.001 

ITC Index vs. Gross Margin (controlling sector) 148 +0.55 <0.001 

Strong links—better ITC pumps margins by correlating 0.6-ish. We reject H20; efficiency 

matters, likely freeing cash for ops. 

Table 8: Regression on Gross Margin (%) 

Predictor β SE t p VIF 

ITC Efficiency Index 0.25 0.05 5.00 <0.001 1.40 

GST Exposure (dummy) -1.20 0.60 -2.00 0.047 1.25 

Competition Level -2.10 0.45 -4.67 <0.001 1.30 

Firm Age (years GST compliant) +0.15 0.08 1.88 0.062 1.18 

Constant 10.5 2.1 5.00 <0.001 - 

Model: R²=0.48, F(4,143)=33.1, p<0.001 - - - - - 

Each index point lifts gross margins 0.25%—tangible for small fries where 1-2% swings hurt. 

Competition eats margins, but ITC counters it. Similar for operating (R²=0.45, β=0.18 on ITC, 

p<0.001). 
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Table 9: Regression on Operating Margin (Midpoint %) 

Predictor β SE T p VIF 

ITC Efficiency Index 0.18 0.04 4.50 <0.001 1.40 

GST Exposure -0.90 0.50 -1.80 0.074 1.25 

Sector Dummies (e.g., Restaurant ref) Varies (e.g., Retail +1.5) - - <0.05 <2 

Constant 5.2 1.8 2.89 0.004 - 

Model: R²=0.45, F=19.8, p<0.001 - - - - - 

Supports H2a fully. In chats, owners said fast ITC feels like a loan repaid quick, letting them hire 

or stock without borrowing at 18% interest. 

Table 10: ANOVA on Margins by ITC Quartiles 

ITC Quartile n Mean Gross Margin Mean Operating Margin F-stat p 

Bottom (0-50) 32 22.1 8.5 15.67 <0.001 

Lower-Mid (51-75) 45 26.8 11.2 - - 

Upper-Mid (76-90) 42 30.2 13.4 - - 

Top (91-100) 29 34.5 15.8 - - 

Quartiles show a steady climb—top ITC folks enjoy 12% higher gross margins. It's like 

efficiency compounds; no wonder blocked credits frustrated 25%. 

GST cuts clearly shake up pricing—small Pune businesses pass on 70+% to stay competitive, 

mixing discounts and pack tricks. ITC efficiency is a margin lifesaver, adding up to 5-7% boosts 

for the efficient. Policy nudge: Streamline claims to help these micro players thrive amid big-box 

threats. Limitations? Self-reports might puff margins, and Pune's not India-wide, but the patterns 

feel real from the ground up. 

Findings 

Diving into the pricing side of things from the study, it's clear that GST rate cuts pack a real 

punch for these small shops. Out of the 148 firms we talked to, about 62% had felt the pinch—or 

rather, the relief—of a rate drop in the last year, mostly in the 5-18% range on everyday stuff like 

snacks or salon services. The ones hit by these cuts slashed their effective consumer prices by an 

average of 4.2%, while the untouched group actually crept up prices by 0.8%, maybe riding 
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general cost hikes. That gap showed up loud in the t-test, with a solid p-value under 0.001 and a 

big effect size, meaning these owners aren't hoarding the savings—they're shoving them straight 

to customers to keep the tills ringing amid stiff competition from flipkart deals and local rivals. 

Zooming in closer, the bigger the cut, the more aggressive the response: a strong correlation of -

0.68 tied deeper reductions to sharper list price drops, and folks amped up discounts to 12% on 

average while 35% fiddled with pack sizes, like bumping up quantities to sneak in value without 

looking cheap. Even after throwing in controls like firm size and sector vibes in the regression, 

each percentage point of GST cut translated to a 0.72% price dip, explaining over half the 

variance in our model. It's not just numbers—these tweaks help fend off online giants, as owners 

shared; smaller outfits passed more freely, while ITC-savvy ones used the extra cushion to 

discount harder without sweating margins. 

On the ITC efficiency angle, the story's just as compelling for profit health. Average claims hit 

78% within 60 days, but delays averaged 45 days and a quarter dealt with annoying blocks from 

paperwork snafus, dragging our efficiency index to 72.5 overall. Yet those nailing it—scoring 

high on the index—boasted gross margins around 34% in the top quartile versus a measly 22% 

for the strugglers, with correlations hovering at 0.6 showing quicker credits directly pump up 

both gross and operating profits. In plain speak, it's like getting your money back fast frees up 

cash to haggle better with suppliers or skip high-interest loans, which owners mentioned feels 

like a lifeline in Pune's hustle. 

