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Abstract With the objective to facilitate growth and technical progress, the developing countries have adopted a policy 

of providing tax incentives to various industries. These tax incentives reduces tax burden, increases profits and 

investments, and help companies in judicious allocation of resources. Incentives also ensure an optimum use of 

resources so as to contribute towards corporate as well as industrial growth. Even the economic policies framed in the 

last few decades have also recognized the significant role played by tax incentives in the economic system. The present 

study aims to find out the role of tax incentives on the growth of five industries,viz.,Cement, Electrical, Paper, Chemical 

and Engineering Industries with the help of diagram, linear regression analysis, t-test and R
2
.The present study covers 

a period of 10 years with effect from financial years 2006-2007 to financial years 2015-2016. For each of these 

industries, Corporate Tax Incentive was selected as independent variable and Profit after Tax and Capital Employed 

were selected as dependent variables. The data was collected, for the period under review, from CMIE PROWESS 

database. This study aims to find out whether corporate tax incentives promote or hinder industrial growth. The rising 

trends in the values of dependent variables were indicative of growth. The linear regression analysis established 

relationship between corporate tax incentives and the selected dependent variables. The results of t-test indicate thatthe 

corporate tax incentive had significant impact on the growth of the dependent variables. The high values of R
2
 indicate 

that there is positive effect of corporate tax incentive on the growth of the dependent variables. The significant and 

positive growth of the dependent variables has led the industrial growth in India. Hence tax incentives favorably 

affected industrial growth in India. A data analysis of industry wise classification of companies according to size also 

substantiates the findings of the present study.  

Keywords: Tax Burden, Tax Incentives, Profit After Tax, Capital Employed, Linear Regression Analysis, Corporate 

Growth, Industrial Growth. 

 

INTRODUCTION 

Corporate sector is recognized as the pillar of industrial 

sector because of its huge business prospects and 

availability of wide variety of commodities, ample 

sources of revenue. Since taxation is regarded as an 

ingredient of economic planning as well as policy 

making, corporate tax incidence is used as a fiscal 

instrument to facilitate industrial growth. This incidence 

influences the inflow and out flow of cash, corporate 

savings, form and magnitude of capital in the business. 

Capital structure decisions are also influenced by tax 

incidence. Here corporate tax incidence refers to tax 

liability of company after availing tax incentives.  

Government has taken fiscal measures in this respect to 

enhance investments substantially in various industrial 

sectors. Tax incentives provided to companies reduce 

their tax burden, provide internal resources for meeting 

their financial requirements and motivate them for capital 

formation as well as expansion of business. This will 

further boost the growth of industries and generate 

employment potential for labor force. A number of 

corporate tax incentives are available to different 

industries which they can claim from its investments or 

expenditures. The list of corporate tax incentives under 

Income Tax Act 1961 includes the following: 

i. Section 32 and 32AC for Depreciation Allowanceand 

Investment allowance respectively 

ii. “Section –35, 35A, 35AB, 35ABA, 35ABB, 

35AC, 35AD, 35B, 35C, 35CC, 35CCA, 35CCB, 35CCC, 

35CCD, 35D, 35DD, 35DDA, and 35Efor Expenditure on 

scientific research, patent rights or copyrights, know-how, 

spectrum for telecommunication services, 

operate telecommunication services, eligible projects or 
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schemes, specified business, Export markets development 

allowance, Agricultural development allowance, Rural 

development allowance, carrying out rural development 

programmes,  conservation of natural resources, 

agricultural extension project, skill development project, 

preliminary expenses, amalgamation or demerger, 

voluntary retirement scheme and prospecting 

certain minerals respectively.”1 

iii. Section 36 (1)(ix): Family Planning Expenditure 

iv. “Deduction to corporate houses  Under Sections- 80GGB, 

80HH, 80HHA, 80HHB, 80HHBA, 80HHC, 80HHD, 

80HHE, 80HHF, 80-I, 80-IA, 80-IAB, 80-IAC, 80-IB, 80-

IBA, 80-IC, 80-ID, 80-IE, 80-J, 80JJ, and 80JJA for setting 

up new industries (in backward area, special economic zone 

or notified areas), acquiring Knowhow, Patents and copy 

rights, income in foreign currency, contributions to some 

organisations,  Bio-degradable Waste, etc.”2 

 

