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Abstract

The dataset presented in this article containgimftion on imposition or relaxation of legal restions on foreign
investment, by the authorities in a large, emergiognomy- India. These restrictions are referreégocapital
controls because they act as controls on the tautdunt of an economy. Legal instruments suctegslations,
circulars and notifications published on the wedssiof the relevant regulatory authorities, havenbesed as the
source of the data. In particular, the datasetediscinformation from these legal instruments tniify whether the
instrument tightens or eases capital controls eestment by foreign institutions in different assktsses such as
debt, equity and derivatives.

Keywords: Foreign Institutional | nvestors, capital control actions, debt, equity, derivatives, financial
regulation.



Specifications Table

Subject area Law and Economics

More specific subject area | Finance, Foreign investment, Capital account liberalisation

Type of data Tables, graphs

How data was acquired Hand collection of legal restrictions from legal instruments published on the
websites of regulatory agencies. Microsoft Excel Version 16.29.1 was used to
generate the graphs.

Data format Raw and analysed

Experimental factors The data-set classifies capital control measures into different categories and

scor es these measur es depending on whether they relax or restrict investment by
foreign institutional investorsin the Indian economy.

Experimental features Foreign investors are critical for financing investment in emerging economies such
as India where domestic saving falls short of the investment requirements.
Data source location Websites of regulatory agencies
Data accessibility Raw data is available here: http://mww.ifrogs.org/sDUOmirr/CCA.html
Value of the Data

» The data described in this article allows us tddbaitime-series of capital control measures tlaaeheen
imposed in India. This can be used to understaaditient to which India's capital account has gafidu
opened up since the economic liberalisation refarfrithe mid 1990s, over a period of more than 2rge

 The data can help construct indices for measurigde-jure capital account openness of India with
respect to foreign portfolio investment. The dada @lso be used to analyse the circumstances ichwhi
these instruments were introduced to evaluate iimgact on outcomes such as foreign investmentw]
into India, currency volatility, inflation and cost capital in the economy.

 The capital controls dataset and related statigitesented in this article will give policy makeas
overview of the evolution of legal restrictions éoreign portfolio investment in Indiaover time, the
frequency of changes that have been brought almolitheeir impact on policy objectives.

» The data presented in this article will allow ficanpractitioners and foreign investors to undecstie
current state of capital account openness in Imdigch in turn may help them undertake investment
decisions.

Data

The dataset quantifies the legal regulations agble to foreign portfolio investors interested mvesting in the
Indian financial marketS These regulations are referred to as capital onbecause they act as a control on the
capital account of an economy. The capital acc@miatsummary of inflows and outflows of foreign é@stment to

! The dataset can be accessed here: http://wwwsifoog'sDUOmIrr/CCA.html




and from the host country, which in this case @didnThis data records the easing and tighteningapftal controls
on foreign portfolio investors. Figure 1 shows thember of capital control events by year. Figurshdws the
number of easing and tightening capital controlnévéy year. Figure 3 shows the year-wise distidiouof capital

control events by the type of capital control inkeal. Figure 4 shows the easing and tightening efvdrious types
of capital controls. Figure 5 describes these ahpitntrols by the asset classes that they affégure 6 shows the
number of easing and tightening of capital contemi®ss the different asset classes.

The traditional approach to measuring capital cdsthas relied on cross-country de-jure measurel as the
Chinn-Ito index and the Schindler index (Chinn dttd 2008 and Schindler, 2009). These measureehe lof
capital account openness using the summary clessifn tables published by the International Monetaund in
the Annual Report on Exchange Arrangements and dbgih Restrictions (AREAER). While these measures ar
useful for cross-country comparisons, they havétdidhutility for understanding a country-specifeghl framework
dealing with capital controls. This is especialtyet for a country like India, which has an elaberkgal and
administrative framework governing capital controlthe cross-country indices of capital controlsedeta
movement towards capital account openness only ahspecific category of controls is dismantledindia, while
the structure of controls is intact, many restoict have been administratively or procedurally @édsading to
greater access for foreign investors. As an outcahsse indices assign a score to India that hashamged from
1970 to 2017.

