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T H E M E

Proposals Relating to the Capital Market
Economic Scenario 
– Present Status 

As the capital mar-
ket is going up on 
the theory of ‘India 

Growth Story’, it is neces-
sary to understand the over-
all economic scenario of the 
country. At the time of the 
presentation of the current 
budget, the overall economic 
scenario particularly that af-

fecting the capital market 
has been as under:-
(a) GDP Growth: The 

growth of GDP during 
the current year 2005-
06 is expected at 8.1 per 
cent. The growth rates in 
the preceding two years 
have been 7.5 per cent 
and 8.5per cent. 

(b) Industry Sector: The rate 
of growth of the indus-
trial sector during Apr-
Dec 2005 has been at 
7.8 per cent compared to 
a growth of 8.6 per cent 
in the preceding cor-
responding period. The 
overall growth has been 
impressive, though this 
decline in the growth rate 
was mainly due to under-
performance of the min-
ing and electricity sec-
tors. 

(c) Agriculture Sector: In spite 
of the late arrival of the 

south-west monsoon, 
the overall rainfall for the 
country has been near to 
normal at 99 per cent of 
LPA (Long Period Av-
erage). However, the un-
even distribution resulted 
in north-east India being 
the worst affected region. 
Rainfall was above nor-
mal in Central India and 
the Southern peninsula. 

The food grain produc-
tion for the current year 
2005-06 estimated by the 
Ministry of Agriculture 
for Kharif production is 
105.3 MT, up by 2 MT 
from the previous year 
level. The production of 
Rabi food grains is es-
timated at around last 
year’s level of 101.3 MT. 

(d) Infrastructure Sector: The 
‘India Growth Story’ 
cannot take shape in the 
long run with a poor 
infrastructure. During 
the first nine months of 
the current year 2005-
06 (Apr-Dec 2005), the 
overall index of six core 
industries having a direct 
bearing on infrastructure, 
registered a growth of 4.5 
per cent, which was lower 
as compared to 6.4 per 
cent in the corresponding 
period last year. 

The year gone by i.e. 2005-06 has been a cheerful year 
for the Indian Capital Market. The much publicised Sensex 
has gone up by 3651 points i.e. from 6714 on 28/02/2005 to 
10365 on 28/02/2006; an increase of approx 54per cent. This 
phenomenal growth has mainly been a function of FII-pour-
ing investment and their faith in the ‘India Growth Story’. 
Since the market has already been on the rise, the market 
men were not expecting much from the Budget and were only 
praying for no-negatives in the Budget to spoil the party. 

 The infrastructure sector 
is a capital-intensive and 
a low-return sector with a 
very long gestation period 
and hence needs higher 
efforts of the Govern-
ment in the form of ‘Pub-
lic Private Partnership’ 
(PPP). 

(e) International Trade: The 
exports have grown by 
21.9 per cent during 
the first half of the F. Y. 
2005-06 (Apr-Sep 2005) 
as against 29.5 per cent in 
the corresponding period 
last year. The imports 
during the same period 
have gone by 48.4 per 
cent as against 38.3 per 
cent. 

(f ) Inflation: Inflation, in 
most parts of the world 
showed a rising tendency 
on account of rising global 
crude oil prices. However, 
in India the rate of infla-
tion declined from 5.7 
per cent on 02/04/2005 
to a low of 3.3 per cent 
on 27/08/2005. The av-
erage of inflation during 
the last one year has been 
hovering between 4-5 per 
cent. 

(g) Capital Market: There 
are about 2500-3000 
listed companies, which 
are actively traded in the 
market with market capi-
talization of around Rs. 
25 lakhs crores. In 2005, 
Rs. 30,325 crores were 
raised by 109 companies 
through public issues out 
of which Rs. 9918 crores 
were raised by 55 compa-
nies through IPOs. The 
function as well as regu-
lation of the market has 
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been world-class. 
The prime mover of the 

market has been Foreign In-
stitutional Investors (FIIs). 
In December 2005 the num-
ber of FIIs stood at 823 and 
the number of sub-accounts 
stood at 2273.The net in-
vestment made by FIIs in 
2005 was for Rs. 47,182 
crores as against Rs. 38,965 
crores in 2004. The number 
of depository accounts with 
NSDL and CDSL numbered 
85 lakhs as of 2005. 