OBJECTIVE 

The Corporate tax incentives are likely to affect the 

profitability of companies. The Government 

examinescorporate tax incentives provided to various 

companies and industries periodically on the basis of their 

nature and effectiveness. The government also decides 

about the period for which these incentives should be 

given.The objective of this study is to know 

i. the relationship between corporate tax incentives and the 

selected dependent variables  

ii. find outthe effect of corporate tax incentives on the Profit 

After Tax and Capital Employed of selected companiesand 

thereby industrial growth of the country.  

 

LITERATURE REVIEW 

A review of literature reveals a significant contribution of 

the following scholars: 

i. Rao (1980) studied Indian corporate tax system and 

concluded that the rates of corporate tax in India were 

highest and negatively affecting the industrial growth of the 

companies.  

ii. Lall (1983) studied the tax savings out of corporate tax 

incentives given to various companies and industries. 

Lallfound that large companies were gettingsignificant tax 

incentives apart from the new companies. 

iii. MajiMadan Mohan (1991) studied the impact of Income 

Tax on corporate growth in India. 

iv. Sarkar (2004) studied various aspects of corporate tax 

incentives in India. He compared the corporate tax 

incentives in India with U.K. and USA and observed that 

corporate tax incentivesboost savings and capital formation. 

v. JeyaSheela J. (2010) examined the growth of corporate tax 

revenues in India and found that revenue from corporate 

taxes increased in all the states of the country. 

vi.  

                                                            
1https://www.incometaxindia.gov.in 
2https://www.incometaxindia.gov.in 

RESEARCH METHODOLOGY 

Thepresent study covers a period of 10 years from financial 

year 2006-2007 to 2015-16. A sample of 205 companies in 

Cement, Electrical, Paper, Chemical and Engineering 

Industries were selected. The study considered corporate 

tax incentives as the independent variable.The study 

considered Profit After Tax (PAT) and Capital Employed 

(CE) as the dependent variables affectingindustrial growth 

in India. The data of each of the selected variables for the 

period under study were compiled and analyzed to know 

their trend. The linear regression analysis technique was 

used to find out the relationship between the dependent and 

independent variables leading to industrial growth. The 

selected companieswere categorized on the basis of their 

size in terms of fixed assets as Large, Medium and Smallto 

know the impact of corporate tax incentives on the 

industrial growth.The distribution of selected companies 

among large medium and small sized companies of 

different industries is given below:  

Table-1: Total number of companies. 

Industry Large Medium Small No. of 

companies 

Cement 11 04 05 20 

Electrical 15 10 15 40 

Paper 06 07 07 20 

Chemical 26 28 30 84 

Engineering 12 12 17 41 

Total 

companies 

70 61 74 205 

 

A. Large:   Total investment of a companyin Fixed 

Assets Rs.2500Crores and above. 

B.Medium: Total investment of a companyin Fixed 

Assets Rs.1000Crores- to Rs.2500Crores.                                  

C.Small:  Total investment of a companyin Fixed 

Assets Rs.100Crores - to Rs.2500Crores. 

 

Variables: 

a. PAT  : Profits AfterTax refers to profit after deduction of 

direct taxes. 

b. CE: Capital Employed refers to total equity capital, 

reserve fund and Long-Term borrowings. 

Hypothesis:  

 

H01: Corporate tax incentiveshave no significanteffect on 

the growth of PAT. 

Ha1: Corporate tax incentiveshave significant effect on 

the growth of PAT. 

H02: Corporate tax incentives have no significant effect 

on the growth of Capital Employed. 

