Unit 3 Global Equity Markets
Topics covered in the Unit are:
Global Equity Markets-Recent Trends
Major Stock Markets of the World
Emerging Stock Markets
International Equity trading
Multiple Listing, Depository Receipts (GDR,ADR &IDR)
Introduction
The equity market refers to the platform where companies issue shares for sale and investors buy them, helping the former raise capital for enhancing business growth and opportunities. It gives the investors a proportionate stake in the company; hence, they gain ownership of the firm through the shares they purchase.
International equity markets are an important platform for global finance. They not only ensure the participation of a wide variety of participants but also offer global economies to prosper.
Trading In International Equities
A greater global integration of capital markets became apparent for various reasons −
· First, investors understood the good effects of international trade.
· Second, the prominent capital markets got more liberalized through the elimination of fixed trading commissions.
· Third, internet and information and communication technology facilitated efficient and fair trading in international stocks.
· Fourth, the MNCs understood the advantages of sourcing new capital internationally.
An Overview of International Equity Market:
· An international equity market is an important source of global finance. One way, this type of international market ensures the involvement of a wide variety of contributors, on the other way; it also makes processes for global economies to prosper. Market valuations and turnovers are two important tools for assessing the economic status of international equity market. Students also learn how these markets are created and the essential elements that govern them.
· International equity funds are not same as global equity funds. Global equity funds are made up of stocks of companies anywhere. There are two categories of international equity funds: those that invest in developed countries, like the USA and UK, and those that invest in developing markets, like India and Brazil. Developing or emerging markets are countries, which are still at developing stages but showing a lot of potential for growth. But, most of these countries or their markets are not intensively regulated, hence, investing there is not free from risk. With higher risk, often arises larger potential return on investment

Risk of Investing In International Equities
There are several risks associated with international equity markets –
· Currency risk – The value of dollar may differ from the value of the currencies of those countries where the fund is invested. The return on investment fluctuates due to this reason. When the dollar is weaker in the market, the return will be pretty impressive regardless of how the investments are performing. On the other hand, when the dollar is strong in the international market, the effect may be opposite.
· Liquidity risk – The US stock market is fairly liquid in comparison to other stick markets. A large volume of stocks is traded her every day. The foreign market is comparatively less liquid than the US market. As a result, a seller in other markets may have to wait for a long time for a buyer, which means a loss to a trader belonging to the US market.
· Political risk – Political environment always influence a stock market in every country. In-stable government may lead to poor performance of a stock. This is a problem in many developing countries.
Among these, the currency risk or exchange rate fluctuations are considered as the most obvious risk in international equity market. Different models are proposed by the experts to assess the risk involved in international equity market due to exchange rate fluctuations. Some of these models are as follows –
· Purchasing power parity model
· Relative economic strength model
· Time series model
· Econometric models
· Remember, equity is just a fancier word for a share.
· Global equities are the shares of all the different listed companies around the world.


