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Formation of 
Group

Mandate

Recommend-
ations

• W o r k in g  g r o u p  fo rm e d  b y  D e p a r tm e n t o f E c o n o m ic  A f f a i r s  (D E A ) 

• O b je c t iv e  o f r a t io n a l iz in g  th e  p r e s e n t a r r a n g e m e n t s  r e la t in g  to  fo r e ig n  

p o r t f o l io  in v e s tm e n t s  b y  F I I s  , N R Is  a n d  o th e r  f o r e ig n  in v e s tm e n t s  l ik e  F V C I 

a n d  P r iv a t e  E q u i t y  e n t i t ie s , e t c .

• R e v ie w  n o t o n ly  th e  p o l ic y  b u t a ls o  o p e r a t io n a l a n d  p r o c e d u r a l is s u e s  

c r e a t in g  b o t t le n e c k s  in  c a p i t a l f lo w s

• M a jo r  f o c u s  a r e a s  in c lu d e d :

• S t r u c t u r e  o f r e g u la t io n  a n d  r a t io n a l iz in g  th e  in s t r u m e n t s

• A r r a n g e m e n t s  a n d  p r o g r a m s  th r o u g h  w h ic h  In d ia  r e g u la t e s  c a p i t a l f lo w s

• R e c o m m e n d a t io n s   a r e  in t e n d e d  to  r e d u c e  c o s t s , c o m p le x i t y  a n d  le g a l 

u n c e r ta in t y  w i t h in  th e  e x is t in g  f r a m e w o r k  o f c a p i t a l a c c o u n t c o n v e r t ib i l i t y  

m a in t a in e d  b y  t h e  G o v e r n m e n t

Executive S ummary
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Process

• T h e  G r o u p  lo o k e d  a t f o r e ig n  e x c h a n g e  la w  w it h  r e g a r d  to  l is t e d  a n d  u n l is t e d  

e q u i t y , c o r p o r a t e  a n d  g o v e r n m e n t s e c u r i t ie s  a n d  d e r iv a t iv e s  a s  w e l l a s  ta x  

p o l ic y  r e la t e d  to  th e s e  m a t t e r s

• T h e  G r o u p  d id  n o t lo o k  a t F D I p o l ic y  e x c e p t in  p la c e s  w h e r e  F D I p o l ic y  a n d  

p o r t f o l io  in v e s tm e n t w e r e  in t e r tw in e d



Approach of the Group

• C o m p r e h e n s iv e  lo o k  a t r e g u la t io n s  m a d e  in  th e  la s t tw o  d e c a d e s  

• E x a m in e d  I n d ia ’s  in t e r n a t io n a l iz a t io n  a n d  t r e n d s  o f tw o  w a y  f lo w s  to /f r o m  In d ia

• I d e n t i f y  c o u n t r ie s  w h ic h  c a n  f o rm  a  c o m p a r a b le  c o h o r t fo r  I n d ia

• A s s e s s e d  p o s s ib i l i t y  o f en masse e x i t  b y  fo r e ig n  in v e s t o r s   

• R e c o m m e n d a t io n s  r e g a r d in g  f u r t h e r  s t r e n g th e n in g  th e  r u le  o f la w  a n d  le g a l 

p r o c e s s

• N o t to  c o m m e n t o n  m a c r o -e c o n o m ic  p o l ic y  o r  o n  m o n e ta r y  p o l ic y  is s u e s  b u t 

m a k e  a  d is t in c t io n  b e tw e e n  p o l ic y  o n  fo r e ig n  f lo w s  a n d  p o l ic y  o n  m a c r o  

p r u d e n t ia l r e g u la t io n s

• S tu d y  o f th e  r e c o m m e n d a t io n s  m a d e  b y  p a s t c o m m it t e e s

• C o m m it t e e  o n  F u l le r  C a p i t a l A c c o u n t C o n v e r t ib i l i t y  (T h e  T a r a p o r e  C o m m it t e e )

• C o m m it t e e  o n  F in a n c ia l S e c to r  R e f o rm s  (T h e  R a g h u r a m  R a ja n  C o m m it t e e )

• H ig h  P o w e r e d  E x p e r t C o m m it t e e  o n  M a k in g  M u m b a i a n  In t e r n a t io n a l 

F in a n c ia l C e n t r e  (T h e  P e r c y  M is t r y  C o m m it t e e )
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Regulatory Framework

