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Abstract

In this present world, savings has become the most important aspect of an individual’s life
but the medium of nurturing these funds is now the most crucial thought that strikes in their
mind. No one wants to keep money idle at their disposal, rather put them in different
investment avenues that generate adequate returns. A question right away pops before the
investor during the time of undertaking an investment option that whether the risk is viable to
undertake for the investor or not. As it goes by the saying that “the more the risk the more the
return”, derived from the concept of risk return trade-off, investors who have the means to
bear this risk set their eyes at the capital market. Amongst all the other investment
mediums,investment in the capital market is the most lucrative option especially for those
people who are with the motive to instantly mint money. The financial sphere of India is
greatly driven by its capital market due to the fact that this market effectively engages in
gathering funds for the formation of capital in the country as well as disburses large
proportions of funds for investment purposes. There is a significant influence that the tax
structure in India has upon its capital market more precisely upon investor decisions in this
market. The Union Budget of 2024-2025 with the hike it brought about upon capital gains tax
and on top of which the indexation benefit being no longer available to the investors,has the
potential of fueling resentment among the investors.This study has been undertaken with an

objective to understand the effect of tax regimes on investor behaviour in the capital market.
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Behavioural finance.
Introduction

The place where companies, government institutions, etc engage in raising capital for their
ventures by way of issuing shares is known as Capital Market. This consequently grants an
opportunity to investors to increase their wealth. The method of raising funds in this market
required for entities in need of money can be achieved only by the issuance of financial
instruments. Such issue of financial instruments is generally undertaken in the primary
market. Once issued, they move to the secondary market and in this market the only thing
that takes place is trading and nothing else and it happens without the interference of the
issuing company. Since investors purchase and sell securities on sites like the National Stock
Exchange (NSE) or the Bombay Stock Exchange (BSE), the secondary market is where the

stock exchanges come into play.?

Any individual or entity who commits capital in the hope of earning financial returns may be
termed as an investor. They rely on various financial instruments togeneratea return so as to
achieve crucial financial objectives. Investors can evaluate prospects from different points of
view, and in general tend to minimize risk while maximizing returns.Typically, investors
generate income by allocating resources towards equity or debt instruments.They construct

portfolios with either an active orientation that strives to outperform the benchmark index or

follow a passive strategy of tracking an index.®

In India, profits from the transfer of capital assets like property, shares, bonds, and vehicles
as "Income from Capital Gains," are taxed. This is further divided into two categories.The
first of these being, “Long-term capital gains (LTCG) which are applicable to assets held for
over a year (can be 24 or36 months) and are taxed under Sections 112 and 112A of the
Income Tax Act. Profits that exceed INR 1 lakh from the sale of listed equity shares or
equity-oriented mutual funds are taxed at a concessional rate of 10% without indexation
benefits, since the reintroduction of this tax in the 2018-19 Union Budget. The second

category, “Short-term capital gains (STCG)refers to profits from assets held for 24 months

2“What is Capital Market’ (Bajaj Finserv, 11 July 2024) <https://www.bajajfinserv.in/what-is-capital-market>
accessed 26 October 2024

3Ali Hussain, ‘What Does an Investor Do?, What Are the Different Types?’ (Investopedia, 22 June 2024)
<https://www.investopedia.com/terms/i/investor.asp> accessed 26 October 2024
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or less, with specific durations for different asset types. STCG from equities held for one year
or less is taxed at the investor's present applicable income rate. This policy of capital gains

tax has significant influence on investor behaviour, investment duration, portfolio allocation,

and capital market strategies which are adopted.*

Capital gains tax is applicable on equity investments. Gains on equity shares are termed long-
term capital gains (LTCG) and are taxed at a reduced tax rate if held for more than a year.
The applicable income tax rate applies to short-term capital gains (STCG) from stock
investments held for less than a year. Interests received from debt instruments are subject to
income tax. The type of instrument, the holding duration, and the tax-status of the investor
are some of the factors which influence the individuals’ tax liability. In the case of taxation of
mutual funds, it depends on the fund type (debt or equity), the term of ownership, and the
investors tax-status. While debt-oriented funds are taxed at the investor's applicable income
tax rate, equity-oriented funds enjoy preferential tax treatment, with long-term capital gains
(LTCG) being taxed at a concessional rate. Profits earned from trading in derivatives (such as

futures and options), are taxed at the investor's individual tax rate.®

l. Do Changes in Tax Regimes Affect Investor Behaviour in the Capital
Market?

