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Major obstacles to International Investing 
Investors who want to increase the diversification and total return of their portfolios are often advised to get into international assets. Many hesitate to take that advice.
There are, in fact, three big risks that investors add when they enter international investing. Knowing what they are and how you can mitigate those risks may help you decide if going global is worth the risk and potential rewards.
1. Higher Transaction Costs
The biggest barrier to investing in international markets is the added transaction cost. Yes, we live in a relatively globalized and connected world, but transaction costs still vary greatly depending on which foreign market you are investing in. Brokerage commissions in international markets are almost always higher than U.S. rates.
In addition, if you are investing through a fund manager or professional manager, the fee structure will be higher than usual.
For the manager, the process of recommending international investments involves significant amounts of time and money spent on research and analysis. The may include hiring analysts and researchers who are familiar with the market, and other professionals with expertise in foreign financial statements, data collection, and other administrative services.
Minimizing Expenses
One way to minimize transaction costs on international stocks is by investing in American depositary receipts (ADRs). Depositary receipts, like stocks, are negotiable financial instruments but they are issued by U.S. banks. They represent a foreign company's stock but trade as a U.S. stock, eliminating the foreign exchange fees.
ADRs are sold in U.S. dollars. And that makes their investors vulnerable to currency price fluctuations. That is, if you buy an ADR in a German company, and the U.S. dollar falls in value against the euro, the value of the ADR will drop correspondingly. Of course, it works both ways, but the risk is there.
2. Currency Volatility
When investing directly in a foreign market (and not through ADRs), you first have to exchange your U.S. dollars into a foreign currency at the current exchange rate.
Say you hold the foreign stock for a year and then sell it. That means you will have to convert the foreign currency back into USD. That could help or hurt your return, depending on which way the dollar is moving.
It is this uncertainty that scares off many investors.
A financial professional would tell you that the solution to mitigating currency risk is to simply hedge your currency exposure. The available tools include currency futures, options, and forwards. These are not strategies most individual investors would be comfortable using.
A more user-friendly version of those tools is the currency exchange-traded fund (ETF). Like any ETF, these have good liquidity and accessibility and are relatively straightforward.
3. Liquidity Risks
Another risk inherent in foreign markets, especially in emerging markets, is liquidity risk. This is the risk of not being able to sell an investment quickly at any time without risking substantial losses due to a political or economic crisis.
There is no easy way for the average investor to protect against liquidity risk in foreign markets. Investors must pay particular attention to foreign investments that are or may become illiquid by the time they want to sell.
There are some common ways to evaluate the liquidity of an asset. One method is to observe the bid-ask spread of the asset over time. An illiquid asset will have a wider bid-ask spread relative to other assets. Narrower spreads and high volume typically point to higher liquidity.
The Challenges of International Investing 
There are many unique challenges that modern investors face.
1.Incredible Volume and Speed of Information
Perhaps the most daunting challenge that modern investors face is the sheer speed and volume of information. In the past, solid information about publicly-traded companies was hard to come by outside of the annual and quarterly reports. The Wall Street Journal and a limited number of finance-related publications attempted to collect business news and disseminate it. But this news moved to the greater public at the speed of print (if it reached them at all). In order to be reported, a story had to be significant; even then, it had to be written up, printed, and delivered.
Now, even obscure companies can produce a constant stream of information—from the daily price fluctuations in the stock, announcements, and posts on dedicated message boards. When there is so much information available at any given time, it can be difficult to identify what is really important.