• I n s t i t u t io n a l b o d ie s  r e g u la t in g  c a p i ta l f lo w  in to  In d ia  –  R B I , S E B I , F M C , IR D A , P F R D A

• T h e  F in a n c e  M in is t e r  h e a d s  th e  F o r e ig n  In v e s tm e n t P r o m o t io n  B o a r d  (“F IP B ") w h ic h  

a p p r o v e s  F D I , o n  a  c a s e  b y  c a s e  b a s is

• T h e  M in is t r y  o f C o m m e r c e  a n d  M in is t r y  o f F in a n c e  h o s ts  th e  D e p a r tm e n t o f In d u s t r ia l 

P o l ic y  a n d  P r o m o t io n  (“D IP P ") w h ic h  is  r e s p o n s ib le  fo r  p r o m u lg a t in g  p o l ic y  o n  F D I
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E x is t in g  p o l ic y  
f r a m e w o r k s  fo r  c a p i t a l 
f lo w s  c r e a te  a  c o m p le x , 
o v e r la p p in g  w e b  o f la w  

m a r k e d  b y  
a d m in is t r a t iv e
b o t t le n e c k s , 

c o n t r a d ic t o r y  a n d  
s o m e t im e s  d u p l ic a t e  

p r o c e s s e s

Current Regulatory S tructure



India’s  Internationalization

• B r a z i l , S o u th  K o r e a , S o u th  A f r ic a  a n d  T u r k e y  (B S S T ) id e n t i f ie d  a s  a  c o m p a r a b le  

c o h o r t 

• H a v e  la r g e  in t e r n a l m a r k e t s

• D e m o c r a t ic  g o v e r n a n c e  

• O f f e r  t h e  c lo s e s t c o m p a r is o n  fo r  t h e  p o l ic y  p r o b le m s  fa c e d  b y  I n d ia

• I n d ia 's  fo r e ig n  in v e s tm e n t f r a m e w o r k  a f f e c t e d  b y  p e r c e p t io n  th a t i t  p o s e s  th r e a t to  

e c o n o m y

• I n d ia  is  a lr e a d y  m o r e  in t e g r a t e d  in t o  t h e  w o r ld  e c o n o m y  th a n  in  y e a r s  b e fo r e

• G r o s s  in v e s tm e n t p o s i t io n  o n  c u r r e n t a c c o u n t r o s e  b y  2 3 %  in  t h e  1 9 9 0 s , a n d  

a n  a d d it io n a l 4 0%  f r o m  2 0 00  to  2 0 0 8

• G r o s s  f lo w s  o n  th e  c a p i t a l a c c o u n t , r o s e  b y  1 2 %  f r o m  1 9 9 0  to  1 9 9 8  a n d  b y  

4 3 %  f r o m  2 0 00  to  2 0 0 8

• F o r e ig n  e n g a g e m e n t o f l is t e d  C o m p a n ie s  (in  t e rm s  o f im p o r t s , e x p o r t s , fo r e ig n  

e q u it y , f o r e ig n  b o r r o w in g  a n d  o v e r s e a s  a s s e t s ) g r o w n  r o u g h ly  t e n fo ld  b o th  b y  

s iz e  a n d  b y  n u m b e r

• I n d ia 's  in t e g r a t io n  w i t h  th e  g lo b a l e c o n o m y  c o m p a r a b le  to  t h e  B S S T  c o h o r t in  

th e  la t t e r  h a l f o f t h e  p e r io d  o f l ib e r a l iz a t io n , f r o m  2 00 0 to  2 00 8
5



India’s  Internationalization

• I n d ia 's  fo r e ig n  in v e s tm e n t f r a m e w o r k  in f lu e n c e d  

b y  p e r c e p t io n s  th a t fo r e ig n  in v e s tm e n t f lo w s  a r e  

v o la t i le  in  n a tu r e

• G r e a te s t e x i t b y  fo r e ig n  in v e s to r s  w a s  a f t e r  

th e  L e h m a n  c r is is  o f S e p te m b e r 2 0 0 8 ; 

• a n d  n o t o n  d o m e s t ic  e v e n t s  l ik e  2 6 /1 1  

M u m b a i a t t a c k s , a t t a c k  o n  P a r l ia m e n t in  

2 0 0 1 , G u ja r a t r io t s  o f 2 0 0 2 , e t c

• W h i le  th e  l ik e l ih o o d  o f la r g e  s c a le  e x i t b y  

fo r e ig n  in v e s to r s  is  a  p o s s ib i l i t y , i t is  u n l ik e ly
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FII activity during  the Lehman 
cris is (Rs. crore) 