Changes in tax policies, particularly those affecting capital gains and other investment
income taxes, can substantially impact investor behaviour in the stock market. This

examination explores how diverse tax modifications exert their influence:

“Mohammed S Chokhawala, ‘Long-Term Capital Gains(LTCG): Tax Rates, How to Calculate, Exemptions and
Examples’ (cleartax, 20 August 2024) <https://cleartax.in/s/long-term-capital-gains-ltcg-tax> accessed 26
October 2024;

‘Long-term-capital-gains Tax’ (Groww) <https://groww.in/p/long-term-capital-gains-tax> accessed 26 October
2024;

Aroon Raj Jesrani, IMPACT OF TAX ON INVESTMENTS IN CAPITALMARKETS IN INDIA’ (2024) 7(1)
GAP INTERDISCIPLINARITIES <https://www.gapinterdisciplinarities.org/res/articles/(92
96)%20IMPACT%200F%20T AX%200N%20INVESTMENTS%20IN%20CAPITAL%20MARKETS%20IN
%20INDIA.pdf> accessed 26 October 2024;

‘Short Term Capital Gains Tax’ (Bajaj Finserv, 23 October 2024)
<https://www.bajajfinserv.in/investments/understanding-short-term-capital-gains-tax> accessed 26 October
2024;

‘Short Term Capital Gain Tax - Section 111A of the Income Tax Act’ (Tax2win, 10 September 2024)
<https://tax2win.in/guide/short-term-capital-gain-under-section-111a> accessed 26 October 2024

SAroon Raj Jesrani, ‘IMPACT OF TAX ON INVESTMENTS IN CAPITAL MARKETS IN INDIA’ (2024)
7(2) GAP iINTERDISCIPLINARITIES <https://www.gapinterdisciplinarities.org/res/articles/(92
96)%20IMPACT%200F%20T AX%200N%20INVESTMENTS%20IN%20CAPITAL%20MARKETS%20IN
%20INDIA.pdf> accessed 26 October 2024
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e Tax-Induced Trading Behaviour:

Investors tend to realize capital losses and postpone capital profits to curtail
tax responsibilities, particularly evident at year-end when trading volumes are

at their peak.®Higher rates of capital gains tax induce greater selling activity in

stocks with sizable long-term increases in value as well as reduced selling in
stocks with substantial long-term reductions.’Drawing attention to taxes
reduces the disposition effect, leading to trading habits that are more tax-

efficient.®
o Portfolio Allocation Adjustments:

o Capital gains taxes influence optimal portfolio allocation, as investors
thoughtfully adjust their stock investments in accordance with tax rates,
fluctuating market conditions, and other pivotal economic drivers.’In bear
markets, investors may increase their stock investments to potentially reduce

tax payments upon an anticipated regime transition.°

e Impact of Tax Changes on Market Activity:

SEDWARD A. DYL, ‘Capital Gains Taxation and Year-End Stock Market Behavior’ (1977) 32 Journal of
Finance<https://www.jstor.org/stable/232691> accessed 24 October 2024; JOSEF LAKONISHOK AND
SEYMOUR SMIDT, ‘Volume for Winners and Losers: Taxation and Other Motives for Stock Trading’ (1986)
41(4) Journal of Finance<https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1540-6261.1986.tb04559.x>
accessed 24 October 2024.

"Jim A. Seida and William F. Wempe, ‘Do Capital Gain Tax Rate Increases Affect Individual Investors’
Trading Decisions?’ (2000) 30(1) Journal of Accounting and
Economics<https://papers.ssrn.com/sol3/papers.cfm?abstract id=236726> accessed 24 October 2024; Agapova
Anna and Volkov Nikanor, ‘Asymmetric Tax-Induced Trading: The Effect of Capital Gains Tax Changes’
(2021) 79(C) The Quarterly Review of Economics and
Finance<https://ideas.repec.org/a/eee/quaeco/v79y2021icp245-259.html> accessed 24 October 2024.