Major Stock Markets of the World:
New York Stock Exchange
The New York Stock Exchange (NYSE) is located on Wall Street in New York. It was founded in 1817, but it didn’t operate under the NYSE name until 1963. The New York Stock Exchange Group had a turbulent road to its top spot, with infamous events such as the Wall Street Crash in 1929 and Black Tuesday in 1987. But it has remained the largest stock exchange in the world by market capitalisation ever since the end of World War I, when it overtook the London Stock Exchange. In 2012, the NYSE was taken over by an American futures exchange group, Intercontinental Exchange.
The New York Stock Exchange’s market capitalisation was $23.12 trillion in March 2018 – this is nearly 40% of the total world stock market value. There are over 2400 companies listed on the New York Stock Exchange, which span sectors such as finance, healthcare, consumer goods and energy. Some of its more famous companies include Exxon Mobil Corp (XOM), Citigroup Inc (C) and Pfizer Inc (GE) – the Dow Jones is the most used index for tracking the value of the NYSE, but components can also be listed on the NASDAQ.
NASDAQ
The NASDAQ stock exchange is also in New York, located in the famous Times Square. It stands for National Association of Securities Dealers Automated Quotations and was founded by a group of local stockbrokers in 1971. The NASDAQ is unusual in that it never operated on an open outcry system; instead it has always used a computer and telephone-based system of trading, which made it the first electronic stock exchange.
The NASDAQ market capitalisation reached $10.93 trillion in March 2018, which places it as the second largest stock exchange. However, it has the largest market capitalisation of technology stocks – some of the NASDAQ’s top listed companies include Apple (APPL), Microsoft (MSFT), Facebook (FB) and Tesla (TSLA). The index used to measure the performance of the exchange is the Nasdaq 100.
Tokyo Stock Exchange
The Tokyo Stock Exchange (TSE) was founded in 1878 and is the largest stock exchange in Japan. The TSE did face problems post World War II – and was even suspended between August 1945 and April 1949 – due to the country’s involvement in the war. It was rebranded in 1949, and is now commonly known under the name of its owner: Japan Exchange Group. The group was formed in the merger between the Osaka Securities Stock Exchange and the TSE in 2013. The Tokyo Stock Exchange now partners with other exchanges all over the world, including the London Stock Exchange.
Today, there are over 3575 companies listed on the Tokyo Stock Exchange, which has taken the TSE’s market capitalisation to $6.22 trillion as of March 2018. The Tokyo Stock Exchange’s benchmark index is the Nikkei 225, which includes the top companies listed on the TSE such as Honda Motor Co, Toyota Motor Corp and Sony Corp.
Shanghai Stock Exchange
The Shanghai Stock Exchange (SSE) is one of three independent stock exchanges in the People’s Republic of China – the other two being Shenzhen and Hong Kong, which also feature on this list. The Shanghai Stock Exchange is the fourth largest stock exchange in the world, despite the fact it was only founded in 1990. The exchange’s origins do actually date back to 1866, but it was suspended in 1949 due to the Chinese revolution.
Each stock listed on the SSE has ‘A’ shares that are priced in the local yuan currency, and ‘B’ shares that are quoted in US dollars. ‘A’ shares are for domestic investment only, with the exception of investors who qualify for the foreign investment scheme, while ‘B’ shares are available to both domestic and foreign investors.
The Shanghai Stock Exchange’s market capitalisation reached $5.01 trillion in March 2018. Traders can track the performance of stocks listed on the Shanghai Stock Exchange using the SSE Composite index, also known as the Shanghai Composite. This includes the largest stocks on the Shanghai Stock Exchange, such as PetroChina, the Industrial and Commercial Bank of China and the Agricultural Bank of China.
Hong Kong Stock Exchange
The Hong Kong Stock Exchange (SEHK) was founded in 1891 by the Association of Stockbrokers in Hong Kong – it was renamed the Hong Kong Stock Exchange in 1914. The SEHK is one of the three stock exchanges in China, but the physical trading floor of the SEHL was closed in 2017 because of the shift toward electronic trading.
The Stock Exchange of Hong Kong is the third-largest stock exchange in Asia, and the fifth largest in the world with a market capitalisation of $4.46 trillion in March 2018. The Hong Kong Stock Exchange trades in Hong Kong Dollars (HKD), as the companies listed are primarily based in Hong Kong. There are 1955 companies listed on the Hong Kong Stock Exchange – a large portion of the Hong Kong Stock Exchange’s market capitalisation comes from its 20 largest stocks, which include AIA, Tencent Holdings and HSBC Holdings.
London Stock Exchange
