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ABSTRACT: --- GST 2.0, introduced as a simplified overhaul of India's Goods and Services 

Tax regime in 2025, fundamentally reshapes working capital dynamics for businesses, 

particularly MSMEs and SMEs. By consolidating tax slabs into two primary rates (5% and 

18%), automating compliance processes, and accelerating input tax credit (ITC) settlements, 

GST 2.0 reduces the cash lock-up previously caused by lengthy refund cycles and multi-

layered filings under the original GST framework. Businesses previously burdened by 

maintaining excess inventory across state borders and facing delayed ITC claims—often 

waiting 2-3 months—now experience faster turnover, with inventory cycles shortening from 

5 months to as low as 3 months in sectors like FMCG and manufacturing. This unlocks an 

estimated ₹2 lakh crore in nationwide working capital, enabling firms to redirect funds 

toward expansion, innovation, and debt reduction rather than compliance costs. 

 

However, the transition imposes short-term pressures: higher effective taxes on imports (from 

14% to 18%) and services increase upfront outflows, straining liquidity for import-dependent 

manufacturers and service providers. SMEs in trading and services sectors report extended 

debtor-creditor cycles post-GST, with compliance demands like monthly filings and penalties 

eroding cash reserves by 19-24% on average, as per sector-wise analyses. Sectoral variations 

are notable—manufacturing benefits from unified warehousing (e.g., reducing facilities from 

12 to 4, freeing ₹20 lakh in capital), while trading faces amplified liquidity squeezes due to 

slower B2B payments. GST 2.0 stimulates demand through affordable essentials, accelerates 

supply chains, and fosters financial resilience, though SMEs must adopt digital tools and 

strategic financing to mitigate initial hurdles. Empirical studies confirm moderate working 

capital stress relief (mean index 3.11/5), with long-term gains in profitability and efficiency. 

Policymakers are urged to enhance support for compliance tech adoption, ensuring equitable 
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benefits across industries. 

 

Keywords: --- GST 2.0, Working Capital, Input Tax Credit, MSME Liquidity, Compliance 

Burden, Inventory Turnover. 

 

1. INTRODUCTION 

Goods and Services Tax 2.0 represents a new phase of indirect tax reform that goes much 

deeper into the daily financial rhythm of businesses than the original GST framework, 

especially when we talk about working capital, which is the lifeblood that keeps operations 

running smoothly from one day to the next. When a business thinks about cash tied up in 

inventory, receivables, taxes, and compliance, GST 2.0 sits right at the center of this puzzle 

by influencing how quickly money flows in and out and how much capital is blocked at any 

moment in the value chain. Under the earlier, more fragmented system, multiple layers of 

taxes, cascading effects, and state-wise levies often distorted prices and forced firms to 

maintain excess buffers of stock and cash; GST brought in a unified approach, but GST 2.0 

seeks to refine this further by simplifying slabs, tightening input tax credit rules, and 

introducing more data-driven compliance, all of which directly shape the working capital 

profile of businesses of every size. In practice, this means that procurement teams, finance 

heads, and cash-flow managers can no longer treat tax as a distant year-end calculation; 

instead, tax design and refund mechanisms now influence how much inventory they carry, 

how quickly they can recycle funds into fresh production, and whether they can finance 

growth from internal accruals or need constant external borrowing. 

 

One of the most visible ways GST 2.0 touches working capital is through the input tax credit 

chain, which links every purchase and sale through electronic records and matching. 

Businesses pay tax on their inputs, claim credits, and then adjust those credits against their 

output tax liability, so the efficiency and reliability of this mechanism determine how much 

cash is locked up with the tax authorities at any point in time. If rules are clearer, refunds 

faster, and matching more automated, firms can unlock significant amounts of working 

capital that would otherwise sit idle as receivables from the government, reducing their 

dependence on overdrafts and short-term loans. On the other hand, if credits are frequently 

blocked due to supplier non-compliance, classification disputes, or system mismatches, the 

same mechanism can create a drag on day-to-day liquidity, forcing enterprises to fund tax 

outflows from their own pocket while they wait for resolution. GST 2.0, with its stronger 
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emphasis on real-time data analytics, better return formats, and refined rules on blocked 

credits, therefore has a double-edged impact: it can be a powerful tool for freeing up cash or a 

constraint that absorbs working capital, depending on how well businesses adapt to the new 

environment. 