Month Gross buy Gross sell Net buy 
Jul 2008 70,592         68,010         2,582           

Aug 2008 48,914         49,792         (877)             

Sep 2008 75,214         80,061         (4,846)          

Oct 2008 52,014         68,310         (16,296)        

Nov 2008 37,746         36,383         1,363           

Dec 2008 38,925         36,979         1,945           

Event Event Date T-1 T T+1 T-1 T T+1 
Parliament at tack 12-12-2001 -91.0 78.8 -90.4 -0.015 0.012 -0.015

Gujarat riots 27-02-2002 141.8 178.8 -2.9 0.020 0.025 0.000

UPA government 13-05-2004 -295.1 -604.4 -504.4 -0.029 -0.060 -0.050

Mumbai attacks 26-11-2008 -436.0 holiday 419.4 -0.015 NA 0.015

Net FII Flows (Rs. Crore) Percent to mkt. capn. 

FII activity at times  of domestic s tress

S ource: CMIE  Business 
Beacon 



India’s  Internationalization

• I n  te rm s  o f t h e  r o le  o f c o r p o r a t e  

g o v e r n a n c e , I n d ia 's  in s t i t u t io n s  a ls o  

a p p e a r  r e s i l ie n t a n d  a b le  to  h e lp  a t t r a c t 

f o r e ig n  in v e s tm e n t

• F o r e ig n  I n v e s to r s  d id  n o t g e n e r a l iz e  

w h e n  a c c o u n t in g  f r a u d  w a s  

d is c lo s e d  b y  S a t y a m

• N o  la r g e -s c a le  e x i t  b y  fo r e ig n  

in v e s to r s  f r o m  In d ia

• O v e r a l l , f o r e ig n  p a r t ic ip a t io n  in  th e  

e c o n o m y  is  d e e p  r o o te d  

• S ta k e h o ld e r s  h a v e  e m b r a c e d  a n d  

in t e r n a l iz e d  f o r e ig n  p a r t ic ip a t io n  in  t h e  

e c o n o m y
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Buy/S ell by all FIIs  in shares  of 
firms other than S atyam

S ource: CMIE  Business 
Beacon 



Legal Process

• F o r e ig n  e x c h a n g e  r e g u la t io n  s e e n  a s  a n  in s t r u m e n t o f m o n e t a r y  p o l ic y

• T h e s e  r u le s  a r e  a  s ig n i f ic a n t p a r t o f f in a n c ia l s e c to r  r e g u la t io n  

• T h e y  a f f e c t th e  a b i l i t y  a n d  e x te n t o f in d iv id u a l a c to r s  t o  p a r t ic ip a t e  in  m a r k e t s

• B e s t p r a c t ic e s  a n d  b a s ic  p r in c ip le s  o f d u e  p r o c e s s  a n d  r u le  o f la w  s h o u ld  a p p ly  

to  t h e s e  m a t t e r s

• S im i la r  to  t h o s e  w h ic h  a p p ly  t o  o th e r  a r e a s  o f r e g u la t io n , in c lu d in g  f in a n c ia l 

s e c to r  r e g u la t io n

• R u le  o f la w  s h o u ld  in c lu d e  fo rm a l iz e d  p r o c e d u r e s  fo r  

• T r a n s p a r e n c y  a n d  le g a l c e r t a in t y

• P a r t ic ip a t io n  a s  w e l l a s  a c c o u n ta b i l i t y

• F a i r n e s s  a n d  e q u a l i t y  b e fo r e  th e  la w

8

Observations



Legal Process  –  S ome Issues  in Current Arrangements

• F o r  r e g is t r a t io n  o f F I I s , t h e r e  is  n o  f ix e d  t im e l in e  w i t h in  w h ic h  th e  a p p l ic a t io n  

m u s t b e  g r a n te d  o r  r e je c t e d  b y  S E B I

• R e g u la t o r  c o u ld  s i t  o n  a p p l ic a t io n s  fo r  a n  in d e f in i t e  p e r io d  o f t im e  a n d  s in c e  

n o  o r d e r  h a s  b e e n  p a s s e d , p r o v is io n s  fo r  a p p e a l c a n n o t b e  in v o k e d

• R e v ie w in g  a u th o r i t y  is  t h e  s a m e  a s  th e  o r ig in a l a u th o r i t y