The London Stock Exchange (LSE) was founded in 1801, but its origins date back to 1698 when the LSE’s service was nothing more than a twice-weekly paper publication of market prices. This makes it the one of the oldest stock exchanges in the world. It was actually the largest stock exchange in the world up until the end of World War I, when it was dethroned by the NYSE. The LSE is now the sixth largest stock exchange in the world, and the largest stock exchange in Europe.
The LSE is owned by the London Stock Exchange Group, which was created in 2007 when the LSE merged with the Borsa Italiana. It is the most international stock exchange, with over 3000 companies across 70 countries.
The market capitalisation of the London Stock Exchange was $4.38 trillion in March 2018. Traders can track the performance of the LSE, and its market capitalisation, with the Financial Times Stock Exchange Index 100 Share Index, or FTSE 100. The index contains the top 100 companies listed on the London Stock Exchange – including Barclays, BP and GlaxoSmithKline. There are other indices that can be used to track the London Stock Exchange-listed companies, including the FTSE 250, the FTSE Small Cap and the FTSE All-Share.
Euronext Stock Exchange
The Euronext Stock Exchange is based in Amsterdam, Netherlands, but it is a pan-European exchange – it spans the Netherlands, Portugal, Belgium, France, Ireland and the UK. It was founded in 2000 to represent the economy of Europe as a whole, which is why it operates in euros.
In 2007, Euronext merged with the NYSE Group to form NYSE Euronext, and in 2013, Intercontinental Exchange took over the exchange completely. Then, in June 2014, Euronext went public in order to become a standalone company again.
Euronext is the seventh largest stock exchange in the world, with a market capitalisation of $4.36 trillion. Because the exchange includes several countries, there are 1300 listed companies and 30 stock indices that can be used to track its performance. However, the dominant stock index for Euronext-listed companies is the Euronext 100, which is made up of the largest and most liquid stocks on the Euronext Stock Exchange – including AXA, Christian Dior and Renault.
Shenzhen Stock Exchange
The Shenzhen Stock Exchange (SZSE) is the third exchange of the People’s Republic of China. Although it was founded in 1987, it wasn’t formally operational until 1990. The SZSE is a self-regulated body, but it is supervised by the China Securities Regulatory Commission (CSRC).
The Shenzhen Stock Exchange had a market capitalisation of $3.49 trillion in March 2018, which made it the eighth largest stock exchange in the world.
The SZSE trades shares in Chinese yuan because the companies listed on the Shenzhen Stock Exchange are primarily based in China. The Shenzhen Stock Exchange is also home to the SME Board established in 2004 for businesses in the manufacturing sector, and the ChiNext board, which was launched in 2009 to replicate the NASDAQ’s focus on technology start-ups.
Toronto Stock Exchange
The Toronto Stock Exchange (TSX) was founded in 1852. It is the largest stock exchange in Canada, with over 1500 companies listed. In 2009, the TSX merged with the Montreal Stock Exchange and so the parent company was renamed from TSX Group to TMX Group. The TMX Group was in talks to merge with the London Stock Exchange in 2011, but this fell through after it failed to get approval from shareholders.
The TSX is the third-largest stock exchange in North America by market capitalisation, and the ninth largest in the world – in March 2018, the market capitalisation of the Toronto Stock Exchange was $2.29 trillion. Some of the most significant companies listed on the Toronto Stock Exchange include the Royal Bank of Canada and Suncor Energy Inc. The top 100 companies on the TSX can be tracked using the S&P/TSX Composite Index, which accounts for roughly 70% of the Toronto Stock Exchange market capitalisation.
Frankfurt Stock Exchange
The Frankfurt Stock Exchange (FWB) was founded in 1585 to fix currency rates, but in the following centuries it became considered as one of the first stock exchange’s in the world – alongside the London Stock Exchange and Paris Stock Exchange. It was only after World War II that the Frankfurt Stock Exchange was officially established as Germany’s leading stock exchange.
In 1993, ownership of the Frankfurt Stock Exchange was transferred to the company Deutsche Bӧrse AG, which was also in talks to take over the London Stock Exchange. These talks fell through in 2005.
The market capitalisation of the Frankfurt Stock Exchange was $2.22 trillion in March 2018, which places it as the tenth largest stock exchange in the world. The companies listed on the Frankfurt Stock Exchange are primarily based in Germany and other countries that trade using the euro. The primary index used to track the performance of the Frankfurt Stock Exchange is the DAX – a blue-chip stock market index for the top 30 companies on the FWB, which includes companies such as Adidas, BMW and E.ON.