 

Inventory management is another area where the impact of GST 2.0 on working capital 

becomes very apparent, because tax design changes the economics of stocking, warehousing, 

and logistics networks. Under the pre-GST regime, companies often built warehouse 

networks around tax boundaries rather than pure supply-chain efficiency, leading to many 

small warehouses, higher stock duplication, and more working capital tied up in slow-moving 

inventory. GST helped dismantle this logic by reducing the importance of state borders in 

indirect taxation, and GST 2.0 goes further by pushing for even smoother inter-state 

movement of goods and a more streamlined rate structure, encouraging businesses to 

reconfigure their distribution models toward fewer, larger, and more strategically located 

hubs. When a company can operate with a leaner network and quicker transit times, it can cut 

safety stock levels, compress the cash cycle, and redeploy freed-up capital into marketing, 

technology, or capacity expansion, thereby strengthening both liquidity and competitiveness. 

At the same time, higher GST rates on certain categories or rationalisation of exemptions 

under GST 2.0 may raise the tax cost embedded in inventory, which means any delay in sales 

or in claiming credits can directly swell the working capital requirement, making it vital for 

managers to integrate tax awareness into their inventory and demand planning models. 

 

The pricing and cost structures of businesses also evolve significantly under GST 2.0, and 

these shifts feed back into working capital needs in more subtle ways. When tax slabs are 

rejigged or classifications clarified, the effective tax burden on inputs and outputs can move 

up or down for a given sector, altering margins, selling prices, and the timing of cash flows. 

For instance, if a key input moves into a higher slab, the immediate effect may be a larger 

cash outflow at the time of purchase, even if the tax remains creditable, and this temporarily 

inflates working capital until credits are fully set off. Conversely, removal of embedded 

cascading, broader availability of input tax credit, or reduced logistics costs under a more 

efficient GST 2.0 framework can lower the overall cost base, potentially allowing firms 

to hold the same level of operations with less capital tied up in day-to-day activities. Businesses 

that understand these tax-cost interactions can rework their pricing strategies, payment terms 

with customers and suppliers, and credit policies to stabilise their operating cycle, whereas 
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those that ignore them may find margins squeezed or cash cycles lengthening despite stable 

sales volumes. 

 

2. CONCEPT OF GST 2.0 

The concept of GST 2.0, when viewed specifically through the lens of its impact on the 

working capital of businesses, can be understood as an evolved, second-generation phase 

of the Goods and Services Tax framework that tries to correct many of the frictions and 

leakages of the original regime while making cash flow and liquidity central concerns in tax 

design. At its core, GST 2.0 still follows the destination-based value-added tax principle, 

where tax is collected at each stage of the supply chain but ultimately borne in the state 

of final consumption, yet the way credits are passed through, rates are structured, 

and compliance is managed is recalibrated to influence how much money remains tied up in 

tax at any given time for a business. Under the initial version of GST, companies often faced a 

mismatch between the timing of tax outflows and the availability of input tax credit, leading 

to periods where significant amounts of funds were blocked in the form of taxes paid on 

purchases that could not yet be fully offset against sales. The newer 2.0 architecture attempts 

to deal with this by simplifying rate structures, reducing the number of slabs, moving towards 

cleaner rules on what is creditable, and redesigning return and reconciliation systems so that 

the chain of credits flows more smoothly and predictably. In simple terms, GST 2.0 is 

conceived not just as a tax reform but as a cash-flow reform, where the idea is that a more 

transparent, technology-driven, and streamlined system will lead to less capital stranded 

in the tax pipeline and more capital available in the hands of businesses to run and grow their 

operations. 

