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Executive summary

On 5 June 2026, the Government of India (GOI) announced a series of reforms
aimed at deepening the Government Securities (G-Secs) market and enhancing
Foreign Portfolio Investor (FPI) participation, as outlined in the Press Release
issued by the Ministry of Finance (Press Release)!. The reforms include
significant liberalization of the tax and regulatory framework governing FPI
investments in G-Secs. Concurrently with the issuance of the Press Release, the
Reserve Bank of India issued the A.P. (DIR Series) Circular No. 11 dated

5 June 2026 (RBI Notification)? and the GOl promulgated the Income-tax
(Amendment) Ordinance, 2026 (Ordinance 2026)3, to give effect to the
measures announced in the Press Release.

This alert summarizes the Press Release, RBI Notification and the Ordinance
2026. While the amendments in the RBI Notification are effective immediately,
the changes in the Ordinance 2026 are effective from 1 April 2026.

Taken together, the measures are positioned as part of the Government’s
continuing effort to align India's investment framework with global standards,
improve operational efficiency for foreign investors and deepen India’s
sovereign debt market.
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Background

In line with the GOI's commitment to strengthen India’'s
position as a leading global investment destination and
deepen the capital markets, the GOI has issued the Press
Release outlining a series of reforms to increase FPI
participation in G-Secs and facilitate greater portfolio
investment in the equity segment. These reforms aim to
broaden and diversify the investor base. Greater foreign
participation will provide an additional source of funding
for infrastructure, manufacturing, urban development,
climate initiatives, and other national priorities. It will
also improve market liquidity and price discovery,
support the development of a smoother yield curve,
reduce government borrowing costs, strengthen
financial market benchmarks, and enhance the
transmission of monetary policy across the economy.

Simultaneously, the RBI issued the RBI Notification and
the GOI also promulgated the Ordinance 2026 to
implement the measures announced in the Press
Release.

This alert summarizes the changes made vide the Press
Release, RBI Notification and the Ordinance 2026 and
their implications for FPIs.

Liberalization of regulatory
framework for FPI investments
in G-Secs

= As per Securities and Exchange Board of India
(Foreign Portfolio Investment) Regulations, 2019,
FPIs can invest, inter-alia, in debt securities as may
be permitted by the RBI.

= The Foreign Exchange Management (Debt
Instruments) Regulations, 2019 provides the type of
debt securities a FPI can invest in, which includes
Government securities, treasury bills, non-
convertible debentures, bonds, etc.

=  Further, the RBI has issued various circulars
outlining the terms, conditions and directions with
respect to investments by FPIs in debt securities.
The same have been consolidated in Master
Direction - RBI (Non-resident Investment in Debt
Instruments) Directions, 20254 issued on
7 January 2025 and updated from time to time. The
Master Direction, inter-alia, outlines the routes for
making investments by FPIs, non-resident Indians,
Overseas Citizens of India, investment limits and
conditions for each category of investment.

4 Notification No. FMRD.FMD.10/14.01.006/2024-25
5 EY Alert - Relaxations in conditions for investment in
Corporate Debt Securities

® EY Alert - RBI circular - Rationalization of VRR

=  Presently, FPIs are permitted to make investments
in Indian debt securities under three routes:

=  General Route
= Voluntary Retention Route (VRR)
=  Fully Accessible Route (FAR).

=  While investments under the General Route are
subject to macro-prudential and other requlatory
norms, investments under the VRR are not subject
to such restrictions. However, FPIs investing under
the VRR are required to maintain a prescribed
minimum percentage of their investments in India
for a minimum retention period of three years, or
such other period as may be specified by the RBI.
Further, the FAR permits eligible foreign investors,
including FPIs, to invest in specified G-Secs without
investment restrictions.

=  Over the past year, the RBI has relaxed conditions
under the General Route for corporate debt
investments® and also rationalised the VRR enabling
more efficient portfolio structuring and
management®.

= To enhance FPI participation in G-Secs, the Press
Release has announced the following measures,
which have been formalized by the RBI through the
RBI Notification and are effective immediately.

Removal of restrictions in respect of short-
term investment limit, concentration limit
and security-wise limit

= Hitherto, FPl investment in G-Secs under the
General Route was subject to, inter-alia, the
following conditions:

= Short-term investment limit: Short-term
investments (i.e. investments with residual
maturity of upto one year) by an FPl in
Central G-Secs (including Treasury bills)
and State G-Secs should not exceed 30% of
the total investment of the FPI in each
category.

= Security-wise limit: Aggregate investment
by all FPIs in any Central G-Secs should not
exceed 30% of the outstanding stock of
that security.

=  Concentration limit: An FPI (along with its
related FPIs) cannot invest more than 15%
(for Long-term FPIs”) or 10% (for Other
FPIs) of the investment limit for each

7*Long term FPIs” are defined to mean sovereign wealth funds,
Multilateral Agencies, Pension / Insurance / Endowment Funds
and foreign Central Banks.
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category i.e. Central G-Secs and State G-
Secs.

=  With a view to facilitating greater ease of
investment for FPIs, the above restrictions have
now been removed. The overall FPI investment
ceilings remain unchanged at 6% of outstanding
stock of Central G-Secs and 2% of outstanding
stock of State G-Secs.

Expanding the list of specified securities
under FAR

= The FAR was introduced8 on 30 March 2020
and became effective from 1 April 2020 in
respect of limited categories of G-Secs. As
indicated above, FAR permits eligible foreign
investors, including FPIs, to invest in ‘specified
G-Secs' without investment restrictions. Over
time, the Government has expanded the range
of securities eligible for investment under the
FAR.