• F o r  F V C I s , t h e r e  is  n o  e x p l ic i t r e q u i r e m e n t f o r  S E B I to  g iv e  a n y  r e a s o n s  f o r  

r e je c t io n  o f fo r e ig n  v e n tu r e  c a p i t a l a p p l ic a t io n s

• N o  p r o c e d u r e  fo r  a p p l ic a t io n  f o r  r e c o n s id e r a t io n  a v a i la b le , w h ic h  is  a v a i la b le  

t o  F I I s

• I n  t h e  c a s e  o f s u b a c c o u n t s , S E B I is  n o t r e q u ir e d  b y  r e g u la t io n  t o  p r o v id e  a  

p r o c e d u r e  fo r  r e c o n s id e r a t io n  o f a p p l ic a t io n s  o f s u b a c c o u n t s

• L o o k in g  a t t h e  h a n d l in g  o f p e rm is s io n s  u n d e r  F E M A  b y  th e  R B I , n o  fo rm a l 

s y s t e m  o f a p p e a l in g  p e rm is s io n s  c u r r e n t ly  e x is t s

• T h e r e  is  n o  t im e  l im it w i t h in  w h ic h  a  p e rm is s io n  m a y  b e  g r a n t e d  o r  d e n ie d

• N o  r e la t e d  o b l ig a t io n  to  p r o v id e  r e a s o n s  f o r  th e  d e n ia l o f a  p e rm is s io n 9



Legal Process

1 0

• R e s p e c t a n d  p r o t e c t b a s ic  p r in c ip le s  o f le g a l d u e  p r o c e s s  w h e n  a g e n c ie s  a p p ly  

fo r e ig n  in v e s tm e n t o r fo r e ig n  e x c h a n g e  la w  to  in d iv id u a l m a r k e t p a r t ic ip a n t s

• Create a financial sector appellate tribunal, or extend the authority of the 
S ecurities  Appellate Tribunal

• T o  h e a r  a p p e a ls  o n  e x c h a n g e  c o n t r o l r e g u la t io n s  a f f e c t in g  in d iv id u a l m a r k e t 

p a r t ic ip a n t s

• I n s t i t u t e  p r o c e s s e s  o f r e q u i r e d  p u b l ic  c o n s u l t a t io n  b e fo r e  is s u in g  a n y  d ir e c t iv e s  

o f la w  a n d  p o l ic y

• I n v o lv e  la w  d e p a r tm e n t s  m o r e  in t e g r a l ly  in  t h e  f o rm a t io n  o f p o l ic y

• C r e a te  m o r e  u s e r -f r ie n d ly  a c c e s s  to  t h e  la w  th r o u g h  p u b l ic  in f o rm a t io n  s y s te m s

• P r o v is io n  o f r e a l-t im e  a c c e s s  t o  c o m p r e h e n s iv e  s ta t e m e n t s  o f la w   a s  w e l l a s  

d e c is io n s  a n d   r e a s o n e d  o r d e r s  o f a p p e l la t e  t r ib u n a ls  w i t h  r e g a r d  to  

s e c u r i t ie s  m a t t e r s

Recommendations  



Qualified Financial Investor

• F I I f r a m e w o r k  r e le v a n t in  t h e  e a r ly  1 9 9 0 s  - a  r e f le c t io n  o f In d ia ’s  g r a d u a l o p e n in g  

to  w o r ld  e c o n o m y

• T o d a y , f o r e ig n  in v e s t o r s  f a c e  a n  a d  h o c  s y s te m  o f o v e r la p p in g , c o n t r a d ic t o r y  o r  

n o n -e x is t e n t r u le s  f o r  d i f f e r e n t c a te g o r ie s  o f p la y e r s  

• P r o b le m s  o f r e g u la t o r y  a r b i t r a g e  a n d  la c k  o f t r a n s p a r e n c y  - c r e a t e s  o n e r o u s  

t r a n s a c t io n  c o s t s

• T h is  in c r e a s e s  th e  c o s t o f c a p i t a l f o r  In d ia n  C o m p a n ie s  a c c e s s in g  fo r e ig n  

e q u it y  c a p i t a l

• M u lt ip le  g o v e r n m e n t w o r k in g  g r o u p s  h a v e  c o m m e n t e d  o n  a d  h o c  s t r u c t u r e  o f 

In d ia ’s  c a p i t a l f lo w s  m a n a g e m e n t  

• C o n c e r n s  r e la t in g  to  m o n e y  la u n d e r in g ,  t e r r o r is t f in a n c in g  a n d  K Y C