2.Finding the Right Resource
The difficulty of finding the right resource is tied to the challenge of there being too much information available. As an investor, how do you find the good resources in the crowd? To be clear, having lots of choices and easy access to free resources is an overall win for the modern investor. But research can be daunting when there are so many choices. While investing primarily deals in facts, opinion colors many areas (such as whether technicals matter more than fundamentals).
With time, many investors learn to filter out information and create a select pool of reliable sources that match their investing tastes. Until then, however, it is hard to avoid being overwhelmed by the range and variety of opinions out there.
3.The Reactionary Market
Even if you have a good handle on quality information, you can still get burned when inaccurate information or basic uncertainty hits the market. Inaccurate information still hits the market, even though the time to correction/exposure is often shorter. Inaccuracies can be honest mistakes, malicious rumors, or even financial fraud on the part of corporations. More importantly, the financial markets are so addicted to the constant information flow that an interruption in the flow or genuine moments of uncertainty can be worse than bad news.
Market reactions have always been extreme, but the increasingly global reach of information has given investors more reasons to overreact (literally on a per hour basis). It doesn't take a great leap of imagination to see good or bad consequences with every headline that pops up in the feed.
4.The Choices
When does choice become overwhelming? There are conflicting studies about the limits of the human mind when faced with a variety of choices. Research suggests that we chunk choices into a manageable few (between three and eight, for example). This works in an ice cream shop with five types of ice creams. But the world of finance offers far more than eight types of stock investments. When faced with all these choices, we may attempt to find shortcuts to chunk our options down to a few. This is useful, but it may also lead to us discounting the better option. For example, someone looking for regular income may chunk their options down to dividend-paying utility stocks when they may have been better served by a dividend exchange-traded fund (ETF).
5.The Role of Advertising
The marriage of investments and advertising has been a boon and a bane to investors. On one hand, advertising has helped familiarize investors with a wider range of investment vehicles available today.﻿ The modern investor is more aware of the available investments beyond stocks, bonds, and term deposits.﻿ Most will be able to explain mutual funds, index funds, ETFs, and probably options and mortgage-backed securities as well.
Knowledge is a great thing, but advertising can sometimes push an investor toward an edge by hyping an investment that isn't necessarily the best fit. Take mutual funds, for example. Quite often, an investor with a limited amount of capital is better off taking the lowest fee investment option (index fund or ETF) compared to higher-fee, professionally managed mutual funds.﻿ Advertising, however, can change this relatively straightforward math by playing up the advantages of professional management while failing to mention fees. So, if the professional manager is not up to snuff, then advertising has cost the investors market returns—plus the management fee.
INFORMATION BARRIERS:
Language differences, different accounting standards and methods, and high cost of sources of information on companies in some markets all act as information barriers to investment. Also, foreign companies do not provide investors with the same type of information as their home country public companies. It may be difficult to locate up-to-date information, and the information the company publishes may not be in English.
Major types of Information Barriers for entry into critical Countries are:
1.Lack of education:
Perhaps the most common and formidable barrier to accessing critical information, and thus leveraging its potential power, is simply lacking the understanding of information's value and the knowledge of how to get it. The abundance of information now readily available on the internet has the potential to significantly improve investor's decision-making and thus overall investment patterns, but if they do not: (1) appreciate its worth, and (2) know where to look for it, then the benefit remains unrealized.