 

When we talk about the concept of GST 2.0 in relation to working capital, the input tax credit 

mechanism becomes the central pillar around which everything else revolves. Every time a 

business buys raw materials, components, services, or capital goods, it pays GST on those 

inputs, and this tax becomes a kind of financial asset that can be used to reduce future GST 

liability on sales; however, until that offset happens, the money paid is effectively locked 

away from day-to-day use. The conceptual shift in GST 2.0 is to treat this block of credits not 

as an unavoidable cost of doing business but as a variable that policy and technology can 

shrink by accelerating matching, enabling more frequent or more efficient utilisation, and 

improving the reliability of the credit chain so that fewer credits are denied or delayed 

because of supplier non-compliance or technical mismatches. In practice, this means 
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designing the system so that the time gap between paying GST on inputs and getting effective 

benefit from that payment is reduced, which directly lowers the amount of working capital 

that firms must hold just to bridge tax timing differences. If, in the earlier regime, businesses 

thought in terms of keeping extra cash merely to survive the lag between tax payment and 

credit, under GST 2.0 the ambition is that better invoice matching, real-time data flows, and 

clearer credit eligibility rules will shrink that lag and free up cash that would otherwise 

remain stuck in the government’s hands. 

 

GST 2.0 also redefines the conceptual relationship between tax and supply-chain design, 

which again feeds directly into working capital requirements. Before GST, and even during 

the early days of GST 1.0, many organisations had to design their warehouse and distribution 

networks around tax considerations, leading to multiple smaller warehouses across states, 

fragmented inventory, and higher logistics costs. This structure forced businesses to hold 

more stock in more locations, tying up a larger quantum of working capital in the form 

of goods sitting on shelves or in transit. Under the conceptual framework of GST 2.0, tax is 

intended to become even more neutral with respect to location and movement, so that 

companies can design supply chains around operational efficiency, customer service levels, 

and cost optimisation instead of trying to avoid or minimise multiple layers of local taxes. 

When the tax system allows goods to move more freely with fewer checkpoints and a more 

unified rate regime, businesses can centralise warehouses, reduce duplication of stock, speed 

up transit times, and therefore shrink the average time that money remains locked in 

inventory. This conceptual move—from tax-driven logistics to efficiency-driven logistics—

means that GST 2.0 is not just a matter of tax forms and rates but a deeper rethinking of how 

inventory, warehousing, and distribution strategies interact with working capital. 

 

3. IMPORTANCE OF WORKING CAPITAL IN BUSINESS OPERATIONS 

Working capital stands as the backbone of any business's daily grind, representing the pool of 

funds available to cover immediate operational needs like paying suppliers, keeping 

inventory stocked, and meeting payroll without constantly dipping into long-term financing 

or reserves. It essentially measures the difference between a company's current assets—

such as cash, receivables from customers, and raw materials on hand—and its current 

liabilities, like bills due to vendors or short-term loans, ensuring that there's enough liquidity 

to keep the wheels turning even when sales slow or unexpected costs pop up. Without adequate 

working capital, even a thriving enterprise can stumble, facing delays in production, strained 
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relationships with partners, or worse, operational halts that erode customer trust and market 

position over time. 

 

In the rhythm of business operations, working capital acts as a buffer that smooths out the 

natural ups and downs of cash flow, allowing managers to handle seasonal demands, such as 

ramping up inventory before peak holiday sales or bridging gaps when clients take longer to 

settle invoices. This liquidity isn't just about survival; it empowers proactive decisions, like 

seizing bulk purchase discounts from suppliers or investing in minor equipment upgrades that 

boost efficiency, all without the drag of high-interest emergency borrowing. Companies with 

strong working capital positions often find themselves more agile, able to pivot quickly 

to new opportunities or weather economic turbulence, as they maintain steady payments to 

employees and vendors, fostering loyalty and reliability across their supply chain. 

 

The true measure of working capital's importance shines through in how it directly influences 

a business's ability to scale and innovate amid everyday pressures. For instance, when 

receivables come in faster than payables go out, the freed-up cash can fuel marketing 

campaigns, research into new product lines, or hiring temporary staff during growth spurts, 

creating a virtuous cycle of expansion. Poor management here, however, can lead to a vicious 

spiral where delayed payments sour supplier terms, inventory shortages halt production, and 

cash shortages force fire-sale discounts just to stay afloat, underscoring why finance teams 

obsess over optimizing this metric through tighter credit policies, efficient inventory turns, 

and negotiated payment schedules. 

 

Beyond mere cash flow, working capital underpins credibility with stakeholders, from banks 

assessing loanworthiness to investors eyeing financial health ratios like the current ratio or 

quick ratio. A robust level signals to lenders that the business can service debt comfortably, 

often unlocking better borrowing rates or larger credit lines precisely when expansion 

demands them. Internally, it reduces reliance on external funding, lowering interest expenses 

and preserving equity for shareholders, while externally, it builds a reputation for reliability 

that attracts premium clients and top talent who value stability in their partners. 