• P r e s e n t r e g u la t o r y  f r a m e w o r k s  a r e  n o t c o m p le t e  a n d  s u f f ic ie n t t o  t r a c k  

in v e s tm e n t s  a n d  a d d r e s s  c o n c e r n s

1 1

Observations



Qualified Financial Investor

1 2

Proposed QFI Framework



Qualified Financial Investor

• Create Qualified Foreign Investors  (`̀QFI") as  a s ingle class  of investors  for 
all portfolio investments

• D e p o s i t o r y  P a r t ic ip a n t s  (̀ `D P s "), w it h  g lo b a l p r e s e n c e  t h r o u g h  b r a n c h  n e tw o r k  

o r  a g e n c y  r e la t io n s h ip s  w o u ld  b e  r e s p o n s ib le  f o r  e n fo r c in g  O E C D -s ta n d a r d  

K Y C  r e q u ir e m e n t s

• S u c h  D P s  w o u ld  h a v e  h ig h e r  c a p i t a l r e q u ir e m e n t s  a n d  w o u ld  n e e d  to  p a s s  a  

d e t a i le d  f i t n e s s  te s t a d m in is t e r e d  b y  S E B I

• F I I s , F V C Is  a n d  N R I s  w o u ld  b e  a b o l is h e d  a s  a n  in v e s t o r  c la s s

• I n v e s tm e n t l im i t s

• I n v e s tm e n t in  l is t e d / u n l is t e d  s e c u r i t ie s  u p to  1 0%  o f s h a r e s  w o u ld  b e  

c o n s id e r e d  p o r t f o l io  in v e s tm e n t

• I n v e s tm e n t a b o v e  1 0%  w o u ld  b e  c o n s id e r e d  F D I r e q u ir in g  c o m p l ia n c e  w it h  

e x is t in g  F D I r e g u la t io n s

• O E C D  c o u n t r ie s   a n d  B S S T  p e e r  c o u n t r ie s  h a v e  s im i la r  d is t in c t io n  

1 3

Recommendations



Qualified Financial Investor

• K

Y C  R e q u ir e m e n t s

• P r o m u lg a te  b r o a d e r  K Y C  r e q u ir e m e n t s  th a t m e e t O E C D  s t a n d a r d s  o f b e s t 

p r a c t ic e s

• T h e s e  r e q u ir e m e n t s  w o u ld  c o m b in e  a d h e r e n c e  to  P r e v e n t io n  o f M o n e y  

L a u n d e r in g  A c t r u le s  a n d  in f o rm a t io n  r e q u ir e d  f o r  m a r k e t m o n i t o r in g  b y  a l l 

r e g u la t o r s  in t o  o n e  m a s te r  f i le

• C

lo s e ly  r e v ie w  s e c t o r s  w h e r e  l im i t s  s e t b y  F D I a n d  p o r t f o l io  in v e s tm e n t p o l ic y  o v e r la p

• A

l l r e g u la t e d  in v e s tm e n t u n d e r  F D I p o l ic y  o r  o t h e r  s e c to r a l r e g u la t io n  s u c h  a s  

r e g u la t io n  o f m u tu a l f u n d s  o r  p e n s io n s  a n d  ta k e o v e r  r e g u la t io n s  u n d e r  th e  

C o m p a n ie s  A c t , w o u ld  c o n t in u e  a s  b e f o r e

• I

n  a r e a s  w h e r e  t h e r e  a r e  n o  s e p a r a t e  c e i l in g s  b y  A c t s  o f P a r l ia m e n t , Q F I in v e s tm e n t 

c e i l in g  s h o u ld  b e  r e c k o n e d  o v e r  a n d  a b o v e  p r e s c r ib e d  s e c to r a l F D I c a p s

• W

it h  r e g a r d s  to  p a r t ic ip a t o r y  n o t e s , S E B I s h o u ld  h a v e  th e  f in a l r ig h t t o  d e m a n d  d e t a i ls  

a b o u t t h e  e n d  in v e s t o r s  in  c a s e s  o f n e e d e d  in v e s t ig a t io n s

1 4

Recommendations



Outflows into Equity

• U n d e r  th e  L ib e r a l iz e d  R e m it t a n c e  S c h e m e  (̀ `L R S ''), r e s id e n t s  in  In d ia  a r e  

a l lo w e d  to  r e m it u p  to  U S D  2 00 ,0 0 0  a n n u a l ly  a b r o a d