. 
National Stock Exchange (NSE)/Bombay Stock Exchange (BSE), India
As of May 2021, the Mumbai-based NSE has reached an MCap of $3tn. It is the youngest stock exchange on this list, having only been in existence since 1992 as India’s first dematerialized (demat) electronic exchange. It has over 1950 companies listed on it. Its flagship index is the NIFTY 50, comprising the top 50 stocks on the exchange. The index is a primary indicator of the Indian stock market’s health, with domestic as well as foreign investors keeping a keen eye on it.
The NSE’s position in India is continuously threatened by the venerable Bombay Stock Exchange (BSE), which has an MCap of around $3.1tn as of May 2021. Set up in 1875, the BSE is Asia’s first stock market. It lists around 5000 companies on it. Its benchmark Sensex index consists of 30 established stocks. The BSE alsThe growing economic size and technological significance of emerging markets are among the biggest forces shaping the global economic and financial market landscape. The ongoing capital market liberalization and improving market accessibility in emerging markets are causing a rethink of the future of equity investing.



Emerging Stock Markets

What is an emerging market?
The phrase emerging markets was coined by economists in the early 1980s to define investing in developing countries. Although the term is widespread, there is no one agreed upon definition.

· Most experts agree the term “emerging market investments” refers to countries or regions undergoing fast economic growth.
· A formula using a country’s gross domestic product (GDP) and per capita income is often used to determine if a country is an emerging market.
· The BRIC countries — Brazil, Russia, India and China — are examples of developing economies with explosive growth in the past decade.
· Some emerging markets such as South Korea have a large number of consumers and a wealthy economy.
· Others such as areas of Southeast Asia, the Middle East and Africa are still in the early stages of developing a strong economy and stable environment.
Advantages of investing in emerging markets

· Growth. The biggest advantage of emerging market investments is the potential for high growth.
· Diversification. International investments can be a good diversifier for your investment portfolio because economic downturns in one country or region, including the U.S., can be offset by growth in another.
Risks of investing in emerging markets
Experts often categorize emerging market risk in three ways:
· Political risk. Emerging markets may have unstable, even volatile, governments. Political unrest can cause serious consequences to the economy and investors.
· Economic risk. These markets may often suffer from insufficient labor and raw materials, high inflation or deflation, unregulated markets and unsound monetary policies. All of these factors can present challenges to investors.
· Currency risk. The value of emerging market currencies compared to the dollar can be extremely volatile. Any investment gains can be potentially lessened if a currency is devalued or drops significantly.

Emerging markets are economies that possess some of the qualities of developed countries and are transitioning from a low income, often pre-industrial economy towards a modern, industrial economy with a higher standard of living. Though the classification used to qualify emerging markets varies, levels of income, quality of financial systems, and growth rates are all popular criteria. Some current examples of emerging market economies include India, Mexico, Russia, Pakistan, Saudi Arabia, China, and Brazil.
An emerging market economy is the economy of a developing nation that is becoming more engaged with global markets as it grows. Countries classified as emerging market economies are those with some, but not all, of the characteristics of a developed market.
Characteristics of developed markets may include strong economic growth, high per capita income, liquid equity and debt markets, accessibility by foreign investors, and a dependable regulatory system.
As an emerging market economy develops, it typically becomes more integrated with the global economy. That means it can have increased liquidity in local debt and equity markets, increased trade volume and foreign direct investment. It can develop modern financial and regulatory institutions. Currently, some notable emerging market economies include India, Mexico, Russia, Pakistan, Saudi Arabia, China, and Brazil.
Critically, an emerging market economy is transitioning from a low income, less developed, often pre-industrial economy towards a modern, industrial economy with a higher standard of living.
The four main emerging market economies are Brazil, Russia, India, and China (BRIC). Other countries considered emerging markets include Colombia, Indonesia, Vietnam, Egypt, Turkey, and South Africa. While the criteria varies among different entities, the IMF identifies a total of 40 countries as “emerging market and middle-income.”