8Wwilliam Bazley, Jordan Moore and Melina Murren Vosse, ‘Taxing the Disposition Effect: The Impact of Tax
Awareness on  Investor  Behaviour’  (2021) Journal of Financial and  Quantitative
Analysishttps://papers.ssrn.com/sol3/papers.cfm?abstract id=3425930 accessed 24 October 2024; FLORIAN
BUHLMANN, PHILIPP DOERRENBERG, BENJAMIN LOOS AND JOHANNES VOGET, ‘How Do Taxes
Affect the Trading Behaviour of Private Investors? Evidence from Individual Portfolio Data’ (2020) Public
Economics: Taxation<https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3710523> accessed 24 October
2024,

®Jiatu Cai, Xinfu Chen and Min Dai, ‘Portfolio Selection with Capital Gains Tax, Recursive Utility, and Regime
Switching” (2017) 64(5) Management Science<https://pubsonline.informs.org/doi/10.1287/mnsc.2016.2650>
accessed 24 October 2024.

OJiatu Cai, Xinfu Chen and Min Dai, ‘Portfolio Selection with Capital Gains Tax, Recursive Utility, and
Regime Switching’ (2017) 64(5) Management
Science<https://pubsonline.informs.org/doi/10.1287/mnsc.2016.2650> accessed 24 October 2024
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e Tax modifications can lead to asymmetric trading responses, whereas
investors may react more pro-actively to tax rate decreases relative to
increases.!'Seasonal variations in trading volumes, such as generally higher

turnover for losing investments in December and winning investments in

January, indicate tax-motivated negotiation.*2

e Broader Economic Implications:

e Alterations in tax regimes can impact corporate-investment-behaviour,
whereas firms adjust their investment strategies relying on the user cost of
capital as influenced by evolving tax policies.'*Significant tax reforms can
lead to considerable changes in dividend payouts and equity issuance,

impacting overall market dynamics in a variety of intricate ways.**
. How Do Tax Changing Regimes Impact Investment Patterns?

The impact of tax regimes on investment patterns is a multifaceted area subjected to
extensive study. Tax codes carry the potential to sway where and how much investors allot
their funds, reshaping domestic and cross-border capital allocation choices. Several
prominent investigations have uncovered the ensuing effects that dissimilar tax systems can

wield on investment conduct and propensities.

Impact of Tax Rates on Foreign Direct Investment (FDI):

1 Agapova Anna and Volkov Nikanor, ‘Asymmetric Tax-Induced Trading: The Effect of Capital Gains Tax
Changes’ (2021) 79(C) The Quarterly Review of Economics and Finance
<https://ideas.repec.org/a/eee/quaeco/v79y2021icp245-259.html> accessed 24 October 2024.

2JOSEF LAKONISHOK AND SEYMOUR SMIDT, ‘Volume for Winners and Losers: Taxation and Other
Motives for Stock Trading’ (1986) 41(4) Journal of Finance
<https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1540-6261.1986.th04559.x> accessed 24 October 2024.
3Richard Fabling, Richard Kneller and Lynda Sanderson, ‘The Impact of Tax Changes on the Short-Run
Investment Behaviour of New Zealand Firms’ (2015) Motu Economic and Public Policy Research
<https://papers.ssrn.com/sol3/papers.cfm?abstract id=2606417> accessed 24 October 2024; Jonathan B. Cohn,
Sheridan Titman and Garry J. Twite, ‘Capital Structure, Corporate Investment, and Investor-Level Taxes:
Evidence from a Natural Experiment in Europe’ (2020) Political Economy: Fiscal Policies & Behaviour of
Economic Agents eJournal<https://papers.ssrn.com/sol3/papers.cfm?abstract id=2941957> accessed 24 October
2024.

