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FROM THE DESK OF -

Dipesh Shah, Head Prime Brokerage & Custodial Services
Dear Patrons,
2017 was a happening year for us all.
While we began 2017 with a lot of nervousness and caution all around, the year
turned out to be one of the calmest years for the markets globally, with recovery a
common theme amongst most major economies.
It was a great year for India as well, especially on the structural front. Amidst a

Dipesh Shah

series of structural reforms like Demonetization and GST; enactment of Insolvency and Bankruptcy Code
(IBC), strong growth rate and a $2 trillion+ economy; India has poised itself for a sustained and signiﬁcant
compounding effect. Similar to long-term investments these reforms may not reﬂect immediate returns
but will surely have an impact adding on to the momentum of Indian economy.
As for 2018, we expect a sustained recovery in Indian GDP growth, led by the steadfast vision of the central
government striking a ﬁne balance between growth and ﬁscal prudence. While there is wide-spread
scepticism on earnings growth; we believe a base for broad base earnings recovery has been built and the
turn in the cycle will become more and more evident as corporate proﬁts start going up. While domestic
fundamentals are strong, global concerns with regards to liquidity and balance sheet tightening of the Fed
& ECB may be areas of concern. Expect heightened volatility, but overall market momentum should
continue to be positive.
On the regulatory side, India access norms have been further eased in both FDI and FPI investments.
Following on from the “Easing of Access Norms” consultation paper issued by SEBI last year and after
taking into consideration suggestions from various stakeholders, SEBI last month came out with norms to
further ease India access for FPIs. SEBI’s forthcoming approach to take suggestions from the market
participants was highly appreciated and the team at Edelweiss actively contributed in the developing the
same. Further steps like Single window clearance are in the ofﬁng and this should streamline and make the
overall registration process much easier.
Another important development from the Indian capital markets was ban of trading of derivative contracts
based on Indian indices on overseas bourses. This joint action taken by the Indian exchanges would also
lead to more investor interest in the exchanges set up in Gift City, which is India's ﬁrst international
ﬁnancial services centre (IFSC). In presumption that Gift City would soon get a uniﬁed regulator while all
transactions done on exchanges based in the special zone would be exempted from short term and long
term capital gains tax, India would continue remain a focused investment market.
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The above regulatory and policy changes has left a positive impact on the foreign investors and provided
more reasons to the foreign investors to consider India as one of the most favoured investment destination.
At Edelweiss Prime Brokerage Services too we are geared up for all these positive changes that 2017 left us
with. It’s overwhelming to share that Edelweiss Custodial Services Limited (ECSL) was rated as a Leading
India Custodian - both in the Global Custodian (GC) Indian Domestic Survey 2017 and also in the Global
Custodian (GC) Agent Banks Emerging Market survey 2017 with clients rating us highly in Relationship
Management, Knowledge of market intricacies, process and legal structures, value delivered and asset
servicing.
While we celebrate this success and thank all our stakeholders for their faith and trust in us, we also
acknowledge that this recognition is a big responsibility and drives us further to constantly work towards
enhancing customer experience through our products, platforms and services.
Happy Investing!
Warm Regards
Dipesh Shah
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OUR GLOBAL RECOGNITION
Edelweiss Custodial Services Ltd rated as a “Leading India Custodian” in the Global Custodian (GC)
Agent Banks Emerging market survey 2017
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MARKET UPDATE
FIXED INCOME
Bond yields continued their ascent this month as well post the Union Budget and amidst the global volatility
across asset classes. The 10Y benchmark yield rose to as much as 7.80% during the month and currently
stands around 7.70%. US treasury yields have been hardening and domestic retail inﬂation is expected to
hover around the 5% handle in the near term. The impending concern at the moment for the bond markets
is the hawkishness projected by the India MPC as well as the US FOMC at their latest policy review
meetings. This has not only driven yields higher but has also resulted in subdued participation from the key
investor segments.
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FOREX

DXY
Dollar continued to trade on a weak note for most part of the month before gaining some ground post the
release of Fed monetary policy minutes. Fed in its minutes released indicated faster pace of rate hike
contingent on substantial underlying economic momentum which should take inﬂation higher towards
targeted levels. Following the release of somewhat hawkish minutes, Dollar index recovered from lows of
88.25 and was up almost 2% from troughs after 10yr benchmark yield jumped to high of 2.96%.

EURUSD
Euro was trading with an upward bias during the ﬁrst fortnight and breached the previous top to make new
high of 1.2555. However, the currency gave up its gains tracking bounce in Dollar that followed the release
of Fed minutes. While data has held up well, EURUSD continued to consolidate ahead of crucial political
events in early March including Italy elections and Social democrats poll on forming coalition with Angela
Merkel’s government.