Mutual Funds had 
about Rs. 2,00,000 crores’ 
funds under management 
as on 31/12/2005 as against 
Rs. 1,50,000 crores as on 
31/12/2004. More than 3/4th 
of such funds were meant for 
capital market investment as 
against about 60 per cent last 
year. 

To sum-up, the growth 
of capital market during the 
last one year has been dis-
proportionately higher than 
the growth of the overall 
economy. 

Highlights of major pro-
posals having a bearing on 
Capital Market
(a) Direct Tax Proposals – In-
come Tax:
(i) No hike in the normal 

income tax rates and no 
introduction of any new 
tax. 

(ii) Hike in the MAT rate 
from 7.50 per cent to 10 
per cent. The hike in the 
effective rate would be 
more i.e. from the pres-
ent 8.415 per cent to the 
proposed 11.22 per cent 
(2.805 per cent). 

(iii) Hike in the rates of STT 
by 25 per cent across the 
board. 

(iv) Extension in the termi-
nal date for infrastructure 
and power sector projects 
u/s 80-IA.

(v) Removal of exemption u/
s 10(23G) being exemp-
tion on interest/ dividend 
income to the financer of 
approved infrastructure 
projects. 

(vi) Inclusion of bank FDRs 
for 5 yrs or more in Sec 
80 C. 

(vii) Adoption of SEBI defini-
tion of Open-Ended-Eq-
uity-Oriented Schemes of 
Mutual Funds in the In-
come-Tax Act and treat-
ment of Open-Ended 
as well as Close-Ended 
Equity Oriented schemes 
at par for the purpose of 
dividend distribution tax. 

(viii) Continuation of Fringe 
Benefit Tax (FBT) with 
certain relaxations and 
Banking Cash Transac-
tion Tax (BCTT). 

(b) Indirect-Tax Proposals - 
Customs:
(i) Reduction in the peak 

rate for non-agricultural 
products from 15 per cent 
to 12.50 per cent. 

(ii) Reduction in the custom 
duty on alloy steel as well 
as primary and secondary 
non-ferrous metal from 10 
per cent to 7.50 per cent. 

(iii) Re-imposition of import 
duty on steel melting 
scrap @ 5 per cent from 0 
per cent at present. 

(iv) Reduction in duty on 
mineral products from 
15 per cent to 5 per cent 
with a few exceptions. 

(v) Reduction in the duty 
on ores and concentrates 
from 5 per cent to 2 per 
cent. 

(vi) Reduction in the duty 
on materials required for 
manufacture of refrac-
tory from 10 per cent and 
above 7.50 per cent. 

(vii) Reduction in duty on 
basic inorganic chemical 
from 15 per cent to 10 per 

cent and on basic cyclic 
and acrylic hydrocarbons 
and their derivatives to 
5 per cent. Reduction in 
duty on catalysts from 10 
per cent to 7.50 per cent. 

(viii) Reduction in duty on ma-
jor bulk plastics like PVC, 
LDPE and PP from 10 
per cent to 5 per cent. 
Simultaneously, the duty 
on naptha for plastics will 
be reduced to NIL. Re-
duction in the duty on 
styrene, EDC and VCM 
that are raw material for 
plastics to 2 per cent. 

(ix) Reduction in the custom 
duty on 10 anti-AIDS 
and 14 anti-Cancer drugs 
to 5 per cent. Reduction 
in duty on certain life sav-
ing drugs, kits and equip-
ments from 15 per cent to 
5 per cent. These drugs 
will also be exempt from 
excise duty and Counter 
Vailing Duty (CVD).

(x) Reduction in duty on 
packaging machines from 
15 per cent to 5 per cent. 

(xi) Extension of the conces-
sion project rate of 10 per 
cent to pipe line projects 
for transportation of nat-
ural gas, crude petroleum 
and petroleum products. 

(xii) Imposition of CVD of 4 
per cent on all imports 
with a few exceptions 
to compensate for State 
level taxes. Full credit of 
this duty will be allowed 
to manufacturers of excis-
able goods. 

(xiii) Increase in the custom 
duty on vanaspati to 80 
per cent, being the same 
rate, which is applicable 
to crude palm oil. 