4Jonathan B. Cohn, Sheridan Titman and Garry J. Twite, ‘Capital Structure, Corporate Investment, and
Investor-Level Taxes: Evidence from a Natural Experiment in Europe’ (2020) Political Economy: Fiscal
Policies & Behaviour of Economic Agents eJournal
<https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2941957> accessed 24 October 2024.
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o Lowering tax rates in host nations noticeably lifts foreign investment, with a
single percentage point deduction potentially elevating outside funds by about
three and a third percent.™

Behavioural Responses to Taxation:

o Taxation of gains and the ability to subtract losses can prejudice investment
conduct, affecting both cognitive and emotional perceptions of investors.!®
Investors may participate in procedures to minimize taxes, like expanding
capital acquisitions towards the conclusion of the fiscal year to lower

obligations owed.’
Taxation and Portfolio Allocation:

o Levies on increased worth influence portfolio selections, with variables such
as duty rate, risk aversion, and marketplace conditions affecting optimal

division of holdings. Investors may alter their stock investments dependent on

regime transitions to decrease payments owed.*®

Progressive Taxation and Investment Under Uncertainty:

e Progressive taxation can decelerate putting money to work by heightening the
threshold for investment, particularly when exemptions from taxes are less

than initial expenditures.*®

*Ruud A. de Mooij and Sief Ederveen, ‘Taxation and Foreign Direct Investment: A Synthesis of Empirical
Research’  (2001)  Center for  Economic  Studies & Ifo  Institute for  Economic
Research<https://papers.ssrn.com/sol3/papers.cfm?abstract_id=287850> accessed 24 October 2024; Harry
Grubert and John Mutti, ‘Do Taxes Influence Where U.S. Corporations Invest?” (2000) 53(4) National Tax
Journal<https://www.researchgate.net/publication/228128869 Do_Taxes_Influence where US Corporations |
nvest> accessed 24 October 2024; James Hines, ‘Lessons from Behavioural Responses to International
Taxation’ (1999) 52(2) National Tax
Journal<https://www.journals.uchicago.edu/doi/abs/10.1086/NTJ41789395> accessed 24 October 2024.

16K atharina SchiiBler, Johannes Hewiga, Dirk Kiesewetterb and Martin Fochmannc, ‘Affective Reactions
Influence Investment Decisions: Evidence from a Laboratory Experiment with Taxation” (2014) Journal of
Business Economics<https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2435930> accessed 24 October 2024.
Qiping Xu and Eric Zwick, ‘Tax Policy and Abnormal Investment Behaviour’ (2020) NATIONAL BUREAU
OF ECONOMIC RESEARCH  <https://www.nber.org/system/files/working_papers/w27363/w27363.pdf>
accessed 24 October 2024.

18Jiatu Cai, Xinfu Chen and Min Dai, ‘Portfolio Selection with Capital Gains Tax, Recursive Utility, and
Regime Switching’ (2017) 64(5) Management Science
<https://pubsonline.informs.org/doi/10.1287/mnsc.2016.2650> accessed 24 October 2024.

BLUIS H. R. ALVAREZ and ERKKI KOSKELA, ‘Progressive Taxation, Tax Exemption, and Irreversible
Investment Under Uncertainty’ (2008) Center for Economic Studies & Ifo Institute for Economic Research
<https://papers.ssrn.com/sol3/papers.cfm?abstract_id=648504> accessed 24 October 2024; Thomas Gries,
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e Sector-Specific Tax Impacts:

o Within the real estate marketplace, modifications in income taxation
significantly have an effect on investment decisions. Taxation on possession,
transfers, and income can influence the financial attractiveness of real property

investments.2°

1. What is the Relation that can be drawn between Investor Behaviour and the

way Market Indices Act?

The intersection between financial market indices and investor conduct remains an essential
domain for research in behavioural economics. Illuminating how sentiment, focus, and
assurance of investors impact indices can offer meaningful understanding for people putting
money in the market, examiners, and lawmakers. Multiple studies have revealed the
following about the interplay between conduct in the financial community and movements in

well-known market gauges:
o Investor Attention and Index Performance:

o Increased interest from financial backers, as estimated by pursuit probabilities
on Google, prompts huge yet fleeting changes in list returns. In any case, stuns
to comes back bring about long-haul changes in consideration. This
cooperation proposes that past comes back impact the effect of consideration

on future comes back and unpredictability, along these lines improving

financial market productivity.

e Investor Sentiment and Market Volatility:

Ulrich Prior and Caren Sureth-Sloane, ‘A Tax Paradox for Investment Decisions Under Uncertainty’ (2012)
14(3) Journal of Public Economic
Theory<https://www.researchgate.net/publication/254394141 A_Tax_Paradox_for_Investment_Decisions_unde
r_Uncertainty> accessed 24 October 2024.