Ha2: Corporate tax incentives have significant effect on 

the growth of Capital Employed. 

  

Source of Data: In this study,the data of 205 listed 

companies offive selected industrieshave been compiled 

from updated data published by CMIE,Mumbai. 
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1.RESULTS AND DISCUSSION: 

The analysis of data of total 205companies of the five 

selected industries in India for the financial year 2006-2007 

to 2015-16were divided into following three headings: 

i. Analysis of Growth of selected variables 

ii. Regression Analysis of the selected companies 

iii. SizeWise Analysis of selected companies 

 

1.1. Analysis of Growthof Selected Variables: 

The growth of variables (Profits after Tax andCapital 

Employed) under the study for the companies in five 

selected industries (Cement, Electrical, Paper, Chemical 

and Engineering) from 2006-2007 to 2015-16 are presented 

in Table-2 and Figure-1. It is evident from the Table-2 that 

there has been an increase in profit after tax during the 

period under study except the year 2009-10. It was 

Rs.2167Millionsin 2006-2007 which increased to Rs.5150 

Millions in the year 2015-2016thereby indicating growth of 

profits available after tax during the period under study. 

Capital employed also reveals a substantial increase from 

Rs.13946 Millions in 2006-2007 to Rs.44805 Millions in 

2015-16. In the light of these results it is concluded that tax 

incentives given to all the 205 companies prove to be 

significant for both the variables influencing growth of the 

industries under study.  

Table-2:   Growth of Variables (Rs. Millions) 

Financial Year Profit After Tax Capital Employed 

2006-07 2167 13946 

2007-08 2895 16590 

2008-09 3254 20080 

2009-10 3051 23759 

2010-11 4080 26574 

2011-12 4260 30337 

2012-13 4701 35705 

2013-14 4960 39307 

2014-15 5112 43362 

2015-16 5150 44805 

 

The Figure-1 reveals the trend of variables (Profit after Tax 

and Capital Employed) under consideration for total 205 

companies taken together for the period under study. 

During the financial years 2006-2007 to 2015-16 the values 

both the variables have shown a favourable movement 

(except for profit after tax in 2009-10). The industries have 

positively responded to rising tax incentives leading to 

favourable movement of variables under study. The 

positive movement of profitability and various parts of 

capital employed are leading to the growth of companies 

belonging to all the five selected industries.This trend is 

noteworthy as it has led to the growth of Industrial Sector 

in India. 

 

Figure 1: Growth of Variables (PAT and CE) during the Financial Year (2006-2007 to 2015-16) in respect of all the 205 

Companies. 
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1.2. Regression Analysis:  

The Regression Analysis exhibits the effect of corporate tax 

incentives on the dependent variables of 205 selected 

companies over the period of 10 years.It is observed from 

the Table-3 that during the financial years 2006-2007 to 

2015-16, the variables (profit after tax (PAT) and capital 

employed (CE))have shown favourable movements as 

revealed by their respective Regression Co-efficient (b) 

1.020 and 11.155. The corresponding t values of these 

variables at five per cent level of significance are2.248* 

and 6.391*respectively thereby rejecting both the null 

hypothesis (H01 and H02) and accepting alternate 

hypothesis (Ha1 and Ha2). Therefore, the hypothesis that 

independent variable tax incentives positively affected the 

dependent variables PAT and CE is accepted.The R2 values 

of dependent variables also indicate a strong relationship 

between tax incentives and PAT & CE.The overall 

resultconcludes that corporate tax incentives positively 

affected industrial growth. 