(xiv) The Duty rates on clear-
ances by EOUs to the 
DTA have been adjusted 
at 25 per cent of basic 
custom duty plus excise 
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duty on like goods. This 
will give the EOU a tariff 
advantage as in most cas-
es it will be at par with a 
DTA unit. This measure 
provides a level-playing 
field to DTA units with 
EOUs. 

(c) Indirect Tax Proposals – Cus-
toms and Excise Duty: 
(i) Reduction in the import 

duty on all man-made 
fiber and yarn from 15 
per cent to 10 per cent. 
Consequently, the import 
duty on raw material such 
as DMT, PTA and MEG 
will also be reduced from 
15 per cent to 10 per cent. 
The import duty on para-
xylene is proposed to be 
reduced to 2 per cent. 

(ii) Reduction in the excise 
duty on all man-made 
fiber yarn and filament 
yarn from 16 per cent to 
8 per cent. 

(iii) Reduction in the excise 
duty on small cars from 
24 per cent to 16 per cent. 

(iv) Imposition of 8 per cent 
excise duty on packaged 
software sold over the 
counter. However, cus-
tomized software and 
software packages down-
loaded from the Internet 
will be exempt from this 
duty. 

Exemption from excise 
duty on DVD Drives, Flash 
Drives and Combo Drives. 
(v) Full exemption from ex-

cise duty on condensed 
milk, ice cream, prepara-
tions of meat, fish and 
poultry, pectins, pasta and 
yeast. Excise duty on ready 
to eat packaged foods and 
instant food mixes like 
dosa and idli mixes will be 
reduced from 16 per cent 
to 8 per cent. 

(vi) Exemption from excise 
duty on two vegetable 

tanning extracts namely 
Quebracho and Chestnut. 
Footwear carrying a retail 
sale price up to Rs. 750/- 
will attract excise duty @ 
8per cent from the earlier 
16 per cent. 

(vii) Applicability of conces-
sional rate of 8 per cent 
on all LPG stoves of val-
ue exceeding Rs.2000.  

(viii) Reduction in the excise 
duty on Compact Floro-
cent Lamps (CFL) from 
16 per cent to 8 per cent. 

(ix) Reduction in excise duty 
on specified printing, 
writing and packing pa-
per from 16 per cent to 
12 per cent. 

(x) Increase in the cess from 
Rs. 1,800/- PMT to Rs. 
2,500/- PMT on domes-
tically produced petro-
leum crude. This will not 
have any impact on retail 
price of petroleum prod-
uct as the increase will be 
absorbed by the oil pro-
ducing companies. 

(xi) Increase in the excise duty 
on cigarettes by about 5 
per cent. 

(d) Indirect Tax Proposals - Ser-
vice Tax: 
(i) The rate has been hiked 

from the present 10 per 
cent to 12 per cent - ef-
fective rate would be from 
10.20 per cent to 12.24 
per cent. 

(ii) Inclusion of 15 more ser-
vices for the purposes of 
service tax, which include 
Registrar to an issue & 
Share Transfer Agent 
also.

(iii) Expansion in the cover-
age of some of the exist-
ing services. 

(iv) In case of leasing and hire 
purchase industry abate-
ment has been granted in 
respect of interest in the 
element installment in 

calculating the value of 
service. 

(e) Other Proposals: 
(i) Public Sector Enterprises 

(PSEs): There is an in-
vestment plan of Rs. 
1,22,757 crores in 2006-
07. The Government will 
provide equity support 
of Rs. 16,901 crores and 
loans of Rs. 2,789 crores 
to the Central PSEs in-
cluding railways. 

(ii) Textile industry: The al-
location from the Gov-
ernment to the Technol-
ogy Upgradation Fund 
(TUF) Scheme has been 
enhanced from Rs. 435 
crores to Rs. 535 crores 
next year. The Budget 
also proposes to provide 
Rs. 189 crores for the In-
tergraded Textile Parks 
Scheme. 

(iii) Food Processing Indus-
try:  The industry will be 
treated as a priority sector 
for bank credit. NAB-
ARD will create a corpus 
of Rs. 1000 crore for refi-
nancing of such loans. 

(iv) Cement Industry: Cement 
companies have been al-
lowed to get into coal 
mining for captive con-
sumption. 

(v) Capital Market:
(1) Increase in the limit 

of FII investment in 
Government Securi-
ties from $ 1.75 bil-
lion to $ 2 billion. 