20Benedetto Manganelli, Pierluigi Morano, Paolo Rosato and Pierfrancesco De Paola, ‘The Effect of Taxation on
Investment Demand in the Real Estate Market: The Italian Experience’ (2020) 10(7)
Buildings<https://www.mdpi.com/2075-5309/10/7/115> accessed 24 October 2024.

2INadia Winn, ‘Investor Attention, Index Performance, and Return Predictability’ (2014) 41(1) Journal of
Banking and Finance
<https://www.researchgate.net/publication/260010647_Investor_attention_index_performance_and_return_pre
dictability> accessed 24 October 2024.
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o Financial backer feeling fundamentally impacts stock market genuine
instability. During periods of extreme market vacillations, financial backer
feeling can anticipate market unpredictability, demonstrating that feeling

prompts changes in market conduct.??The relationship between financial

backer feeling and stock market comes back is lopsided, with feeling having a

more critical effect during bullish markets contrasted with bearish ones.?
Behaviour During Market Crashes:

o Financial backer conduct during market crashes, similar to the Dot-com and

Subprime emergencies, shows impermanent changes in conduct.?*
Sentiment and Stock Returns:

o Investor sentiments influence stock returnser, with expanded feeling driving

higher comes back before a market crash and littler increments after a crash.?
Market Index Growth and Trading Volume:

e Unlike some studies, an examination found a fundamentally negative
relationship between market list development and exchanging volume in the
New-York stock exchange, proposing that as records develop, exchanging

volume diminishes.?®

22Yanhui Chen ,Hanhui Zhao, Ziyu Li and Jinrong Lu, ‘A Dynamic Analysis of the Relationship Between
Investor Sentiment and Stock Market Realized Volatility: Evidence from China’ (2020) PLOS
ONE<https://journals.plos.org/plosone/article?id=10.1371/journal.pone.0243080> accessed 24 October 2024;
Haritha Ph and Abdul Rishad, ‘An Empirical Examination of Investor Sentiment and Stock Market Volatility:
Evidence from India’ (2020) 6(1) Financial
Innovation<https://www.researchgate.net/publication/346172647 An_empirical _examination of investor senti
ment_and_stock market volatility evidence from_India> accessed 24 October 2024.

ZBJiangshan Hu, Yunyun Sui and Fang Ma, ‘The Measurement Method of Investor Sentiment and Its
Relationship with Stock Market’ (2021) 1 Computational Intelligence and
Neuroscience<https://www.researchgate.net/publication/350044941 The Measurement_Method_of Investor_S
entiment_and_Its_Relationship_with_Stock_Market> accessed 24 October 2024.

%Michail D. Vamvakaris, Athanasios A. Pantelous and Konstantin Zuev, ‘Investors’ Behaviour on S&P 500
Index during Periods of Market Crashes: A Visibility Graph Approach’ (2016) Capital Markets: Market
Efficiency eJournal<https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2868743> accessed 24 October 2024.
%8ze Ting Chen and Kai Yin Allison Haga, ‘Using E-GARCH to Analyze the Impact of Investor Sentiment on
Stock Returns Near Stock Market Crashes’ (2021) 12 Frontiers in
Psychology<https://www.frontiersin.org/journals/psychology/articles/10.3389/fpsyg.2021.664849/full>
accessed 24 October 2024,

ZWee Win Yeoh, ‘The Impact of NYSE Market Index Growth on Investors’ Trading Volume’ (2023) 3 Issues
and Perspectives in Business and Social
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IV.  How are Indian Investors Affected by Changes in Tax Regimes?

The impact of changes in tax regimes on Indian investors is a multifaceted issue, affecting not

only domestic but also foreign investors in the following ways.
o High Effective Tax Rates and Investment Climate:

e For many years, high effective taxation in India led to uncertainty that
discouraged investment. Recently, lowering corporate rates and broadening

the base aimed to enhance the environment.?’
« Negative Impact on Corporate Investment:

o Corporate income taxes have significantly and negatively influenced Indian
manufacturers' investment choices. This effect is more pronounced for private

firms during pre-crisis times.?
e Uncertainty for Foreign Institutional Investors (FlIs):

e Regulations for foreign investors in India have fluctuated wildly with
retrospective changes and general anti-avoidance rules causing serious risks

and hesitation.?°

e Market Reactions to Tax Reforms by Foreign Portfolio Investors (FPIs):

o International portfolio financiers tend to swiftly exit in response to new tax
policies imposing extra costs. This rapid retreat can seriously and negatively

impact the host stock exchange.*

Sciences<https://www.researchgate.net/publication/368633509 The_impact_of NYSE_market_index_growth_
on_investors'_trading_volume > accessed 24 October 2024.