• C u r r e n t ly , e n t i t ie s  th a t o f f e r  o v e r s e a s  in v e s tm e n t p r o d u c t s  to  r e s id e n t s  d o  n o t 

h a v e  a  r e g u la t o r y  f r a m e w o r k  to  o f f e r  a n d  m a r k e t s u c h  in v e s tm e n t a v e n u e s  to  

in v e s to r s  r e s id e n t in  I n d ia

1 5

Observations

Recommendations

• For consumer protection reasons, all entities  s tructuring and offering 
offshore securities  market-related products  to res idents  Indians  should 
regis ter with SEBI 

• F u l l d is c lo s u r e  to  S E B I o f a l l d e ta i ls  o f th e  p r o d u c t , p r o m o t io n a l m a te r ia ls , 

in c lu d in g  p r o d u c t l i t e r a t u r e , a d v e r t is e m e n t s  a n d  b r o c h u r e s  w h ic h  S E B I c a n  

a ls o  f o r w a r d  to  o th e r  r e g u la t o r s



Debt Regulation

1 6

• G r o u p  fo c u s e d  o n  2  b r o a d  is s u e s : 

• E x c h a n g e  r a t e  r is k  w i t h  f o r e ig n  c u r r e n c y  d e n o m in a t e d  d e b t 

• L a c k  o f in s t i t u t io n a l d e v e lo p m e n t o f t h e  c o r p o r a t e  d e b t m a r k e t

• E x c h a n g e  r a te  r is k s  w i t h  fo r e ig n  c u r r e n c y  d e n o m in a te d  b o r r o w in g s  a s  w e l l a s  

q u a n t i t a t iv e  r e s t r ic t io n s  w o r k  a g a in s t f in a n c ia l s t a b i l i t y  

• L im i t f in a n c in g  o p t io n s  th a t w o u ld  fu r t h e r  p r o m o te  th e  c o u n t r y 's  d e v e lo p m e n t

• D e v e lo p in g  th e  r u le s , s y s t e m s  a n d  r e g u la t o r y  s t r u c t u r e  fo r  a  d e e p  a n d  l iq u id  

b o n d  m a r k e t , t h o u g h  n o t d ir e c t ly  a  fo r e ig n  e x c h a n g e  m a t t e r , w o u ld :

• A t t r a c t f o r e ig n  in v e s tm e n t

• P r o m o t e  a  d e e p  e n g a g e m e n t o f fo r e ig n  in v e s t o r s  w i t h  In d ia

• H e lp  to  s h ie ld  th e  e c o n o m y  f r o m  c u r r e n c y  m is m a t c h e s

Observations



Debt Regulation

1 7

• R e m o v e  th e  c a p s  o n  r u p e e -d e n o m in a t e d  c o r p o r a t e  d e b t c o m p le t e ly  to  a d d r e s s  

c u r r e n c y  m is m a t c h e s

• I f a t a l l c a p s  h a v e  to  b e  p u t , t h e y  c o u ld  b e  e x p r e s s e d  in  p e r c e n ta g e  in s t e a d  o f 

a b s o lu t e  te rm s

• F in is h  im p le m e n t in g  r e c o m m e n d a t io n s  f r o m   g o v e r n m e n t c o m m it t e e  r e p o r t s  o v e r  

th e  p a s t f iv e  y e a r s  t h a t h a v e  e i t h e r  p a r t ia l ly  o r n o t b e e n  im p le m e n t e d

• E x te n d  t h e  Q F I m o d e l to  d e b t in v e s tm e n t s  a s  w e l l

• E x t e n d  c o n s u m e r p r o t e c t io n  g u id e l in e s  fo r  in v e s tm e n t in  fo r e ig n  s e c u r i t ie s  u n d e r  

th e  L R S  to  in v e s tm e n t s  in  d e b t s e c u r i t ie s

Recommendations  



Foreign Exchange & Derivatives

• D e r iv a t iv e s  t r a d in g  h a s  m in im a l b a la n c e  o f p a y m e n ts  im p l ic a t io n s

• N e t c a p i ta l m o v in g  in  o r  o u t o f th e  c o u n t r y  te n d s  to  z e r o  i f th e  n u m b e r  o f fo r e ig n  

m a r k e t p a r t ic ip a n t s  is  la r g e

• P o l ic y  d e c is io n s  a b o u t d e r iv a t iv e s  t r a d in g  s h o u ld  b e  s e e n  a s  a  s e p a r a te  m a t t e r  

f r o m  r e g u la t io n  o f f o r e ig n  in v e s tm e n t

• R e g u la t io n  o f fo rw a r d s  a n d  fu tu r e s

• R e v ie w  a l lo w in g  fo r  p a r t ic ip a t io n  in  o n e  r o u te  w h i le  b a n n in g  th e  s a m e  in  a n o th e r  