(2) Increase in the limit 
of FII investment in 
corporate debt from 
$ 0.5 billion to $ 1.5 
billion. 

(3) Raising the ceiling 
on aggregate invest-
ment by Mutual 
Funds from $ 1 bil-
lion to $ 2 billion.

(4) Allowing certain 
qualified Indian 
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Mutual Funds to 
invest, cumulatively 
up to $ 1 billion in 
Overseas Exchange 
Traded Funds. 

(5) To set-up an inves-
tor protection fund 
under the aegis of 
SEBI, funded by 
fines and penalties 
recovered by SEBI. 

Impact of Budget 
Proposals on Capital 
Market
(a) Overall impact: As a 

whole, the budget pro-
posals do not materially 
affect the market and the 
market shall continue to 

be governed by the market 
forces, FII investments, 
corporate performance 
and the general senti-
ments. There are two ba-
sic proposals i.e. increase 

SNo SECTOR/ CATEGORY IMPACT VIDE PARA / 
CLAUSE NO

COMPANY EXPECTED
TO GAIN / LOSE

01 BANKING MARGINALLY POSI-
TIVE

III (a) (vi) -

02 CAR MANUFACTURERS POSITIVE III (c) (iii) MARUTI UDHYOG LTD, TATA 
MOTORS

03 CEMENT MARGINALLY POSI-
TIVE

III (e) (iv) ACC, GUJARAT AMBUJA CE-
MENTS, ETC.

04 FOOD PROCESSING POSITIVE III (c) (v), III (e) 
(iii)

HLL, KRBL, LAKSHMI OVER-
SEAS, SATNAM OVERSEAS, 
ETC.

05 FOOTWARE INDUSTRY POSITIVE III (c) (vi) BATA, LIBERTY

06 INFOTECH NEUTRAL III (c) (iv) -

07 INFRASTRUCTURE FINANCING 
COMPANIES

NEGATIVE III (a) (v) IDFC

08 LEASING AND HIRE PUR-
CHASE

MARGINALLY POSI-
TIVE

III (d) (iv) -

09 OIL AND GAS MARGINALLY NEGA-
TIVE

III (c) (x) BPCL, GAIL, ONGC

10 PAPER MARGINALLY POSI-
TIVE

III (c) (ix) -

11 PHARMACEUTICALS MARGINALLY POSI-
TIVE

III (b) (ix) CIPLA, DR REDDY’S LAB, 
GLAXO SMITH, RANBAXY

12 PLASTICS POSITIVE III (b) (viii) -

13 POWER MARGINALLY POSI-
TIVE

III (e) (i) ABB, BHEL, NTPC, RELIANCE 
ENERGY, TATA POWER

14 STEEL MARGINALLY POSI-
TIVE

III (b) (ii),III (b) 
(iii)

ESSAR STEEL, JSW STEEL,TATA 
STEEL

15 TEXTILE – MANMADE YARN / 
FIBER

POSITIVE III (c) (i),III (c) 
(ii),III (e) (ii)

GRASIM INDUSTRIES, IN-
DORAMA SYNTHETICS

in the rates of Securities 
Transaction Tax (STT) 
and that of MAT which 
are negative features for 
the market as a whole. 
However, the market, 
during the trading on 
the Budget day, has ig-
nored these negatives and 
seemed happy as there 
was no major negative in 
the Budget against the 
market. 

(b) Sector-wise impact: No 
doubt, the various pro-
posals in the budget shall 
affect various sectors in-
dividually. An attempt 
has been made, through 
the following chart, to 

highlight such impact: -
India is said to be a ‘Tiger 

in a cage ’. The tiger is now 
coming out of the cage due 
to the market forces and the 

globalisation of businesses. 
Our businessmen are show-
ing global capabilities, and 
the global players are also 
showing interest in our in-
tellect and vast market. Such 
scenario, ultimately reflect-
ing in the capital market ris-
es, may not sustain for ages 
without the strong policy 
support and initiatives of the 
Government. Unfortunately, 
the budget ignores this as-
pect and is silent on vital 
issues like oil crises, labour 
reforms, long driven vision 
etc. Till such strong sup-
port is extended, the drivers 
of the market shall continue 
to be FII investment and 

corporate performance. Any 
negativity in either of the two 
shall have a massive negative 
effect against which every-
body needs to guard. r