The easiest way to invest in emerging markets is through an ETF or mutual fund that is designed to track the performance of top companies in emerging market countries. Investors looking to buy global stocks can invest in an ETF that follows the MSCI Emerging Markets Index, an index that tracks mid-cap and large-cap stocks in 25 countries that can be classified as emerging. 
What Is the MSCI Emerging Markets Index?
The MSCI Emerging Markets Index is a selection of stocks that is designed to track the financial performance of key companies in fast-growing nations. It is one of a number of indexes created by MSCI Inc., formerly Morgan Stanley Capital International.
U.S. investors who want to buy into global stocks can buy shares of an exchange-traded fund (ETF) that mirrors the index. There are also many ETFs and mutual funds that use the MSCI Emerging Markets Index as a benchmark for their own performance.
The MSCI Emerging Markets Index reflects the performance of large-cap and medium-cap companies in 25 nations. All are defined as emerging markets. That is, their economies or some sectors of their economies are seen to be rapidly expanding and engaging aggressively with global markets.
The MSCI Emerging Markets Index currently includes the stocks of companies based in Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Kuwait, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russia, Saudi Arabia, South Africa, Taiwan, Thailand, Turkey, and the United Arab Emirates.1
The index was created in 1988. At that time, companies in only 10 nations were represented. Today, the index is widely used to measure the economic performance of emerging market companies. It is also used by emerging market ETFs and mutual funds as a benchmark against which to measure their own performance.
The MSCI Emerging Markets(EM) Index was launched in 1988 including 10 countries with a weight of about 0.9% in the MSCI ACWI Index. Currently, it captures 24 countries across the globe and has a weight of 12% in the MSCI ACWI Index.
Constructed according to the MSCI Global Investable Market Indexes (GIMI) Methodology, the MSCI EM Index is designed to dynamically reflect the evolution of the emerging markets opportunity set and to help investors meet global and regional asset allocation needs.
Developed Markets
Americas
· Canada
· United States
EMEA
· Austria
· Belgium
· Denmark
· Finland
· France
· Germany
· Ireland
· Israel
· Italy
· Netherlands
· Norway
· Portugal
· Spain
· Sweden
· Switzerland
· United Kingdom
Pacific
· Australia
· Hong Kong
· Japan
· New Zealand
· Singapore
Emerging Markets
Americas
· Brazil
· Chile
· Colombia
· Mexico
· Peru
EMEA
· Czech Republic
· Egypt
· Greece
· Hungary
· Kuwait
· Poland
· Qatar
· Saudi Arabia
· South Africa
· Turkey
· United Arab Emirates
Asia
· China
· India
· Indonesia
· Korea
· Malaysia
· Philippines
· Taiwan
· Thailand
All emerging market funds are considered long-term, high-risk investments, with outsized potential for gains and losses.

International Equity trading
WHY INVEST IN GLOBAL MARKETS
Geographical Diversification
Global securities give your portfolio the ultimate flexibility with diversification. With access to global markets, create a portfolio which can lower the country risk, giving you better risk-adjusted returns.
Invest in Leaders & Innovators across the globe
Participate in the growth story of the Leaders & Innovators across the globe to potentially generate higher returns with your money.
Potentially higher returns to INR Depreciation
INR has historically depreciated against leading global currencies like USD, EUR, GBP etc. which adds to your portfolio returns in INR.

Investing in foreign stocks has been a new trend that has seen an increase in investors all across India. This has several pros, one of which being high returns. However, it also comes along with certain consequences such as high brokerage charges. While you could invest large amounts in US equities, it is important to remember that the Reserve Bank of India has capped the maximum investment amount made by an Indian resident to $250,000.
Benefits of investing in US equities
One of the main reasons why many people invest in foreign stocks is the increased exchange rate that enables people to bag massive profits. Besides, several investors can aim to have diversified portfolio by investing beyond the country’s borders. Besides, the US stock market houses some of the most popular and profitable businesses such as Tesla, Google, Amazon, Facebook, General Motors, Apple, Microsoft, and many others. Such US stocks perform exuberantly well whose net worth continues to grow at a rapid pace as they are the next generation of innovators in the industry.
How to invest in US stocks?
To invest in US stocks from India can seem bizarre and complicated. However, the process is pretty straightforward and can be done in two broad ways:
1. Direct investment
To directly invest in US equities means that you would have to follow either of the below-mentioned processes:
Open a Demat Account with an Indian broker partnered with a foreign broker
Demat account opening method is considered to be the easiest as many fund houses are equipped to allow you to invest in foreign stocks.
Open an account with a foreign broker
There are several popular foreign brokers that allow investors from India to invest in US equities.
2. Indirect investment
You can indirectly invest in foreign stock through any of the following 3 ways:
Exchange-Traded Funds
You can buy US ETFs directly either through an Indian or an international broker. While investing in ETFs, you will not be mandated to maintain a minimum deposit balance.
Mutual funds
This is one of the simplest ways to invest in foreign stocks as opening an international trading account is not necessary. Also, you also do not need to maintain a minimum balance in your trading account. Investing in mutual funds can also help you save the dilemma of picking the right and best stock to invest in.
New-age apps
Another way to invest in foreign stocks through several new-age apps that have been launched by startups.

While investing in US stocks can be attractive, it is important to gain some insight into some of the downsides too. To begin your investment journey in US equities, you could follow several pathways. While direct investments require you to maintain a minimum balance, indirect investments do not. Based on your preferences and convenience, choose the right pathway either after thorough research or with the help of an advisor.