=  The list of securities designated as “specified
securities” under the FAR has been further
widened to, inter-alia, include the following

= New issuances of 15-year, 30-year, and 40-
year GOI securities

= New issuances of Sovereign Green Bonds
with 5-year, 7-year, 10-year, 15-year, 30-
year and 40-year tenors.

Merging the investment limits for Long-
term FPIs” with the general limits

=  Currently, Long-term FPIs” have a separate
investment limit allocated for them. The
investment limit for financial year 2026-27 for
investment in G-Secs is as follows:

Period Central G Central G-Secs
Secs Long-term FPIs
General
April 2026 to 31 17
Sept 2026
Oct 2026 to 32 18
March 2027

8 RBI/2019-20/200 A.P. (DIR Series) Circular No. 25 dated 30
March 2020

9 The term G-Secs for the purpose of the Ordinance has been
defined as per Section 2(f) of the Government Securities Act,
2006 to mean a security created and issued by the Government
for the purpose of raising a public loan or for any other purpose
as may be notified by the Government in the Official Gazette and
having one of the forms mentioned in Section 3. Section 3 of the
Government Security Act, 2006 states that a G-Sec may, subject
to such terms and conditions as may be specified, be in such

Central G Central G-Secs
Secs Long-term FPIs
General
April 2026 to 15 1
Sept 2026
Oct 2026 to 16 1
March 2027

=  The Press Release and RBI Notification have
merged the sub-categories of investment limits
for 'general' and 'Long-term FPIs' into a single
investment limit for Central G-Secs and State G-
Secs, respectively.

Granting tax exemption in
respect of interest and capital
gains income arising to FPIs
and Bank for International
Settlements (BIS) from
investments in G-Secs

= Recognizing the importance of a competitive tax
regime in attracting global capital, the GOl has
rationalized the tax treatment applicable to
investments by FPIs in G-Secs.

= |nthis regard, the President of India, by virtue of
powers granted under Article 123 of the
Constitution of India, has promulgated the
Ordinance 2026.

= Asper the Ordinance 2026, with effect from
1 April 2026, any interest income from G-Secs9 and
any capital gains arising from transfer thereof
earned by FPIs and BIS shall be exempt from tax,
subject to furnishing of prescribed information (the
same are pending to be notified).
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forms as may be prescribed or in one of the following forms,
namely:

e a Government promissory note payable to or to the order of
a certain persons; or

e abearer bond payable to bearer; or

e astock; or

e abond heldin abond ledger account.
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A comparative summary of the tax rates applicable
to FPIs under the Income-tax Act, 2025, is provided
below:

Source of Rates prior to | Rates post

Income Ordinance | Ordinance 2026
2026*

Capital

Gains

Short-term 30% 0% (consequently,

capital losses if any, will

gains be ignored)

Long-term 12.50% @ 0% (consequently,

capital losses if any, will

gains be ignored)

Interest 20% 0%

income

*plus applicable surcharge (ranging from 2% to

37%) and cess (4%).
In light of the above amendments, any taxes paid by
FPIs on interest income from G-Secs or on capital
gains arising from their transfer for the period from
1 April 2026 to date may be claimed as a refund in
the return of income for the year ended 31 March
2027, or adjusted against future tax liabilities
arising during tax year 2026-27.

Currently, certain tax treaties, including those with
Singapore and Mauritius, provide an exemption from
capital gains tax on G-Secs along with a concessional
rate of tax on interest income. Accordingly, the
recent amendments further enhance the

attractiveness of the tax regime for G-Secs, making
it more favourable than the benefits available under
some of these tax treaties.

Liberalization of investment by
individual Persons Resident
Outside India (PROI)

= The Honourable Finance Minister of India as part of
the Union Budget 2026-27 had proposed the
following:

= Individual PROI shall be allowed to invest in
equity instruments of listed Indian companies
through the Portfolio Investment Scheme.

= Investment limits for individual PROI shall be
increased from 5% to 10%, and overall
investment limit for all individual PROIs shall be
increased to 24% from the current 10%.

= The Press Release states that the Foreign Exchange
Management (Non-Debt Instruments) Rules, 2019
are being amended to implement the above
proposal.

=  Once implemented, individual PROI shall be
permitted to invest under the Portfolio Investment
Scheme which was hitherto available only to Non-
Resident Indians/ Overseas Citizens of India. This is
expected to attract a broader base of relatively
stable individual foreign investors and also support
greater and more stable foreign inflows into the
Indian equity markets.



Comments

The Indian financial markets have witnessed
volatility in recent months, with periods of decline
driven by sustained FPI outflows amid global
uncertainties. These outflows put pressure on the
external sector and led to depreciation of the
Indian Rupee.

In this context, the Government's decision to
liberalize the regulatory regime for FPIs is likely to
support the development of a smooth yield curve,
and attract stable systematic inflows of long-term,
patient foreign capital, including long-term
investors such as pension funds, insurance
companies and sovereign wealth funds. This is also
expected to boost foreign exchange inflows for the
country.

At the same time, the decision to exempt FPIs
from tax on income earned from G-Secs is a
significant step towards bringing the country's
bond market in line with global standards.

Collectively, these changes are likely to make the
Indian G-Secs more attractive to overseas
investors.

Further, permitting individual persons resident
outside India to access the Indian capital markets
under the Portfolio Investment Scheme is a step
towards expanding the pool of potential investors
and simplifying the investment process for
individuals abroad who want exposure to Indian
markets without having to undergo extensive
paperwork and registration requirements.

Taken together, these measures introduced by the
GOl aim to reduce operational complexities,
simplify market access, and provide a more
seamless investment experience comparable to
leading international financial markets. These
reforms are expected to encourage broader
participation from global investors seeking
exposure to one of the world's fastest-growing
major economies.
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