GBPUSD
As Dollar index gained, Pound also retraced from its highs and depreciated by 0.65% in the month of
February. BoE monetary policy lent some support after the central bank hinted at faster pace of rate hike
but gains were not sustained thereafter. Downward revision of GDP data for 4Q 2017 to 0.4% from 0.5%
also added to the pressure on currency.
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USDJPY
Against other major currencies, JPY appreciated by 2% in Feb-18 particularly after the risk off scenario
when equity markets tumbled globally. Concerns over rising yields drove 10% correction in Dow Jones from
the peak of 2018 which triggered ﬂight to safe assets and JPY gained on account of its safe haven stature.

USDINR
USDINR witnessed volatile movement in the month of February and rose to high of 65.10, its highest level
since Nov-17. India’s trade deﬁcit widened to 56 month high of USD16.3bn in January against USD14.9bn
in December. In a single day that followed, Rupee depreciated to lowest levels in three months with USDINR
rising by 58paise. Subsequently, pressure eased off but INR underperformed other major currencies
depreciating as much as 1.7% on monthly basis.
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EQUITY
In light of weak global markets, Indian equities were also under pressure. Post a decent run up of 6% in
January, Indian Equity Markets were down 4%. From the Union Budget front, long term capital gain tax was
sentimentally a negative outcome for the markets. On earnigns front, Q3FY18 was better than Q2FY18
and upward trend of earnings continued in Q3FY18 (Q3FY18 earnings up 9% YoY vs 0% in H1FY18). On
ﬂows side in February’18 FII have sold USD 1.5bn in equity market, whereas DII’s have pumped in into
equities around USD2.1bn. On sectoral performance side, ﬁnancials, healthcare & discretionary have
corrected most by 8%, 7% & 7% respectively whereas consumer staples and energy outperformed broader
market.
On valuation side MSCI India is trading at 17.5 times on 12 months forward PE where as MSCI EM is trading
at 12.6 implying a premium of 40% for India over Emerging Markets (EM) , which is its long term average.
MSCI India 12months forward PE premium at its long term average
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GUEST COLUMN - 01
SEBI eases access norms for Foreign Portfolio Investors

Pranay Bhatia

Amol Jhaveri

Partner – Direct Tax - BDO India LLP

Associate – Direct Tax - BDO India LLP

The opening up of Foreign Direct Investment (‘FDI’) accompanied by introduction of the new Foreign
Portfolio Investment (‘FPI’) Regulations makes India a more accessible destination amongst markets. The
SEBI (FPI) Regulations, 2014 has considerably eased the entry norms for FPIs to access the growing Indian
Capital Markets, since the introduction of the said Regulations, by SEBI on January 7, 2014.
India still holds being an attractive investment destination. Infusion of foreign capital to the secondary
market has always received more attention due to the special nature of this investor segment.
With a broad based objective to attract more FPI in the country, SEBI had issued a consultation paper titled
‘Easing of Access Norms for Investment by FPIs’ with a view to solicit comments from public at large.
After taking into consideration the various comments received on the proposals contained in the aforesaid
consultation paper, SEBI has brought about the following revisions in extant regulatory provisions vide its
recently introduced circular easing the access norms for investment by FPIs:
1.

Discontinuance of requirements for seeking prior approval from SEBI in case of change in local
custodian/ Designated Depository Participant (‘DDP’):
At the time of change of local custodian/ DDP, the new DDP shall be permitted to rely on the registration
granted by previous DDP at the time of transition. The move is expected to avoid duplicate efforts and
incremental documentation by the FPIs as well as the DDPs

2.

Rationalization of procedure for submission of PCC/ MCV Declarations and Undertakings (D&U)
and Investor grouping requirement at the time of continuance of registration of FPIs:
Procedural requirements have been simpliﬁed for FPIs. At the time of seeking continuance of registration,
FPIs are no longer required to re-submit declarations and undertakings in cases where there is no change in
the information already submitted, thereby reducing paperwork.
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3.

Placing reliance on due diligence carried out by erstwhile DDP at the time of change of Custodian/
DDP of FPIs:
With a view to reduce documentation and delay in transitions, in the process of change of local custodian/
DDP, the new DDP may rely on the due diligence carried out by the old DDP.

4.

Exemption to FPIs having Multiple Investment Managers (‘MIM’) structure from seeking prior
approval from SEBI in case of Free of Cost (‘FOC’) transfer of assets:
Regulations provide that transaction in securities should be executed only through registered stock brokers.
However, in case of FOC transfers between FPIs operating under MIM structure bearing same PAN are now
exempted from seeking prior approval from SEBI.