• T h is  r e d i r e c t s  f lo w s , in v i t e s  r e g u la to r y  a r b i t r a g e  a n d  m a y  n o t h a v e  th e  in te n d e d  

e f f e c t

• P o s i t io n  l im i t s  s h o u ld  b e  c r a f t e d  w i th  m a r k e t in te g r i t y  in  m in d  a n d  b e  n e u t r a l to  

n a t io n a l i t y

• I n t e n d e d  to  l im i t th e  a b i l i t y  o f a  m a r k e t p a r t ic ip a n t to  e n g a g e  in  m a r k e t 

m a n ip u la t io n

• U s e  o f o f f s h o r e  d e r iv a t iv e  in s t r u m e n t s

• G r o u p  a c k n o w le d g e s  th a t g r e a te r  o n s h o r e  p a r t ic ip a t io n  fa c i l i t a t e s  f in a n c ia l 

s ta b i l i t y  

• P r o v id e s  g r e a te r  a b i l i t y  to  r e g u la to r s  to  s u p e r v is e  m a r k e t p r a c t ic e s

• H o w e v e r , r e a s o n s  e x is t fo r  t r a d in g  in  o f f s h o r e  d e r iv a t iv e  in s t r u m e n t s  l ik e  P N s  

th a t a r e  d i f f ic u l t to  c o m p le te ly  s u p p r e s s

1 8

Observations



Foreign Exchange & Derivatives

• C a p i t a l  f lo w s  m a n a g e m e n t r e g u la t io n s  s h o u ld  fo c u s  o n  s p o t in s t r u m e n t s ; n o t 

d e r iv a t iv e s

• H a rm o n iz e  th e  r e g u la t io n  o f fu t u r e s , f o r w a r d s  a n d  o p t io n s

• P o l ic y  p r e f e r e n c e  to  e n c o u r a g e  g r e a te r  t r a d e  in  e x c h a n g e -t r a d e d , a s  o p p o s e d  t o  

o v e r -th e -c o u n t e r  d e r iv a t iv e s

• A l lo w  in v e s tm e n t b y  In d ia n  r e s id e n t s  in  d e r iv a t iv e s  t r a d e  a b r o a d  u p  to  t h e  U S D  

2 0 0 ,0 0 0  l im i t u n d e r  th e  L R S  w it h o u t fu r t h e r  r e g u la t io n

• S p e c ia l ly  b a n  o n  ta k in g  m a r g in  p a y m e n t s  s h o u ld  b e  r e s t a t e d  t o  h o ld  th a t , w h e n  

ta k in g  m a r g in  p a y m e n t s , to t a l l ia b i l i t y  s h o u ld  n o t e x c e e d  t h e  L R S  l im i t

• S t r e a m lin e  r e g is t r a t io n  p r o c e s s e s  b y  im p le m e n t in g  t h e  Q F I m o d e l 

• T h is  w o u ld  a ls o  r e d u c e  th e  in c e n t iv e s  to  p a r t ic ip a t e  in  o n s h o r e  m a r k e t s  s u c h  a s  

th o s e  f o r  p a r t ic ip a t o r y  n o te s

1 9

Recommendations



Tax Recommendations

• S t u d y  a d m in is t r a t iv e  is s u e s  a n d  r e v e n u e  im p l ic a t io n s  o f s h i f t in g  f r o m  a  s o u r c e -

b a s e d  to  a  r e s id e n c e -b a s e d  s y s te m  o f ta x a t io n

• A t t e n t io n  to  o th e r  c o u n t r ie s  e x p e r ie n c e s  w it h  s u c h  t r a n s i t io n s  r e q u ir e d

• S tu d y  IT  s y s t e m s  a n d  in f o rm a t io n  s h a r in g  m e c h a n is m s  w it h  o th e r  c o u n t r ie s  