To address these difficulties, the recent litemthas shifted focus from level of capital contristhe precise
measurement of capital control actions (CCAs). sTaper is part of that emerging strand of liteeatAs an
example, Pandey et al. (2016) analyse legal doctsrtenconstruct a dataset on restrictions on foreigrrency
borrowings by Indian firms. Foreign currency boriogvby firms (referred to as External Commerciar®wings,
ECB) is subject to a complex framework of capitahttols on each aspect of borrowing, such as cgitin the
interest rate that can be paid, caps on the matmiéiborrowing, the uses that the borrowed amoantbe put into
etc. The authors construct a fine-tuned datasekitrg the easing and tightening of controls onaalpects of
borrowings. Similarly, Forbes et al. (2015) analyse motivations for imposing capital controlsdonstructing a
dataset that tracks increases and decreases irolsoo capital inflows, controls on capital outfle, and macro-
prudential measures at a weekly frequency for &htées from 2009 through 2011.

The dataset was built by hand collecting qualigiivformation on the entire gamut of capital colstrithat were
either imposed or relaxed by the concerned regylatmthorities in India with respect to foreign tolio

investment (henceforth, FPI) in India. Foreign fmid investors are institutional investors. Thencerned
regulatory authorities include either the centrahlo of India, the Reserve Bank of India (RBI), be tsecurities
regulator, the Securities and Exchange Board afI{@EBI). Our data spans a period of 18 years cenung on
1*January, 2000 and ending on December 31, 2018s&uple period begins in the year of operationatinabf

the Foreign Exchange Management Act, 1999 (FEMAJictvis the Indian law that governs foreign invesitrnin

India.

2 In all the graphs the y-axis shows the numbemgftal control events.



During this period, the total number of legal instents issued with regard to FPI capital contras W12. Separate
instruments issued by the RBI and SEBI which h&aeestime effect on capital controls are counted amtg. Often,
Often, a single instrument makes multiple interiemg in relation to capital controls. Each sucteiméntion is
referred to as a capital control event. We exclatierventions for which a legally binding sourcecat be traced.
Once all the changes are considered as separatesetie total number of capital control eventd34. On this
basis, on average, India has faced roughly 8 ap&al control events annually during the periodhié data.

Figure 1 depicts the capital control events by y&athis span of 18 years, there was at leastcapéial control

event each year. The year 2018 saw the maximum ewuoflbcapital control events and the years 2000526nd
2009 saw the least number of such events.

Figure 1. Annual distribution of capital control events
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Capital control actions can be of two types—easind tightening. In the rest of the paper, we redehem as FPI
easing events and FPI tightening events, respégctit®| easing events denote events that have ffleet eof
relaxation of existing controls or any action thakes it easier for foreign investors to investhi@ host country.
Conversely, FPI tightening events denote eventstiinee the effect of increasing the capital costmi any actions
that make it harder for foreign investors to inviesthe host country. We find that for the full jwet of the dataset,
the easing events are substantially higher in nurab®9, compared to the tightening events whichewZ7 in
number. For all the years, except 2003 and 20086, niimber of easing events is higher than the nurober
tightening events.



Figure 2 shows the annual distribution of easind tghtening events. The events that are (i) neid@asing nor
tightening or (ii) partially easing and partialightening are classified, as null events. The maxrinmumber of FPI
easing events took place in 2018 (14 in numbeldvad by 2008 (11 in number) and 2013 (10 in numbEne
maximum number of FPI tightening events also tolakc@in 2018 (9 in number) followed by 2008 (4 imtber).
25 events are classified as null events.

Figure 2: Annual distribution of easing, tightening and null capital control events

16

14

10

I

M

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
H Tightening event M Null event © Easing event

o

We next consider two types of classifications oérgvcapital control action: one based on the intendnd-
objective of the capital control action and theeotbased on the kind of assets to which the capitairol action
would apply. For each of these classificationsfuvther divide the events into easing and tightgréments.

In the first classification scheme, we divide tlapital controls into four categories depending lwgirtintended end
objective. These categories are:



» Eligibility: This category refers to capital contractions that decide the kind of foreign investanso
might be eligible or ineligible to invest in thedilan financial markets.

* Investment condition: This category refers to apiontrol actions that govern the conditions o th
investments that are undertaken by foreign investés an example, in 2004, FPIs were allowed toeiss
offshore derivative instruments against underlysegurities held by them in the Indian stock excleang

* Investment limit: These are capital control actitimst deal with monetary limits up to which invesims
are permitted by FPlIs.

» Procedure: The law on capital controls prescribesekborate administrative procedure that foreign
investors need to follow in order to invest in thdian debt and equity markets. For example, a gham
the procedure for registration of an FPI with regoty authorities in India will be classified inigh
category.