Multiple Listing or Cross-listing
Cross-listing (or multi-listing, or interlisting) of shares is when a firm lists its equity shares on one or more foreign stock exchange in addition to its domestic exchange. To be cross-listed, a company must thus comply with the requirements of all the stock exchanges in which it is listed, such as filing.
Cross-listing should not be confused with other methods that allow a company's stock to be traded in two different exchanges, such as:
· Dual listed companies, where two distinct companies (with separate stocks listed on different exchanges) function as one company.
· Depositary receipts, which are only a representation of the stock, issued by a third-party bank rather than by the company itself. However, in practice the two terms are often used interchangeably.
· Admitted for trading, where a foreign share is accessible in a different market through an exchange convention and not actually registered within that different market.
Generally such a company's primary listing is on a stock exchange in its country of incorporation, and its secondary listing(s) is/are on an exchange in another country. Cross-listing is especially common for companies that started out in a small market but grew into a larger market. For example, numerous large non-U.S. companies are listed on the New York Stock Exchange or NASDAQ as well as on their respective national exchanges such as BlackBerry, Enbridge, Equinor, Ericsson, Nokia, Toyota and Sony.
Why Shares are Cross Listed or Multiple listed?
· Market segmentation: 
The traditional argument for why firms seek a cross-listing is that they expect to benefit from a lower cost of capital that arises because their shares become more accessible to global investors whose access would otherwise be restricted because of international investment barriers.
· Market liquidity: 
Cross-listings on deeper and more liquid equity markets could lead to an increase in the liquidity of the stock and a decrease in the cost of capital.
· Information disclosure: 
[bookmark: _GoBack]Cross-listing on a foreign market can reduce the cost of capital through an improvement of the firm's information environment. Firms can use a cross-listing on markets with stringent disclosure requirements to signal their quality to outside investors and to provide improved information to potential customers and suppliers (for example, by adopting US GAAP). Also, cross-listings tend to be associated with increased media attention, greater analyst coverage, better analysts’ forecast accuracy, and higher quality of accounting information.
· Investor protection ("bonding"): 
Recently, there is a growing academic literature on the so-called "bonding" argument. According to this view, cross-listing in the United States acts as a bonding mechanism used by firms that are incorporated in a jurisdiction with poor investor protection and enforcement systems to commit themselves voluntarily to higher standards of corporate governance. In this way, firms attract investors who would otherwise be reluctant to invest.
· Other motivations: 
Cross-listing may also be driven by product and labor market considerations (for example, to increase visibility with customers by broadening product identification), to facilitate foreign acquisitions, and to improve labor relations in foreign countries by introducing share and option plans for foreign employees
 Disadvantages in deciding to cross-list: 
Increased pressure on executives due to closer public scrutiny
 Increased reporting and disclosure requirements
Additional scrutiny by analysts in advanced market economies
Additional listing fees. 
Some financial media have argued that the implementation of the Sarbanes-Oxley act in the United States has made the NYSE less attractive for cross-listings, but recent academic research finds little evidence to support this, see Doidge, Karolyi, and Stulz (2007).
Depository Receipts
A depositary receipt is a negotiable instrument issued by a bank to represent shares in a foreign public company, which allows investors to trade in the global markets.
Depositary receipts allow investors to invest in companies in foreign countries while trading in a local stock exchange in the investor’s home country. It is advantageous to investors since shares are not allowed to leave the home country that they trade in.
Depositary receipts were created to minimize the complications of investing in foreign securities.
Previously, if investors wanted to buy shares in a foreign company, they would need to exchange their money into foreign currency and open a foreign brokerage account. Then, they would be able to purchase shares through the brokerage account on a foreign stock exchange.
The creation of depositary receipts eliminates the entire process and makes it simpler and more convenient for investors to invest in international companies.
Advantages of DRs
1. Exposure to international securities
Investors can diversify their investment portfolio by gaining exposure to international securities, in addition to stocks offered by local companies.
2. Additional sources of capital
Depositary receipts provide international companies a way to raise more capital by tapping into the global markets and attracting foreign investors around the world.
3. Less international regulation
Since it is traded on a local stock exchange, investors do not need to worry about international trading policies and global laws.
Although investors will be investing in a company that is in a foreign country, they can still enjoy the same corporate rights, such as being able to vote for the board of directors.
Disadvantages of DRs
1. Higher administrative and processing fees, and taxes
There may be higher administrative and processing fees because you need to compensate for custodial services from the custodian bank. There may also be higher taxes.
For example, ADRs receive the same capital gains and dividend taxes as other stocks in the U.S. However, the investor is subject to the foreign country’s taxes and regulations aside from regular taxes in the U.S.
2.  Greater risk from forex exchange rate fluctuations
There is a higher risk due to volatility in foreign currency exchange rates. For example, if an investor purchases a depositary receipt that represents shares in a British company, its value will be affected by the exchange rate between the British pound and the currency in the buyer’s home country.
3. Limited access for most investors
Sometimes, depositary receipts may not be listed on stock exchanges. Therefore, only institutional investors, which are companies or organizations that execute trades on behalf of clients, can invest in them.
Global Depository Reciepts
· Global Depository Receipt (GDR) is an instrument in which a company located in domestic country issues one or more of its shares or convertibles bonds outside the domestic country.
· In GDR, an overseas depository bank i.e. bank outside the domestic territory of a company, issues shares of the company to residents outside the domestic territory. Such shares are in the form of depository receipt or certificate created by overseas the depository bank.
· Issue of Global Depository Receipt is one of the most popular ways to tap the global equity markets. A company can raise foreign currency funds by issuing equity shares in a foreign country.
· The domestic company enters into an agreement with the overseas depository bank for the purpose of issue of GDR.
· The overseas depository bank then enters into a custodian agreement with the domestic custodian of such company.
· The domestic custodian holds the equity shares of the company.
· On the instruction of domestic custodian, the overseas depository bank issues shares to foreign investors.
· The whole process is carried out under strict guidelines.
· GDRs are usually denominated in U.S. dollars