Table 3: Regression Analysis: Effect of corporate tax incentives on the dependent variables of all the 205 selected 

companies over the period of 10 years 

 Dependent Variables 

Values of PAT CE 

Regression Co-efficient b 1.020 11.155 

Standard Error (0.453) (1.745) 

t 2.248* 6.391* 

R
2 

0.38 0.83 

Note:  *indicates significant at 5% level 

1.3. Size Wise Analysis: 

In this part all the 205 companies of five sample industries 

are grouped into 70 large, 61 medium and 74 small sized 

companies. Theregression analysis of size wise grouping of 

industries is given below: 

1.3.1. Large Size(70 Companies): 

It is observed from the Table-4 that during the financial 

years 2006-2007 to 2015-16, the variables (profit after tax 

(PAT) and capital employed (CE))have shown favourable 

movements as revealed by their respective Regression Co-

efficient (b) 0.964and 11.180. The corresponding t values 

of these variables at five per cent level of significance 

are2.389* and 6.111* respectively thereby rejecting both 

the null hypothesis (H01 and H02) and accepting alternate 

hypothesis (Ha1 and Ha2). Therefore, the hypothesis that 

independent variable tax incentives positively affected the 

dependent variables PAT and CE is accepted.The R2 values 

of dependent variables also indicate a strong relationship 

between tax incentives and PAT & CE.The results 

highlighted that tax incentives have a favourable impact on 

these variables signifying positive industrial growth.  

 

Table-4: Regression Analysis: Large Size 70 Companies 

 Dependent Variables 

Values of PAT CE 

Regression Co-efficient b 0.964 11.180 

Standard Error (0.484) (1.829) 

t 2.389* 6.111* 

R
2 

0.33 0.82 

Note: *indicates significant at 5% level 

1.3.2. Medium Size(61 Companies): 

It is observed from the Table-5 that during the financial 

years 2006-2007 to 2015-16, the variables (profit after tax 

(PAT) and capital employed (CE))have shown favourable 

movements as revealed by their respective Regression Co-

efficient (b) 1.759 and 12.030. The corresponding t values 

of these variables at five per cent level of significance 

are4.518* and 10.570* respectively thereby rejecting both 

the null hypothesis (H01 and H02) and accepting alternate 

hypothesis (Ha1 and Ha2). Therefore, the hypothesis that 

independent variable tax incentives positively affected the 

dependent variables PAT and CE is accepted.The R2 values 

of dependent variables also indicate a strong relationship 

between tax incentives and PAT & CE.The results 

highlighted that tax incentives have a favourable impact on 

these variables signifying positive industrial growth.  

 

Table-5: Regression Analysis: Medium Sized 61 Companies. 

 Dependent Variables 

Values of PAT CE 

Regression Co-efficient b 1.759 12.030 

Standard Error (0.389) (1.138) 

T 4.518* 10.570* 

R
2 

0.71 0.93 

Note:  *indicates significant at 5% level 
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1.3.3. Small Size(74 Companies): 

It is observed from the Table-6 that during the financial 

years 2006-2007 to 2015-16, the variables (profit after tax 

(PAT) and capital employed (CE))have shown favourable 

movements as revealed by their respective Regression Co-

efficient (b) 1.668 and 10.620. The corresponding t values 

of these variables at five per cent level of significance 

are3.535* and 7.751* respectively thereby rejecting both 

the null hypothesis (H01 and H02) and accepting alternate 

hypothesis (Ha1 and Ha2). Therefore, the hypothesis that 

independent variable tax incentives positively affected the 

dependent variables PAT and CE is accepted.The R2 values 

of dependent variables also indicate a strong relationship 

between tax incentives and PAT & CE.The results 

highlighted that tax incentives have a favourable impact on 

these variables signifying positive industrial growth.  

Table-6: Regression Analysis: Small Sized 74 Companies 

 Dependent Variables 

Values of PAT CE 

Regression Co-efficient b 1.668 10.620 

Standard Error (0.472) (1.371) 

T 3.535* 7.751* 

R
2 

0.61 0.88 

Note:  *indicates significant at 5%level 

 

2. Comparative Study of Regression Results 

A comparative study of effect of corporate tax incentives 

on dependent variables for cement, electrical, paper, 

chemical and engineering industry has been shown in the 

following tables. Only the t values are exhibited in the 

following tables. 