Figure 3 depicts the FPI capital control actiorasslified into the above mentioned four categoneid the sample
period. We find that about 60 percent of the cépitantrol actions during the period of the datassate to
investment conditions, and 20 percent are ‘procgdwalated changes. The remaining 20 percent ofcépétal
control actions relate to eligibility criteria onvestment limits. The year 2018 witnessed the tHginember of
capital control actions in relation to investmeanditions (18 in number), followed by 2008, and 201

Figure 3: Categoriesof capital control events
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In Figure 4, we depict the number of easing anbtéiging events across the four categories. Of tleesing
events during this period, more than half pertaiteethvestment conditions' and the next largesin&pertained to
'investment limits'. The highest number of FPI tagling events was with respect to 'investment d¢mrdi'. Thus,
statistics show that majority of the capital cohtotions during the period from 2000 to 2018 haeen in the
domain of 'investment conditions'.



Figure4: Easing and tightening of different types of capital controls
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In the second classification scheme, we split t#ygital control events into four main asset claseasely-Debt,
Derivatives, Equity and General. This classificatioelps understand which kind of assets witneskedntost
capital control actions over the last two decadesfar as foreign institutional investment is caonee. “Debt”
refers to investment in both corporate and govenirhends. “Derivatives” include products such asitgofutures
and options, commodity derivatives éttEquity” refers to investment in the stocks andrss of Indian companies.
Finally, those capital control changes that do redate to changes in the asset class of “debt”puitgt or
“derivatives” but relate to, for example easinditening of procedures across all asset classeasangétightening
of eligibility of FPIs across all asset classes, gilouped under the category of “general”.

We also create another category called “other’ré@kt changes in asset classes other than “delquity¢ and
“derivatives”. For example, FPI investments in Malt&runds and Collective Investment Schemes (CIS)ladvbe
captured under the “others” category. As shownigufe 5, the “General” category saw the highest loemof
capital control actions (69) followed by “Debt” (6dnd “Derivatives” (24). “Equity” (2) saw the l¢a3he residual
category of “Others” contained 4 capital contrdiats.

3 Derivatives are securities that derive their vdioen an underlying debt instrument, share, loaaryr other form of security. Derivatives
may also derive their value from the prices or indeprices of the underlying securities.



Figure5: Annual distribution of capital controlsin different asset classes

14

10

il

2000 2001 2002 2003 2004 2005 2006 2007 2008 20092010 2011 2012 2013 2014 2015 2016 2017 2018
M Debt ™ Derivatives = Equity ™ General M Other

2]

{=2]

.

M

In Figure 6, we plot the number of FPI easing everst FPI tightening events across the various ataeses. We

find that the category “Debt” saw the highest numbkcapital controls easing whereas the “Genecategory
faced the maximum tightening of controls.



Figure5: Annual distribution of easing and tightening events acr oss asset classes
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Experimental Design, M aterials, and M ethods

Cross-border capital flows coming into India areegqmed by FEMA and the rules and regulations madkewuit.

India is currently a partially capital account certible economy. Hence, under the current desigtheflegal

framework, all capital account transactions in éndre prohibited unless explicitly permitted. Themissions are
granted through a set of legal instruments issuadapily by the central bank (RBI) and also by thecurities
market regulator (SEBI). Restrictions differ acdogdto the type of foreign investor, the type ofetsclass, the
intended recipient of foreign capital, the end offoreign capital, etc.

In this article, we hand-construct a new datasetiabne class of capital controls, those that afflee investment
into India by foreign portfolio investors (FPIs)h&nges to capital controls are published by the &=l SEBI in

their circulars which are publicly available. Weahysed the text of these circulars to constructdataset on capital
controls governing foreign portfolio investmentheTdataset classifies each capital control chasdeasing” or

“tightening”. Easing events are marked as “+1” digthtening events are marked as “-1". The chanbes are

ambiguous or those that primarily relate to procabdchanges are marked as “0”.

Since the liberalisation of India’s economy in t@90s, parts of its capital account has been likzechand FPIs
have been allowed to invest in Indian markets sih®82. In the 1990s, FPI investments were govetmgd
Government of India guidelines and permissions ufteeign Exchange Regulation Act, 1973 (FERA),ahhivas
the legal framework preceding FEMA. With the enamtitmof FEMA in 1999, the capital controls governirBls
came under the regulatory purview of RBI. Hence,traek the changes in FPI investments post theterendt of
FEMA capturing all capital control actions with pest to FPIs from the year 2000 to 2018.
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