 

Operational resilience in volatile markets heavily depends on this financial cushion, as it 

equips businesses to absorb shocks like sudden raw material price hikes, supply chain 

disruptions, or regulatory changes without derailing core activities. Firms with ample 
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working capital can negotiate from strength, securing favorable terms or maintaining quality 

standards even under duress, whereas those running lean risk quality compromises or lost 

contracts that compound into long-term setbacks. This dynamic interplay makes working 

capital not just a number on the balance sheet, but a strategic asset that sustains momentum 

through the unpredictable cadence of commerce 

 

4. STUDIES ON GST AND WORKING CAPITAL MANAGEMENT 

Working capital forms the essential liquidity that businesses rely on to navigate the ebb and 

flow of daily operations, acting as a financial shock absorber that prevents even the most 

promising enterprises from grinding to a halt when cash inflows lag behind outflows. In the 

context of GST 2.0, various studies and empirical analyses have delved deeply into how this 

reformed tax structure reshapes that liquidity landscape, revealing patterns where unified tax 

credits and streamlined logistics initially promised relief but often delivered mixed outcomes 

depending on a firm's size, sector, and adaptability. Researchers examining pre- and post-

GST data across manufacturing hubs in states like Maharashtra and Gujarat found that while 

larger firms saw inventory holding periods drop by as much as 20-30% due to fewer 

interstate barriers and consolidated warehousing, smaller suppliers in the chain struggled with 

prolonged cash conversion cycles because of erratic input tax credit realizations tied to 

upstream non-compliance. These investigations, drawing from balance sheets of over a 

thousand companies between 2017 and 2024, highlighted how the original GST's frequent 

return filings and reconciliation mandates diverted administrative resources, effectively 

inflating working capital needs by 10-15% for MSMEs that lacked robust accounting 

systems. 

 

When GST 2.0 entered the picture with its sharper focus on rate rationalization—collapsing 

multiple slabs into fewer bands like 5% and 18%—follow-up studies modeled the ripple 

effects on working capital through econometric simulations, projecting that faster credit 

matching via enhanced digital ledgers could unlock upwards of two lakh crore rupees in 

trapped liquidity across industries. Analysts poring over FMCG sector data noted a curious 

divergence: giants like those in packaged foods experienced quicker debtor collections as 

demand elasticity improved from lower effective tax burdens on essentials, trimming their 

working capital turnover ratios and freeing cash for reinvestment, whereas regional 

distributors faced heightened pressure from compliance-driven cash outflows before credits 

kicked in. One comprehensive panel study spanning 2018 to 2025, using regression models 
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on listed firms, quantified how delayed refunds under the initial GST regime had ballooned 

working capital requirements by forcing exporters to borrow at premium rates, a pain point 

that GST 2.0's automated refund processing aims to alleviate, potentially shaving 15-25 days 

off cash cycles in export-heavy sectors like textiles and pharmaceuticals. These findings 

underscored a sector-specific tilt, with automotive ancillaries reporting sustained capital 

blocks from inverted duty structures despite the reforms. 

 

Empirical work on small and medium enterprises, particularly in unorganized pockets of 

retail and trading, painted a more nuanced picture of GST's evolution into 2.0, where surveys 

of over 500 units in northern India revealed that while online compliance tools reduced 

logistics friction and enabled leaner inventories, the dependency on supplier GSTR filings 

created a vulnerability cascade—non-compliant vendors led to ITC reversals, compelling 

buyers to front-load tax payments and stretching their working capital by margins that 

averaged 12-18% higher than pre-GST levels. Researchers integrating cash flow statements 

with GST portal data observed that in services like logistics and IT, where inventory plays a 

lesser role, working capital strain manifested through escalated professional fees for 

reconciliations and penalties for mismatches, though GST 2.0's risk-based scrutiny promised 

to ease this by prioritizing high-value audits over blanket checks. A longitudinal analysis of 

MSME lending patterns from 2020 onwards showed banks tightening credit lines for GST 2.0 

laggards, as blocked credits eroded quick ratios, yet forward-looking firms leveraging GSTR-

2B analytics saw working capital efficiency climb by optimizing payment terms with 

compliant partners. 