[image: Sources of raising funds in international markets]

ADVANTAGES OF GDR
· GDR provides access to foreign capital markets.
· A company can get itself registered on an overseas stock exchange or over the counter and its shares can be traded in more than one currency.
· GDR expands the global presence of the company which helps in getting international attention and coverage.
· GDR are liquid in nature as they are based on demand and supply which can be regulated.
· The valuation of shares in the domestic market increase, on listing in the international market.
· With GDR, the non-residents can invest in shares of the foreign company.
· GDR can be freely transferred.
· Foreign Institutional investors can buy the shares of company issuing GDR in their country even if they are restricted to buy shares of foreign company.
· GDR increases the shareholders base of the company.
· GDR saves the taxes of an investor. An investor would need to pay tax if he purchases shares in the foreign company, whereas in GDR same is not the case
Disadvantages of Global Depository Receipts:;
· Violating any regulation can lead to serious consequences against the company.
· Dividends are paid in domestic country’s currency which is subject to volatility in the forex market.
· It is mostly beneficial to High Net-Worth Individual (HNI) investors due to their capacity to invest high amount in GDR.
· GDR is one of the expensive sources of finance.
AMERICAN DEPOSITORY RECEIPT (ADR)
American Depository Receipt (ADR) is a certified negotiable instrument issued by an American bank suggesting the number of shares of a foreign company that can be traded in U.S. financial markets.

AMERICAN DEPOSITORY RECEIPT (ADR) PROCESS
· The domestic company, already listed in its local stock exchange, sells its shares in bulk to a U.S. bank to get itself listed on U.S. exchange.
· The U.S. bank accepts the shares of the issuing company. The bank keeps the shares in its security and issues certificates (ADRs) to the interested investors through the exchange.
· Investors set the price of the ADRs through bidding process in U.S. dollars. The buying and selling in ADR shares by the investors is possible only after the major U.S. stock exchange lists the bank certificates for trading.
· The U.S. stock exchange is regulated by Securities Exchange Commission, which keeps a check on necessary compliances that need to be complied by the foreign company.
ADVANTAGES OF AMERICAN DEPOSITORY RECEIPT (ADR)
· The American investor can invest in foreign companies which can fetch him higher returns.
· The companies located in foreign countries can get registered on American Stock Exchange and have its shares trades in two different countries.
· The benefit of currency fluctuation can be availed
· It is an easier way to invest in foreign companies as there are no restrictions to invest in ADR.
· ADR simplifies tax calculations. Trading in shares of foreign company in ADR would lead to tax under US jurisdiction and not in the home country of company.
· The pricing of shares of foreign companies in ADR is generally cheaper. Hence it provides additional benefit to investors
Disadvantages of American Depository Receipts
· Even though the transactions in ADR take place in US dollars, still they are exposed to the risk associated with foreign exchange fluctuation.
· The number of options to invest in foreign companies is limited. Only a few companies feel the necessity to register themselves through ADR. This limits the choice available to US investor to invest.
· The investment in companies opting for ADR often becomes illiquid as an investor needs to hold the shares for the long term to generate good returns.
· The charges for the entire process of ADR are mostly transferred on investors by foreignIDR) companies.
· Any violation of compliance can lead to strict action by the Securities Exchange Commission
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Indian Depository Receipt(IDR)