5.

Simpliﬁcation of process for addition of share class:
All FPIs maintaining segregated portfolio were required to obtain prior approval of DDP in case of any
addition in class of shares. In the revised regulation, where an FPI maintains common portfolio across all class
of shares no prior approval is required to be obtained from DDP.

6.

Permitting FPIs operating under the MIM structure to appoint multiple custodians:
SEBI has now allowed FPIs operating under MIM structure to appoint multiple custodians/ DDPs.

7.

Permitting appropriately regulated Private Bank/ Merchant Bank to invest on their behalf and also
on behalf of their clients:
It has been decided that private bank/ merchant bank that are appropriately regulated are now allowed to
invest on behalf of their clients, subject to following conditions –
•

Details of beneﬁcial owners is provided to SEBI as and when called for; and

• Banks do not enter into secrecy arrangement with the investors and secrecy laws do not apply to the
jurisdiction in which bank is regulated.
8.

Other Clariﬁcations on Conditional registration:
The facility of granting conditional registration is now extended to existing funds proposing to convert as India
dedicated funds. A time period of 90 days will be provided to achieve the Broad based status.

Concluding Remarks
On one hand, the introduction of long term capital gains tax on listed shares has acted as a damper and therefore
apprehension is that whether the same level of interest for continuing to invest in India will exist or not, for the FPIs.
Although, the consultation paper was released in June 2017, the ﬁnal regulations coming out just after the Budget
proposal seems to be an attempt to woo the FPI community.
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GUEST COLUMN - 02
Permitting Private Banks / Merchant Banks to Invest on behalf of
their Clients

Richie Sancheti
Head - Investments Funds - Nishith Desai Associates

Synopsis - SEBI eases access norms for Foreign Portfolio Investors
In line with its stated policy to encourage direct participation in Indian markets, the Securities and Exchange Board of
India (“SEBI”) has, through a recent circular1(“Circular”), announced several reforms for foreign investors accessing
Indian capital markets. The major changes are:
•

SEBI has amended the FPI regulatory framework in respect of appointment of DDPs and local custodians,
PCC/MCV declarations, free of cost transfers and broad-based criteria.

•

Omnibus structures: Appropriately regulated private banks and merchant banks are now permitted to
invest on behalf of clients as well.

•

Sovereign wealth funds, insurance/reinsurance companies, pension funds, exchange traded funds have
been recognized as institutional investors.

•

Category II FPIs that are broad based but subsequently fail to meet the criteria, shall be provided a three
month window to regain its broad based criteria.

•

Free of cost transfers permitted without prior SEBI approval for ‘Multi- investment managers’ structure in
instances where the transferor and transferee FPIs have the same beneﬁcial owners.

•

Existing India focused funds permitted to obtain conditional registration as an FPI.

•

FPIs and authorized global custodians are now permitted to change local custodians without prior approval
from SEBI.

PERMITTING PRIVATE BANKS / MERCHANT BANKS TO INVEST ON BEHALF OF
THEIR CLIENTS
Currently, private banks and merchant banks that are “appropriately regulated” are eligible for grant of
registration as an FPI. However, prior to the Circular, such entities were only permitted to invest in a
proprietary capacity. SEBI has announced that, private banks and merchant banks will now be permitted to
invest on behalf of their clients after providing a declaration to the effect that:
(a) The details of the beneﬁcial owners are available and will be provided as and when required by the
regulators; and

CIR/IMD/FPIC/ 26 /2018, Dated February 15, 2018, available at:
https://www.sebi.gov.in/legal/circulars/feb-2018/easing-of-access-norms-for-investment-by-fpis_37866.html