 

5. GST STRUCTURE AND INPUT TAX CREDIT MECHANISM 

GST 2.0 builds on the foundational structure of India's unified indirect tax system, 

fundamentally designed as a multi-stage, destination-based levy that captures value addition 

at every step of the supply chain, from raw material procurement to final consumer sale, 

while dividing the tax burden between the central and state governments through distinct 

components like Central GST for intra-state supplies, State GST mirroring the central rate for 

the same transactions, and Integrated GST to facilitate seamless inter-state trade by pooling 

revenues for later apportionment based on consumption location. This architecture, refined 

since its 2017 rollout and significantly overhauled effective September 22, 2025, now 

streamlines into a predominantly two-slab model—5% for essentials capturing everyday 

necessities like basic foods and healthcare items to keep inflation in check, 18% as the 
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standard rate covering the bulk of goods and services from consumer durables to professional 

fees, and a steep 40% demerit slab reserved for luxury vices such as high-end tobacco 

products, aerated beverages, and premium automobiles to discourage excess while protecting 

revenue streams. The shift eliminates the messy intermediate 12% and 28% bands that bred 

classification disputes and compliance headaches, merging thousands of tariff entries into 

cleaner categories that reduce litigation and make tax planning more predictable for 

businesses navigating procurement, production, and pricing decisions daily. At the heart 

of this structure lies the Input Tax Credit mechanism, which operates as a self-policing engine 

ensuring no double taxation by allowing registered taxpayers to offset the GST paid on 

business inputs—be it machinery, utilities, or subcontracted services—directly against their 

output tax liability collected from customers, effectively turning tax outflows into recyclable 

credits that flow downstream without cash leakage unless blocked by specific rules like those 

on personal use or non-business expenses. 

In practical terms, the ITC mechanism under GST 2.0 demands meticulous invoice matching 

through the digital backbone of the GST Network portal, where a buyer's GSTR-2B auto-

populated statement reconciles against the supplier's GSTR-1 filings in real time, flagging 

discrepancies that could suspend credits if unresolved, thereby compelling a disciplined 

ecosystem where every participant's compliance directly safeguards the next link's liquidity. 

Credits accrue proportionally to the tax embedded in eligible purchases, proportionate for 

partially used assets like shared office spaces, and become available provisionally upon 

invoice upload but finalise only after the supplier's return validation, creating a chain of trust 

that minimises fraud while accelerating fund recycling compared to the pre-GST era's 

cascading duties. For exporters enjoying zero-rated status, unutilised ITC from domestic 

inputs converts into refunds processed within tighter timelines under the enhanced 2.0 

framework, preventing capital lockups that plagued earlier years, whereas inverted duty 

scenarios—where inputs bear higher rates than outputs—trigger refund claims on the excess, 

calculated via a simplified formula that factors turnover and net credit turnover to release 

trapped funds swiftly. This mechanism's robustness hinges on e-invoicing mandates for larger 

firms, dynamic QR codes embedding tax details, and AI-driven anomaly detection, all 

streamlining what was once a paperwork nightmare into a data-synced process that 

businesses integrate into ERP systems for automated ledger postings and cash-flow 

forecasting. 

 

6. ANALYSIS OF WORKING CAPITAL UNDER GST 2.0 
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Under GST 2.0, analyzing working capital reveals a transformed landscape where the 

simplified two-slab structure—primarily 5% for essentials and 18% as the standard rate—

directly accelerates cash cycles by reducing the friction of mismatched tax credits that once 

plagued businesses with multiple rate bands, allowing firms to offset input taxes more swiftly 

against output liabilities and release funds previously trapped in reconciliation delays. Larger 

manufacturers, for instance, have reported inventory holding periods shrinking from five 

months to as low as three due to unified warehousing enabled by seamless inter-state 

movement and lower logistics costs, effectively injecting capital back into operations for 

reinvestment in production or expansion, while the projected unlock of around two lakh crore 

rupees economy-wide stems from faster ITC matching through enhanced digital portals that 

minimize provisional credit suspensions. This shift eases upfront tax outflows, particularly 

for sectors like FMCG and apparel where rate cuts from 12% to 5% on mid-range goods 

boost affordability, spur demand, and quicken turnover, though short-term strains emerge 

from inverted duty scenarios where higher input rates temporarily accumulate unutilised 

credits, compelling brands to front-load cash until refunds process within the promised tighter 

timelines of 30 days. 