An IDR is an instrument denominated in Indian Rupees in the form of a depository receipt created by a Domestic Depository (custodian of securities registered with the Securities and Exchange Board of India) against the underlying equity shares of issuing company to enable foreign companies to raise funds from the Indian securities Markets.
Foreign issuer is required to file the draft prospectus with SEBI while complying with the requirements of SEBI (ICDR) Regulations,2009.
IDR’s are listed in Indian stock exchanges 
[image: ]

· What are the requirements for investing in IDRs? 
 IDRs can be purchased by any person who is resident in India as defined under FEMA 
 Minimum application amount in an IDR issue shall be Rs. 20,000.  
Investments by Indian companies in IDRs shall not exceed the investment limits, if any, prescribed for them under applicable laws 
 In every issue of IDR— 
At least 50% of the IDRs issued shall be subscribed to by QIBs;  The balance 50% shall be available for subscription by non-institutional and retail. 
 Merits of IDRs

· IDRs pave the best possible way for the foreign companies to raise funds from Indian market, thus an effective way to build its brand before commencing any full time operations.
· IDRs help the foreign companies expand their reach to international investors meeting the wider demand for its shares around the globe.
· Investors in the Indian securities market having interested in the foreign companies do not have to go through the international procedural hurdles and cumbersome clearances to purchase a piece of equity in foreign companies. IDRs act as a simple medium to invest in their equity

Will IDRs ever make a comeback?
K. S. Badri Narayanan 
https://www.thehindubusinessline.com/markets/stock-markets/will-idrs-ever-make-a-comeback/article32242614.ece

The only listed Indian Depository Receipt (IDR) quietly bid adieu to the domestic exchanges in June 2020. After a decade-long experiment, Standard Chartered Bank decided to delist, as the issue failed to convince both the bank and investors.
StanChart delisted its IDRs from Indian bourses from July  22. The IDRs had made a debut on the Indian bourses exactly 10 years back on June 11, 2010.
Though market regulator SEBI conceptualised the idea of IDRs in 2000, only in 2010 did the first, and only, IDR take off from Standard Chartered Plc. The bank had raised ₹2,500 crore through the sale of 20.4 million receipts at an issue price of ₹104.
Domestic bourses were not able to attract any other company to raise funds from India through the IDR route. There are a variety of reasons for the lack of interest in IDRs. These include initial entry barrier, lack of fungibility awareness, tax issues and failure to popularise the product across the globe.
First, SEBI allowed only qualified institutional buyers to subscribe to IDRs and kept away retail investors. However, later it relaxed the rule by opening 50 per cent of the issue to retail investors. Similarly, the minimum application value, which was originally proposed at ₹2 lakh, was also reduced to ₹20,000 to accommodate retail investor. But by that time, interest in the product had already vanished. Some now feel even ₹20,000 is slightly on the higher side. The minimum issue size of an IDR has been pegged at ₹50 crore. Another issue was fungibility. Initially there was no fungibility, meaning one could not convert the IDR holding into overseas shares
However, in 2013, SEBI relaxed the rule allowing two-way fungibility — IDRs into overseas equity and foreign shares as IDRs. Despite that, it appears that merchant bankers, custodians and companies are yet to be convinced by this rule alone.
Need tax clarity
However, the biggest concern was tax liability. According to market experts, there were no specific tax provisions under the Income Tax Act for IDRs. Even now, there is big uncertainty on the tax implications while redeeming IDRs into underlying equity shares.
Given the long nature of our tax processing, experts believe that no specific exemption being given to IDRs under the IT Act has made it an unattractive instrument for investors.
While these are all structural issues, the biggest hurdle was creating awareness about the IDRs. SEBI, exchanges and market intermediaries have failed to popularise the product outside India.
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