27Alastair Thomas, Isabelle Joumard, Tibor Hanappi and Michelle Harding, ‘Taxation and Investment in India’
(2017) ECD Economics Department Working Papers<https://www.oecd-ilibrary.org/economics/taxation-and-
investment-in-india_4258ella-en> accessed 24 October 2024;

Karuppiah Sankarganesh and K. Rangasamy Shanmugam, ‘Effect of Corporate Income Tax on Investment
Decisions of Indian Manufacturing Firms’® (2021) 28(1) Journal of the Asia Pacific
Economy<https://www.tandfonline.com/doi/abs/10.1080/13547860.2021.1873896> accessed 24 October 2024.
2K aruppiah Sankarganesh and K. Rangasamy Shanmugam, ‘Effect of Corporate Income Tax on Investment
Decisions of Indian Manufacturing Firms® (2021) 28(1) Journal of the Asia Pacific
Economy<https://www.tandfonline.com/doi/abs/10.1080/13547860.2021.1873896> accessed 24 October 2024.

2 Anindita Jaiswal, ‘Taxation of Foreign Institutional Investors in India: The Hanging Fire’ (2013) 41(5)
Intertax<https://kluwerlawonline.com/journalarticle/Intertax/41.5/TAX12013028> accessed 24 October 2024.
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o Dividend Tax Changes and Payout Policies:

o Alterations to dividend tax laws, particularly imposing levies on payouts to
major stakeholders, have shifted how Indian companies distribute profits.
Firms with higher founder holdings are more apt to reduce dividends
following such changes.*

V. How Does Tax Awareness Influence Investor Behaviour?

Tax awareness affects investment behaviour and the consequent implications for trading,
portfolio decisions, and wealth creation. This approach can help an investor understand where
tax considerations drive behaviour and, in turn, potentially improve both the financial

decision-making process itself as well as relevant policies.

Making capital gains taxes more salient was found to decrease the propensity for realization
of gains and increase it for losses. Therefore, the returns of investors who are sensitive to tax

implications have improved without trading more often.?
Key Insights
e Reduction in Disposition Effect:

e Growing tax awareness diminishes the disposition effect, which leads to

higher portfolio balances without increasing trading activity.3?

e Tax-Sensitive Trading:

e Investors display tax-sensitive behaviour by allocating bonds and mutual

funds in retirement accounts and taking stock losses in taxable accounts.®*
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Tax Knowledge and Compliance:

e Improved tax knowledge and awareness among investors lead to better tax
compliance and understanding of tax laws, which in turn improves

financial decision-making.®
Tax Influence on Investment Choices:

e Taxes directly impact trading and portfolio selection, affecting equilibrium

prices which result in market segmentation. 3¢
Year-End Tax Considerations:

o Year-end trading volumes are impacted by capital gains taxes. Investors are
seen to postpone capital gains and realize losses in an attempt to maximize tax

results®’
Home Bias and Tax Sentiment:

e Owing to their attitude towards domestic tax authorities and their reluctance
towards paying taxes to foreign tax collectors, non-resident investors display

home bias by favouring their respective domestic equity over foreign.®

VI.  How has the Latest Financial Act Impacted Investors?

The recent Union Finance Bill*® introduced wide-ranging adjustments to capital gains tax

policies for investors. Key revisions include increased rates for certain short and long-term

profits as well as a higher exemption threshold and simplified holding periods.