 

For small businesses and MSMEs, the analysis under GST 2.0 paints a more cautious picture, 

as compliance layers like real-time e-invoicing and GSTR-2B reconciliations demand robust 

systems that many lack, leading to ITC reversals from supplier mismatches that inflate 

working capital needs by 8-15% through elevated receivables and deferred credits, yet 

proactive adopters leveraging analytics dashboards see liquidity gains from leaner supply 

chains and optimised payment terms with compliant vendors. Sectoral breakdowns highlight 

divergent impacts: automotive and electronics firms under the 18% slab face margin 

compression that nudges up working capital via higher embedded input costs, potentially 

requiring 3-7% valuation adjustments in M&A scenarios as cash conversion cycles extend, 

whereas export-oriented units benefit from zero-rated refunds that slash borrowing 

dependence, with studies noting 15-25 day reductions in cycles for textiles and pharma post-

reform. E-commerce players, meanwhile, capitalise on 20% faster fulfillment from just-

in-time stocking, but traditional retailers grapple with multi-location compliance, underscoring 

how GST 2.0 rewards digital integration while penalising laggards with volatile quick ratios. 

 

Cash flow projections under this regime further illuminate the dynamics, where banks and 

NBFCs now tailor short-term financing around accelerated distributor turnovers driven by 
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demand stimulation, as lower consumer prices on mass goods propel inventory velocity and 

free up operational capital that cascades upstream. Transitional challenges persist, akin to 

initial GST phases where input lockups hit a trillion rupees across corporates, but GST 2.0's 

risk-based audits and AI anomaly detection mitigate this by prioritising high-value scrutiny, 

enabling compliant firms to negotiate stronger supplier terms and compress debtor days amid 

rising volumes. For services like IT and logistics, working capital analysis shows lighter 

inventory relief offset by escalated reconciliation fees, though broader ITC eligibility on 

cloud services smooths outflows, positioning adapted enterprises to convert tax predictability 

into competitive agility while cautioning others against chronic liquidity drags from non-

compliance cascades. 

 

Key Metrics 

Metric Pre-GST 2.0 Under GST 2.0 Impact on Working Capital 

Inventory Days 150 days 90-120 days Reduced by 20-40%, 

freeing cash 

Cash Conversion Cycle 80-100 

days 

55-75 days Shortened, boosting liquidity 

ITC Lockup ₹1 trillion ₹500 billion 

(projected) 

Halved via faster refunds 

Working Capital Increase 

(MSMEs) 

Baseline +8-15% short- 

term 

Due to compliance strains 

 

Longitudinal views from CFO surveys affirm that while upfront compliance pain elevates 

short-term borrowing—especially for 18% slab manufacturers absorbing rate hikes on steel 

or cement—the long-run efficiency from slab rationalisation catalyses growth, with enterprise 

values recalibrated around optimised EBITDA and leaner balance sheets. This analysis 

ultimately frames GST 2.0 as a liquidity lever, where strategic alignment with its digital and 

rate architecture determines whether businesses harness unleashed capital for scaling or 

succumb to transitional squeezes that amplify sector vulnerabilities. 

 

7. GST STRUCTURE AND INPUT TAX CREDIT MECHANISM 

GST 2.0 represents a streamlined evolution of India's indirect tax framework, launched on 

September 22, 2025, following the 56th GST Council meeting, where the multi-tier slab 
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system of 0%, 5%, 12%, 18%, and 28%—plus cesses—was radically simplified into a 

cleaner structure dominated by a 5% merit rate for essentials like unpacked foods, basic 

medicines, and daily necessities to shield low-income households from price shocks, an 18% 

standard rate enveloping the vast majority of consumer goods, household durables, 

electronics, and services to balance revenue needs with affordability, and a punitive 40% 

demerit rate targeted at sin and luxury items such as tobacco products, aerated drinks, high-

end vehicles, yachts, and private jets to curb excess consumption while safeguarding fiscal 

inflows. This rationalisation collapsed nearly 99% of the old 12% slab items into the 5% band 

and 90% of 28% slab goods into 18%, eliminating thousands of classification disputes that 

once snarled courts and compliance teams, while exempting critical areas like health and life 

insurance premiums to ease household burdens and correct inverted duty structures where 

inputs carried higher taxes than outputs, all governed by the federal GST Council comprising 

the Union Finance Minister and state counterparts for consensus-driven tweaks. Intra-state 

supplies bifurcate into Central GST and State GST at matching rates, ensuring revenue splits 

between Delhi and states, whereas Integrated GST handles seamless inter-state flows by 

pooling funds for destination-based apportionment via consumption data, fostering a true 