1
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(b) The banks do not have any secrecy arrangement with the investors and all required legal / regulatory
arrangements have been for any secrecy laws or conﬁdentiality to not impede disclosure of beneﬁcial
owner details, if required.
This amendment should enable overseas pooled accounts / omnibus accounts maintained with global
service providers to access the Indian capital markets. Omnibus accounts refer to accounts where securities
are held in a single account for and on behalf of several investors. There are several reasons for investors
preferring such arrangements, mainly:(a) Foreign investors with global investment programs prefer to have a single service provider for holding
securities when trading locally or globally. Since such a service provider may provide such services to
numerous clients, it is operationally cumbersome and expensive to open a separate account for each
client to access markets in a single jurisdiction. The fact that only one account is needed reduces the fees
associated with setting up and maintaining an account for trading in a particular jurisdiction.
(b) The issuers would only be required to deal with the single service provider who holds the accounts on
behalf of the investors and not a large number of investors. Also, the responsibility of dealing with the
issuers shifts from the investor to the service provider.
(c) A structure where a single representative investor is permitted to invest on behalf of several clients
creates economies of scale, lower transaction costs and enhances liquidity. Subject to the taxation
related aspects, sophisticated operators may also be able to offset certain credit and debit entries and
the settlement process may be internalized to a certain extent.
(d) The amendment is also in line with changing global trends on the role of banks that operate across
jurisdiction and investor preferences for accessing capital markets. Brokers could look ‘at’ and not look
‘through’ omnibus accounts and to treat the holder of an omnibus account as the customer whose
identity they needed to know. However, a system of checks and balances has also been brought about by
the regulators to curb abuse of such structures.
The amendment brought about by SEBI represents a fair balance between the commercial needs of
banks / merchant banks (as such programs form an integral part of their offering) and SEBI’s prerogative
of identifying the source of funds and the beneﬁcial owners in such transactions.
CONCLUSION
The Circular comes as a positive for market participants. Clarity of law and delegation of certain
administrative actions are essential steps in reducing the operational lags that are being faced by FPIs. The
opening of private banking channel to participate in Indian markets should help in broadening the access to
a larger investor base.
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DISCLAIMER
Prime Time is a monthly newsletter introduced by Edelweiss Prime Brokerage Services. Edelweiss Prime Brokerage
Services offers innovative solutions and services across multiple asset classes to a diverse set of clients ranging from
Institutions, brokers, corporates and High Net-worth Individuals (HNIs). These services offered by Edelweiss
Custodial Services Limited, is being published for general information purpose only to our esteemed subscribers to it.
Edelweiss Custodial Services Limited and its group companies and associates (hereinafter singly and jointly referred
to as " ") have taken due care and caution in compilation of the data and the contents for this newsletter.
This newsletter does not constitute an offer or solicitation for the purchase or sale of any ﬁnancial instrument or as an
ofﬁcial conﬁrmation of any transaction.
The newsletter is a compilation of data and substance from multiple sources which includes government and/or
regulatory websites and other public sources and have only reproduced the information validated by the respective
sources. It may contains key indices, rates, recommendations on various internal products for the purpose of
investment or trading, hence Edelweiss advises its users to verify the veracity / appropriateness of the information
before taking any decisions. We do not represent that it is accurate or complete and it should not be relied on as such.
The information given in this newsletter pertains to data collected for preparing this newsletter and is current and/or
past as on date and there can be no assurance that future results or events will be consistent with this information.
Similarly information provided in this newsletter is obtained from sources believed to be reliable but cannot be
guaranteed as to the completeness, timeliness, adequacy or accuracy of any information and Edelweiss is not
responsible for any errors or omissions or for the results obtained from the use of such information. Edelweiss
reserves the right to make modiﬁcations and alterations to this information as may be required from time to time.
However, Edelweiss is under no obligation to update or keep the information current. Nevertheless, Edelweiss is
committed to providing independent and transparent recommendation to its client and would be happy to provide any
information in response to speciﬁc client queries.
This newsletter is provided for assistance only and is not intended to be and must not alone be taken as the basis for
an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this
document should make such investigation as it deems necessary to arrive at an independent evaluation of an
investment in the securities of companies referred to in this document (including the merits and risks involved), and
should consult his own advisors to determine the merits and risks of such investment. The investment discussed or
views expressed may not be suitable for all investors. .Additionally any guest article published in this newsletter does
not receive compensation in any form or type.
Neither Edelweiss nor any of its afﬁliates, group companies, directors, employees, agents or representatives shall be
liable for any damages whether direct, indirect, special or consequential including lost revenue or lost proﬁts that may
arise from or in connection with the use of the information.
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The art and design style rendered in this newsletter is a creative interpretation based on the content of the various
articles and information generally available in the public domain. The art and design style is for representation
purposes only. All trademarks and rights acknowledged. Edelweiss or any of its afﬁliates/group companies shall not be
in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this newsletter.
This information should not be reproduced or redistributed or passed on directly or indirectly in any form to any other
person or published, copied, in whole or in part, for any purpose. This newsletter is not directed or intended for
distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or
which would subject Edelweiss and afﬁliates/group companies to any registration or licensing requirements within
such jurisdiction. The distribution of this newsletter in certain jurisdictions may be restricted by law, and persons in
whose possession this book comes, should inform themselves about and observe, any such restrictions. All copyrights
of the publication are reserved by Edelweiss and any copying and/or electronic transmission of the content of the
newsletter is a violation of copyright law.
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