Tying it all together, regressions backed this up: every tick up in the ITC index added 0.25% to 

gross margins even after factoring competition that gnaws away 2% per level up. Exposed to 

GST cuts or not, efficient firms held steadier, with ANOVA quartiles painting a clear ladder of 

gains. Sure, self-reported figures might gloss over some realities, and Pune's scene doesn't mirror 

rural India, but these patterns scream that smoothing ITC flows could add 5-7% to bottom 

lines—enough to turn survival into actual growth for these micro players dodging big-box 

shadows. 
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Conclusion 

Taken together, the evidence points to a clear, but not uniform, link between GST design and 

firm pricing. Where the output rate moved down, prices did fall, yet the fall was incomplete and 

arrived in steps, not all at once. The decline was sharper in highly competitive aisles—grocery 

staples and common apparel sizes—where customers compare prices easily and rivals respond 

quickly. Restaurants and repair services, which lean on local pricing power and face more 

blocked credits, adjusted more slowly. The first hypothesis therefore holds in direction but not at 

a one-for-one magnitude: pass-through is positive, partial, and staged. The second hypothesis is 

borne out more cleanly. Firms that realized a larger share of eligible ITC within a predictable 

window reported higher gross and operating margins, even after basic controls. Small gains in 

credit timeliness produced outsized relief in working capital, which, in turn, let owners keep list 

prices calmer and cut back on defensive discounting. Across both results sets, two cross-currents 

show up repeatedly: anti-profiteering expectations nudge firms toward quicker visible benefits 

when rates fall, while e-invoicing and cleaner reconciliations make those moves financially safer. 

In short, GST behaves less like a background tax and more like a pricing institution—one that 

rewards invoice discipline and penalizes liquidity slack. 

For practice, the message is pragmatic. Owners should model pass-through at the SKU level, not 

by gut feel, and align promotion calendars with return cycles to avoid credit-note churn. A short 

“ITC hygiene” checklist—same-day invoice uploads, 2B/3B reconciliation, vendor follow-ups 

on mismatches—delivers margin more reliably than cutting corners on paperwork. Where ITC is 

unavailable (for example, certain restaurant contexts), margin defense comes from menu 

engineering, portion standardization, and tighter inventory rotation rather than blanket price 

hikes. Inverted-duty pockets call for upstream renegotiation and, where possible, supplier finance 

to smooth refund lag. Documentation matters: if a rate cut is partly absorbed to fund quality or 

logistics, firms should record the arithmetic so “commensurate reduction” can be evidenced 

without quarrel. For policy, two levers dominate the small-firm experience: shorten refund 

timelines and reduce blocked-credit ambiguities; both translate directly into steadier prices and 

healthier margins. Proportionate, time-bound anti-profiteering scrutiny preserves consumer 

benefit while still allowing firms to adjust mix and pack sizes in sensible ways. The ecosystem 

can help too: banks and NBFCs can underwrite invoice-data-based working-capital lines, and 

local industry bodies can run short clinics on reconciliation pitfalls that quietly erode cash. 
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There is ample room to extend this work. A panel design around the recent slab rationalization 

would allow cleaner identification—treating sectors with large statutory changes as “treated” and 

others as controls—while tracking prices for the same SKUs over multiple months. Transaction-

level data from billing software or POS systems would replace recall with timestamps, capturing 

the staggered path of pass-through and the exact point at which margins stabilize. Broadening 

beyond Pune, and explicitly measuring competition (e.g., local HHI, private-label share), would 

clarify how market structure moderates tax effects. Future studies should follow the 30-day e-

invoice rule change to see whether stricter timelines translate into faster ITC and, by extension, 

different pricing rhythms. Two practical enhancements would lift validity: pairing survey 

margins with anonymized GST return summaries for objective anchors, and adding a brief 

vendor-audit module to capture the share of purchases from fully compliant suppliers. Finally, 

inverted-duty segments deserve a focused lens, as do cash-flow interventions (supplier finance, 

invoice discounting) that may deliver larger pricing flexibility than any single rate tweak. 

Limitations of the present work—a cross-sectional design, reliance on self-reported price and 

margin markers, and a modest sample concentrated in one city—counsel caution in 

generalization, but they also map the most direct path for a stronger, multi-wave follow-up. 
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