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General Studies-3; Topics Covered: Indian Economy and issues relating to planning, 
mobilization of resources, growth, development and employment. 

Corporate Tax Rate Cut 

1) Introduction 

• Recently Finance Minister Nirmala Sitharaman announced a big reduction in income tax rate for 
corporates. 

• The government has slashed basic corporate tax rate to 22% from 30% while for new 
manufacturing companies it has been cut down to 15% from 25%. 

• The government has forgone Rs 1.45 lakh crore in tax revenues as a result. 

2) Key Details 

• Now different rates of tax apply to corporates and non-corporates. 

• Within corporates, there is different rates for companies availing tax incentives (within that, 
different rates for different turnovers) and for companies not availing tax incentives and that are 
not into manufacturing. 

• For newly set up companies engaged in manufacturing, there is separate tax. 

3) Reasons for rate cut 

• Slowing economy, weakening consumption, rural distress and high unemployment. 

• The current fiscal-down to 5 per cent from over 8 per cent a year ago. 

• The slowdown is visible in many sectors, such as automotive, real estate and FMCG. 

• The profits of Indian companies fell for the first time in six quarters in the three months ended 
March 31. 

4) Positive Impact 

• The cut in tax rates would boost business and investor sentiment and confidence. 

• It will make India’s corporate tax rate competitive with that of Asian neighbours. 

• It will boost corporate incomes. 

• Crisil estimates that around 1,000 companies would save nearly Rs 37,000 crore annually from the 
tax cut. 

• India will become more globally competitive, inducing more domestic and foreign investment and 
boosting exports. 

• Markets responded with a huge surge in stock prices. 

• The new tax rate will boost dividends and, hence, boost the Government's collections of dividend 
distribution tax (DDT) and income tax. 

• Public sector enterprises and government-owned banks may register stronger profits, and likely 
pass on higher-than-budgeted dividend to the Centre. 

• Companies could pump the excess cash back into their businesses, adding employees, going in for 
expansions, building new facilities and so on. 

• There would also be higher foreign inflows into equities and outflows from the debt segment. 

5) Criticism 

• Cut in corporation tax rate for was a supply-side measure, whereas the problem was in demand. 

• The Rs 1.45 lakh crore cost to the exchequer amounts to 0.7 per cent of GDP, while the GDP gain as 
a result will be just 0.2 per cent. 

http://www.insightsonindia.com/
http://www.insightsias.com/


                              Insights Mindmaps 
 

www.insightsonindia.com  Page 2                                                      www.insightsias.com  

• The central government's fiscal deficit will rise from the budgeted 3.3 per cent of GDP to 3.7 per 
cent of GDP — a massive 40-basis-point increase. 

• For states, it would reduce the funds devolved from the Centre. 

• Stressed companies are likely to encash the tax cut and are unlikely to pass the benefits on to 
consumers. 

• Demand conditions are unlikely to see a significant pick-up anytime soon as the income and 
employment scenario remains grim. 

• A shortfall of Rs 1 trillion in collection of direct tax and goods and services tax (GST) vis-a-vis the 
Budget estimate would dent the Centre’s finances. 

6) Way Forward 

• What the government has done so far addresses only the supply side. Now, the demand side has to 
be addressed. 

• That would require interventions that put more money in consumers' hands, through tax cuts and 
the creation of more jobs. 

• Need for uniformity and stability in tax rates. 

• Need to focus on improving the climate for investment. 

• Making corporate tax competitive must be applied to income tax too. 

• Along with cutting corporate tax, the Government should look at making land, labour, railway 
freight rates & electricity as cheap in India as in neighbouring Asian competitors. 
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