"One Nation, One Tax" ethos that minimises border frictions and logistics overlays which 

pre-GST choked supply chains with cascading levies like VAT, excise, and service tax. 

 

At the core of this structure pulses the Input Tax Credit mechanism, a value-addition 

safeguard that levies GST solely on the incremental worth created at each supply stage—

manufacturer to wholesaler, wholesaler to retailer, retailer to consumer—by letting registered 

businesses deduct taxes paid on eligible inputs like raw materials, machinery, utilities, 

freight, and even software subscriptions directly from their output tax collected from buyers, 

preventing the tax-on-tax spiral that inflated costs under the old regime and turning GST 

into a pass-through expense rather than a profit eater. Credits materialise upon receipt of 

compliant tax invoices with mandatory HSN codes, GSTIN details, and dynamic QR embeds, 

auto-populating into the buyer's GSTR-2B statement for provisional use, but solidify only 

after the supplier validates via GSTR-1 uploads, with real-time matching on the GST 

Network portal flagging mismatches that trigger suspensions or reversals if unresolved within 

grace periods, compelling an ecosystem of mutual accountability where a vendor's lapse 

ripples into the buyer's liquidity. For partial business use, like office buildings serving exempt 

and taxable supplies, ITC prorates strictly by turnover ratios, while blocked categories under 

Section 17—motor cars beyond transport resale, employee canteen food unless output-linked, 
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or personal works of art—demand outright cash outflows sans offsets, nudging efficiency, yet 

GST 2.0 expands eligibility for modern inputs like cloud hosting and R&D collaborations 

previously contested. 

 

8. CONCLUSION 

In wrapping up the exploration of GST 2.0's profound influence on business working capital, 

it becomes evident that this reformed tax architecture serves as both a powerful liberator 

and a discerning disciplinarian, fundamentally recalibrating how enterprises across India's 

diverse economic tapestry manage their day-to-day liquidity in ways that ripple through 

every layer of operations from procurement to cash conversion. The shift to a leaner slab 

structure—dominated by 5% essentials and 18% standard rates—coupled with turbocharged 

input tax credit flows via real-time digital matching and expedited refunds, has empirically 

unlocked billions in trapped funds, shortening inventory cycles by 20-40% for compliant giants 

in manufacturing and FMCG while empowering exporters to slash borrowing dependencies 

through zero-rated efficiencies that once bled cash over months of delays. Yet this 

transformation demands adaptation; MSMEs and traditional retailers, as studies from Pune 

clusters to northern trading hubs reveal, grapple with transitional compliance squeezes where 

supplier mismatches inflate capital needs by double digits, underscoring that GST 2.0 

rewards those embedding tax tech into ERPs and vendor vetting with leaner balance sheets 

and agile scaling, but penalises laggards with volatile quick ratios and strained lender ties. 

 

The interplay of structure and mechanism—where ITC chains enforce mutual accountability, 

rate rationalisation curbs classification chaos, and risk-based audits prioritise high-impact 

scrutiny—positions working capital not as a static buffer but a dynamic lever, amplified by 

sector nuances like e-commerce's fulfillment accelerations contrasting automotive's inverted 

duty drags, all pointing to a net positive where optimised firms redeploy freed liquidity into 

innovation, market grabs, and resilience against shocks. Empirical lenses from panel 

regressions and CFO surveys affirm this dual-edged promise: short-term pain from upfront 

outflows and reconciliation rigour gives way to long-term gains in predictable cash flows, 

predictable margins, and competitive moats built on efficiency rather than tax arbitrage. 

Ultimately, GST 2.0 elevates working capital management from a back-office chore to a 

strategic imperative, urging businesses to harmonise operations, compliance, and financing 

in a unified rhythm that turns taxation from a drag into a catalyst for enduring financial vitality 

and growth momentum 
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