%4Brad M. Barber and Terrance Odean, ‘Are Individual Investors Tax Savvy? Evidence from Retail and
Discount Brokerage Accounts’ (2004) 88(1) Journal of Public Economics<
https://www.researchgate.net/publication/222670795_Are_Individual_Investors Tax_Savvy Evidence from R
etail_and_Discount_Brokerage Accounts > accessed 24 October 2024

%0bongo Matibe Bernard, Florence Memba and Dr. Olouch Oluoch, ‘Influence of Tax Knowledge and
Awareness on Tax Compliance Among Investors in the Export Processing Zones in Kenya’ (2018) 6(10)
International Journal of Scientific Research and
Management<https://www.researchgate.net/publication/328129421 Influence_of Tax_Knowledge _and_Aware
ness_on_Tax_Compliance_Among_Investors_in_the Export_Processing_Zones_in_Kenya>  accessed 24
October 2024.

%6Robert M. Dammon and Chester S. Spatt, ‘Taxes and Investment Choice’ (2012) 4 Review of Financial
Economics<https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2170931> accessed 24 October 2024.
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38Axel Méhlmann, ‘Investor Home Bias and Sentiment About the Country Benefiting from the Tax Revenue’
(2013) 35 Journal of Economic Psychology,
<https://www.sciencedirect.com/science/article/pii/S0167487013000226> accessed 24 October 2024.

For general queries or to submit your research for publication, kindly email us at editorial @ijalr.in

https://www.ijalr.in/

© 2023 International Journal of Advanced Legal Research



https://www.ijalr.in/
mailto:editorial@ijalr.in

VOLUME 4 | ISSUE 4 OCTOBER 2024 ISSN: 2582-7340

Here are the key amendments:

Long-term capital gains (LTCG) tax under Section 112A, applying to listed shares
and equity funds, rose to 12.5% from the previous 10% level. This rate hike takes
effect later this summer. Meanwhile, the rate on other long-term profits dropped to
12.5% from 20%, providing relief.

Short-term capital gains (STCG) tax on listed securities covered by Section 111A was
increased to 20% versus the prior 15% charge. At the same time, the exemption
threshold for long-term gains subject to Section 112A was expanded to %1.25 lakh
from X1 lakh previously.

Indexation benefits for calculating long-term profits on property, gold and unlisted
holdings were eliminated under the second proviso of Section 48. This aims to
simplify capital gains calculations. Holding periods were also consolidated into two
classes - 12 months for listed assets and 24 months for all others. The latter period

was reduced from 36 months for bonds and gold.

Additionally, unlisted debentures and bonds will now be taxed at applicable rates as
per Section 50AA, effective later this summer. Overall, these modifications
significantly alter the taxation landscape while seeking to streamline rules and align

rates with economic conditions.

As per a live-mint article published on August 1st, 2024, the Union Budget announcements
proposed heightening taxes applicable to long and, short term capital gains, and trading of

derivatives. At the outset, the knee-jerk reaction of Indian stock markets was a plummet, with

the NSE Nifty and BSE Sensex both declining 1% in rapid succession. What's more, the

Indian rupee fell to an all-time nadir of 83.69 against the US dollar. Further exacerbating

matters, gold prices suffered a 5% drop due to diminishing customs duties.

However, increased system liquidity helped propel indexes upward again in the latter half,

reversing the reaction. Finally, the overall response to the budget proposals proved neutral.

39The Union Finance Bill, 2024
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The BSE Sensex closed 73.04 points lower (0.09 percent) at 80,429.04. Likewise, the NSE
Nifty settled 30.30 points down (0.12%) at 24,479.%

Given Below is a Brief on How the Indian Markets Reacted During some of the

Previous Budgets*:

e Budget 2023 brought mixed reactions from investors: the Hindenburg-Adani issue
resulted in a complex situation. Some booked profits after initial optimism, while
others remained uncertain. The BSE Sensex saw a modest rise of 158 points to
59,708. However, the NSE Nifty 50 dropped 46 points to 17,616.30 as uncertainty

grew.

Budget 2022 was greeted with widespread approval from the financial community.
Experts praised the well-crafted policies aimed at spurring future economic growth.
Positive sentiment led indexes to surge to all-time highs, with the Sensex gaining 848
points to 58,862 and the Nifty climbing 237 points to 17,577, rises of over 1.4%.

Budget 2021 delivered unbridled enthusiasm across domestic markets. Investors
reveled in the BSE Sensex’s colossal two-day leap of 2,300 points to breach 48,600
for the first time. Similarly, the NSE Nifty exploded 647 points beyond 14,281,
culminating its most voracious four percent surge in over two decades. Pundits hailed

it a balanced budget that would power India forward.

