A Newsletter of

September, 2012 . Volume 1, Issue 2

el R e e —m s e -
- ——————— o .'.‘

M&ﬁ Institute of Management Calcutta
. Al



2 | a tha - a newsletter of finance lab

Editorial

Chief Editor

*

Indian Institute of Management Calcutta



3| a tha - a newsletter of finance lab

TABLE OF CONTENTS

SOCIAL MEDIA AND STOCK RETURNS. ... 4-7

Prof. Ashok Banerjee

RESTRUCTURED LOANS, NON-PERFORMING ASSETS AND INDIAN BANKING............ 8-11

Prof. Partha Ray

WITHHOLDING TAX AND IMPACT ON DEBT MARKET .....cccooiiiiiiieneses 12-14

Dr. Golaka C. Nath

Indian Institute of Management Calcutta


file:///D:/Artha/A%20Newsletter%20of%20Finance%20Lab_final.docx%23_Toc331601189
file:///D:/Artha/A%20Newsletter%20of%20Finance%20Lab_final.docx%23_Toc331601191
file:///D:/Artha/A%20Newsletter%20of%20Finance%20Lab_final.docx%23_Toc331601193

4 | a tha - a newsletter of finance lab

Prof. Ashok Banerjee

Ashok Banerjee, Ph.D., is Professor, Finance and Control,

Indian Institute of Management Calcutta



5| a tha - a newsletter of finance lab

during non trading hours are summed up to get a score for non trading hours. Our analytics can
be applied to any social network.

Tweets during trading hours were downloaded for a period of 16 days (2-17 August, 2012) for
18 companies (Table 1) across sectors. Although non-trading hour tweets were available for a
longer period (18 July-17 August, 2012), the number of companies for which data were available
was only six (companies with * in Table 1). It is also observed that stocks in the oil and gas
sector are hardly talked about in the non-trading hours. The tweet traffic was not uniform across
firms. Contrary to popular belief that people use social media after working hours, we have
observed no significant difference in the number of tweets between trading and non-trading

hours.
Table 1: List of Companies

Company Keyword(s) Industry

Bharti Airtel Ltd. airtel Telecom

Bharat Heavy Electricals Ltd bhel Heavy Manufacturing
Bharat Petroleum Corporation Ltd bpcl Oil & Gas

Cairns India Ltd cairns Oil & Gas

Cipla Ltd cipla Pharmaceutical

GAIL India Ltd gail Oil & Gas

HCL Technologies Ltd hcl Information Technology
Hindalco Industries Ltd hindalco Aluminium

Hindustan Unilever Ltd hul FMCG

ICICI Bank Ltd* icici Banking

Infosys Technologies Ltd* Infy, infosys Information Technology
ITC Ltd* itc Tobacco/Diversified
Maruti Udyog Ltd * maruti Automobile

NTPC Ltd ntpc Power

Oil and natural gas corporation Ltd ongc Oil & Gas

Ranbaxy laboratories Ltd ranbaxy Pharmaceutical

State Bank of India sbi Banking

Tata Consultancy Services* tcs Information Technology
Wipro Ltd* wipro Information Technology/Diversified

The relationship between sentiment score and stock market reactions are examined separately for

trading and non
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Table 3: Social Media Score- Non-trading Hours

Note: The author acknowledges contribution of Ms. Muktomala Chakraborty, Fellow Student, 1IM
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Which Way Now?

Does this mean we are unduly being over-cautious? While pessimism as futuristic
philosophy has quite an attraction to the human mind, and hence we often try to err on the side of
being over-cautious, in this case it seems the cautionary signals have ample validity. The
indebtedness of the corporates (where in public or in private sector) needs to be borne by their
stake-holders. The practice of restructuring of loans is amply justified as a war-time measure
after the global financial crisis — but they should not suffer from a tooth-paste syndrome in the
sense that once out, it is difficult to put it in. The recently submitted report of the RBI working
Group to review the existing prudential guidelines on restructuring of advances by banks /
financial institutions makes a number of timely and appropriate recommendations. Implementing
them would a long to improve the situation. After all, we need to insulate the banking sector’s
balance sheets from corporate sector’s vulnerabilities.

*hkkkhkikkk
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Withholding Tax is a requirement on the payer of an item of income to withhold or deduct a
certain amount or percentage of the income from the payment, and remit the same to the
government. It can apply to employment income, payments of interest or dividends, royalties,
rent or even the sale of real estate, etc. Typically, it is used on foreign residents who receive
income in a different Tax jurisdiction. It is treated as a payment against future Tax liability in a
Tax jurisdiction. In India, withholding tax is levied on non-resident entities receiving income in
India in various forms like interest, royalties, branch remittances, etc. Withholding taxes are often
justified on revenue grounds, as a way to protect a country’s revenue base and to capture revenue from
other countries.

Currently, India does not levy withholding tax on dividends. However, the company paying
dividend is subject to Dividend Distribution Tax at 15% plus surcharge and cess. Interest paid to
non-residents is generally subjected to 20% withholding tax plus applicable surcharge and cess.
However, these rates can be reduced under Tax treaties. The withholding tax on royalties and
fees for technical services are charged at 10% plus applicable surcharges and cess unless reduced
by treaty. Branch remittances from non-resident companies are subject to 40% corporate income
tax on Indian source of income earned.

FII investment in bond market get covered under withholding tax for the interest income and
Bond dealers have been expecting the government to reduce such taxes to boost foreign fund
inflows into India. Due to recent pressure on Indian Rupee, it was generally felt that the situation
can be averted with higher level of foreign funds flowing into the economy. Since the foreign
investment in equity market is slow due to poor global market conditions, emphasis should be on
exploring higher foreign capital inflows in debt. The recent auction of debt limits for Flls on July
4, 2012 evoked poor response from Flls. Withholding tax is one of the key reasons why the FlI
(foreign institutional investor) auction did not get good response. The government is not likely to
reduce withholding tax on Government bonds but is likely to
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likely to be finalized after consultation with all stakeholders. It is paramount to understand that
greater clarity in taxation of international capital flows would facilitate in financing the current
account deficit.
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