2.1. Regression Results of Large Size Companies: 

It is observed from the Table-7 that t values of Capital 

Employed of all the five industries of Large Size 

Companies are significant at 5% level. Further the t values 

of Profit after Tax of all the industries except Cement and 

Electrical industries of Large Size Companies are 

significant at 5% level. Therefore, it can be established that 

tax incentives significantly affectedProfit after Tax and 

Capital Employed of large size companies. Hence tax 

considerations are instrumental to the growth of all the 

large size companies. However where profit after tax is not 

significantly influenced by tax incentives, the impact of 

non-tax considerations cannot be altogether ignored.  

 

Table-7: Industry wise t value of Large Size Companies 

Industries PAT CE 

Cement Industry 
0.639 7.678* 

Electrical Industry 
0.130 6.302* 

Paper Industry 
5.794* 12.834* 

Chemical Industry 
2.462* 5.779* 

Engineering Industry 
3.373* 8.080* 

Note: * asterisk marked values are significant at 5 % level. 

 

2.2. Regression Results of Medium Size Companies: 

It is observed from the Table-8 that t values of Capital 

Employed of all the five industries of Medium Size 

Companies are significant at 5% level. Further the t values 

of Profit after Tax of all the industries except Cement 

industry of Medium Size Companies are significant at 5% 

level. Therefore, it can be established that tax incentives 

significantly affected Profit after Tax and Capital 

Employed of Medium size companies. Hence tax 

considerations are instrumental to the growth of all the 

Medium size companies. However where profit after tax is 

not significantly influenced by tax incentives, the impact of 

non-tax considerations cannot be altogether ignored.  

Table-8: Industry wise t value of Medium Size Companies 

Industries PAT CE 

Cement Industry 0.450 2.734* 

Electrical Industry 
3.122* 7.479* 

Paper Industry 
2.163* 6.695* 

Chemical Industry 
4.281* 7.496* 

Engineering Industry 3.699* 3.699* 

Note: * asterisk marked values are significant at 5 % level. 

6.3. Regression Results of Small Size Companies: 
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It is observed from the Table-9 that t values of Capital 

Employed of all the industries except Cement Industry of 

Small Size Companies are significant at 5% level. Further 

the t values of Profit after Tax of all the industries except 

Cement and Electrical industries of Small Size Companies 

are significant at 5% level. Therefore, it can be established 

that tax incentives significantly affected Profit after Tax 

and Capital Employed of Small size companies. Hence tax 

considerations are instrumental to the growth of all the 

Small size companies. However where profit after tax and 

Capital Employed are not significantly influenced by tax 

incentives, the impact of non-tax considerations cannot be 

altogether ignored.  

Table-9: Industry wise t value of Small Size Companies 

Industries PAT CE 

Cement Industry 0.436 1.275 

Electrical Industry 1.747 3.512* 

Paper Industry 3.178* 6.450* 

Chemical Industry 4.475* 8.880* 

Engineering Industry 3.597* 3.854* 

Note: * asterisk marked values are significant at 5 % level. 

 

CONCLUSION 

The results of the studyreveal that corporate tax incentives 

were significantly affecting the growth of variables of all 

the five industries namely cement industry, electrical 

industry, paper industry, chemical industry and engineering 

industry. When tax incentives are provided to industries it 

ultimately results in net benefit accruing to companies. It 

adds to their resources, investments, capital structure and 

reserves. The regression results of total 205 companies 

under study indicate noteworthy positive changes in profit 

after tax (PAT) and capital employed (CE) which 

ultimately reflected in industrial growth. This in itself 

explains that tax considerations are important ingredient for 

industrial growth. Hence corporate tax incentives do prove 

to be significant at five percent level for each of the 

variable affecting industrial growth. Although the impact of 

non-tax considerations cannot be totally overlooked.The 

findings of this study are based only on independent 

variable tax incentives and dependent variables profit after 

tax (PAT) and capital employed (CE). 
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