In contrast, Budget 2020 triggered the heaviest post-budget fall in 12 years. The BSE
Sensex plunged 988 dizzying points to bottom out at 39,735. Similarly, the Nifty 50
sank 300 dizzying points to terminate below 11,662. Capital market participants

largely faulted the absence of direct stimulus for stock investors.
VII.  Conclusion

To conclude we can say that the changing tax regimes greatly impact investor behaviour in

the capital market by influencing their trading patterns, portfolio allocations, and market

40 Budget 2024 Breakdown: Analysing the Stock Market's Reaction to Union Budget 2024° (Mint, 1 August
2024) https://www.livemint.com/sponsored-post/budget-2024-breakdown-analysing-the-stock-markets-reaction-
to-union-budget-2024-11722491514812.html\ accessed 26 October 2024
41 ‘Budget 2024 Breakdown: Analysing the Stock Market's Reaction to Union Budget 2024° (Mint, 1 August
2024) https://www.livemint.com/sponsored-post/budget-2024-breakdown-analysing-the-stock-markets-reaction-
to-union-budget-2024-11722491514812.html\ accessed 26 October 2024

For general queries or to submit your research for publication, kindly email us at editorial @ijalr.in

https://www.ijalr.in/

© 2023 International Journal of Advanced Legal Research



https://www.ijalr.in/
mailto:editorial@ijalr.in
https://www.livemint.com/sponsored-post/budget-2024-breakdown-analysing-the-stock-markets-reaction-to-union-budget-2024-11722491514812.html/
https://www.livemint.com/sponsored-post/budget-2024-breakdown-analysing-the-stock-markets-reaction-to-union-budget-2024-11722491514812.html/
https://www.livemint.com/sponsored-post/budget-2024-breakdown-analysing-the-stock-markets-reaction-to-union-budget-2024-11722491514812.html/
https://www.livemint.com/sponsored-post/budget-2024-breakdown-analysing-the-stock-markets-reaction-to-union-budget-2024-11722491514812.html/

VOLUME 4 | ISSUE 4 OCTOBER 2024 ISSN: 2582-7340

dynamics. Often investors adjust their trading strategies for optimal tax outcomes, resulting in
behaviours such as increased year-end trading and tax-specific investment strategies. These
individual adjustments, in turn, give shape to broader market activity and approaches of

corporate investment.

Taxation policies significantly influence investment patterns. Lower rates typically attract
greater foreign investment, whereas progressive taxation may prove to inhibit it under certain
conditions. Behavioural responses, such as changing portfolio allocations and adoption of
tax-minimization strategies, highlight the complex relation between taxation and investment
decisions. Effective tax policies can thus encourage optimal investor behaviour, bolstering

market stability and efficiency.

Increasing tax awareness reduces tax-averse behaviours and encourages more informed
financial decisions. Thus, effective communication regarding tax policies can reduce home
bias in investment choices, enhancing market efficiency and support a more conducive

investment environment.

Relations between investor behaviour and market indices are multifaceted. Investor sentiment
can cause Vveritable fluctuations in returns and volatility, especially during periods of market
stress. Furthermore, changing fiscal policies, have led to immediate market reactions, with
specific reforms, at times prompting Foreign Portfolio Investors to exit. Such reactions
highlight the importance of stable tax policies to maintain market efficiency and investor

confidence.

It should also be noted that amongst all that has been discussed, there is a positive correlation
between tax rates and tax evasion. As a result, higher fiscal freedom, reflected in lower tax
burdens can reduce risks of tax evasion. Moreover, it is critical to address high inflation
which exacerbates tax evasion. Thus, considering both inflation and fiscal freedom the

present LTCG policy should be re-framed to confer indexation benefits to investors, which

promotes a healthier investment climate and a more effective revenue collection.?

42Azharul Islam, Md. Harun Ur Rashid, Syed Zabid Hossain and Rubayyat Hashmi 'Public policies and tax
evasion: evidence from SAARC countries' (2020) https://www.cell.com/heliyon/pdf/S2405-8440(20)32292-
1.pdf accessed on 26 October 2024
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