• T o  p r o p e r ly  im p le m e n t t a x a t io n  o f g lo b a l in c o m e  o f r e s id e n t s  in  a  r e s id e n c e -

b a s e d  ta x a t io n  s y s te m  fo r  c a p i t a l g a in s

• A  s tu d y  o f s u c h  m e c h a n is m s  in  B S S T  a n d  O E C D  c o u n t r ie s , in  p a r t ic u la r , is  

r e q u ir e d

• S tu d y  r e v e n u e  a n d  c o m p l ia n c e  a d v a n ta g e s  o f s o u r c e  b a s e d  ta x a t io n  o f c a p i t a l 

g a in s  

• W h e th e r  ta x  a n d  c o m p l ia n c e  b u r d e n  w o u ld  r e d u c e  if c o u n t r ie s  fo l lo w e d  a  

s o u r c e  b a s e d  ta x a t io n  r e g im e  fo r  c a p i t a l g a in s

• D r a f t D ir e c t T a x e s  C o d e , i f e n a c t e d  in  i t s  c u r r e n t f o rm , w o u ld  r e m o v e  th is  

b a r r ie r  to  t h e  d e v e lo p m e n t o f f in a n c ia l s e r v ic e s  in  t h e  c o u n t r y

• I s s u e  o f c la s s i f ic a t io n  a s  “I n d e p e n d e n t A g e n t ” a g a in s t P e rm a n e n t E s ta b l is h m e n t 

fo r  fu n d  m a n a g e r  in  In d ia  h a n d l in g  t h e  in v e s tm e n t s  o f a  g lo b a l fu n d  lo c a t e d  

a b r o a d  

2 0

Recommendations
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Annexure –  S election of Comparable Cohort (1/2)

2 2

Governance Indicators Brazil China Russia 
South 
Africa 

South 
Korea Turkey India 

Regulatory Quality 1998 0.3 -0.26 -0.51 0.24 0.33 0.49 -0.39

2008 0.19 -0.22 -0.56 0.63 0.73 0.22 -0.21

Voice and Accountability 1998 0.19 -1.38 -0.58 0.85 0.62 -0.68 0.32

2008 0.51 -1.72 -0.97 0.68 0.59 -0.19 0.45

Polit ical Stability 1998 -0.4 -0.09 -0.83 -0.88 0.14 -1.03 -0.87

2008 -0.12 -0.32 -0.62 -0.04 0.41 -0.73 -0.99

Government Effect iveness 1998 -0.12 -0.3 -0.41 0.95 0.39 -0.17 -0.16

2008 -0.01 0.24 -0.32 0.75 1.26 0.2 -0.03

Rule of Law 1998 -0.27 -0.36 -0.85 0.14 0.74 -0.08 0.23

2008 -0.3 -0.33 -0.91 0.12 0.79 0.09 0.12

Corrupt ion 1998 0.1 -0.31 -0.83 0.6 0.21 -0.22 -0.31

2008 -0.03 -0.44 -0.98 0.3 0.45 0.1 -0.37

• T h e  w o r k in g  g r o u p  e x a m in e d  th e  q u a l i t y  o f g o v e r n a n c e  in  th e  G -2 0  c o u n t r ie s  b a s e d  

o n  fo l lo w in g  in d ic a to r s

• V o ic e  a n d  a c c o u n t a b i l i t y • R u le  o f la w

• P o l i t ic a l s ta b i l i t y • C o n t r o l o f c o r r u p t io n

• G o v e r n m e n t e f f e c t iv e n e s s • E c o n o m ic  f r e e d o m

• R e g u la to r y  q u a l i t y • P o l i t ic a l f r e e d o m

S ource: World Bank Governance Indicator Database



Annexure –  S election of Comparable Cohort (2/2)

2 3

S ource: CMIE  Business 
Beacon, IMF International 
Financial S tatistics

Current Account Flows  to GDP

Gross  Investment Pos ition (excluding reserves)

Country 1990 2000 2008 1990  to 2000 2000 to 2008 
India 8 31 71 23 40

Brazil 23 36 42 13 6

South Africa 39 52 73 13 21

South Korea 61 80 118 19 38

Turkey 81 154 74

BSST average 41 62 96 21 34

China 31 48 64 17 16

Russia 75 65 -10

Change 
(Percent to GDP) 

Country 1990 2000 2008 1990  to 2000 2000 to 2008 
India 30 42 85 12 43

Brazil 40 80 103 40 23

South Africa 52 144 175 92 31

South Korea 34 79 135 45 56

Turkey 35 77 101 42 24

BSST average 40 95 128 55 33

China 38 70 113 32 43

Russia 173 179 - 6

Change 

S ource: Lane and Milesi-
Ferreti (2007)
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