Information literacy skills are vital in navigating through the huge volume of available information and distinguishing that which is current, reliable, authoritative and true from that which is dated, unreliable, and misleading.

Education regarding technology is also essential in order to access the electronic information that dominates modern communications. Tools including personal computers and multi-function mobile communications devices can initially be obstacles until the user learns to use them effectively

2. Language barriers:
Language differences remain a major obstacle in information access especially in the international investment environment.

To illustrate the impact of language barrier on information access in a specific region, according to Canada's International Development Research Centre (IDRC) more than 25% of internet users worldwide are from Asian countries, but less than 5% of the of total population in those countries are online. The primary causes of this disparity, replicated in other regions around the globe, are believed to be lack of resources and the language barrier.
Several public and private sector organizations are working to create the lexicons, dictionaries and other aides that will help to improve translation and allow for more efficient content creation, but the challenges are both complex and expensive


3.Cultural norms,
In addition to lack of education regarding the value of critical information, some paths to high-quality information resources may depend on acceptability with a particular culture or subculture. Research demonstrates that for marketing efforts to succeed, the message and form must be attractive to the target audience.

Effective communication with people of different cultures is especially challenging. Cultures provide people with ways of thinking--ways of seeing, hearing, and interpreting the world. Thus the same words can mean different things to people from different cultures, even when they talk the "same" language. When the languages are different, and translation has to be used to communicate, the potential for misunderstandings increases.

People are generally more comfortable with and likely to engage with others of their same culture and ethnicity. Likewise, the more different a service or information medium feels, the larger the barrier presented. Service providers wanting to neutralize positional cultural barriers should be aware of variations in subtleties of speech, body language, ways of interacting with those in authority, styles of learning, and whether the individual's background is a collective or individualistic society

4.Lack of resources:
The greatest barrier to information access worldwide is lack of needed resources. The reality, however, is that only about 20% of the 6.7 billion people on the planet, the great majority of whom lives in developing countries with high levels of poverty, are able to tap into the wealth of information available on the internet.

5. Information overload

Most investors in developed and developing economies are constantly barraged with information from a variety of sources: email, radio, television, billboards, newspapers, newspapers and magazines in the grocery store, marketing does monitoring and navigating all of these require time and emotional energy, the materials in our mailboxes, telephone calls, text messages - the list goes on. Not only sheer volume of non-critical information can make locating specific high-quality information very difficult.

International investors mention their struggle to impart an understanding of high When asked about their greatest challenges, most intermediaries serving quality versus low quality information sources. The huge amount of low-quality information available online and the ease with which it can be obtained act as barriers to obtaining higher quality information.
Foreign Exchange Risk:
Foreign exchange risk arises when a company engages in financial transactions denominated in a currency other than the currency where that company is based. Any appreciation/depreciation of the base currency or the depreciation/appreciation of the denominated currency will affect the cash flows emanating from that transaction. Foreign exchange risk can also affect investors, who trade in international markets, and businesses engaged in the import/export of products or services to multiple countries.
· The proceeds of a closed trade, whether its a profit or loss, will be denominated in the foreign currency and will need to be converted back to the investor's base currency. Fluctuations in the exchange rate could adversely affect this conversion resulting in a lower than expected amount.
· An import/export business exposes itself to foreign exchange risk by having account payables and receivables affected by currency exchange rates. This risk originates when a contract between two parties specifies exact prices for goods or services, as well as delivery dates. If a currency’s value fluctuates between when the contract is signed and the delivery date, it could cause a loss for one of the parties.
There are three types of foreign exchange risk:
1. Transaction risk: This is the risk that a company faces when it's buying a product from a company located in another country. The price of the product will be denominated in the selling company's currency. If the selling company's currency were to appreciate versus the buying company's currency then the company doing the buying will have to make a larger payment in its base currency to meet the contracted price.
2. Translation risk: A parent company owning a subsidiary in another country could face losses when the subsidiary's financial statements, which will be denominated in that country's currency, have to be translated back to the parent company's currency.
3. Economic risk: Also called forecast risk, refers to when a company’s market value is continuously impacted by an unavoidable exposure to currency fluctuations.:
1. Transaction risk
Transaction risk is the risk faced by a company when making financial transactions between jurisdictions. The risk is the change in the exchange rate before transaction settlement. 
Transaction risk refers to the adverse effect that foreign exchange rate fluctuations can have on a completed transaction prior to settlement.
It is the exchange rate, or currency risk associated specifically with the time delay between entering into a trade or contract and then settling it.
Typically, companies that engage in international commerce incur costs in that foreign country's currency or have to, at some point, repatriate profits back to their country. When they have to engage in these activities, there is often a time delay between agreeing on the terms of the foreign exchange transaction and executing it to complete the deal. This lag creates a short-term exposure to currency risk, which arises from the potential change in the price of one currency in relation to another.
Transaction risk can thus lead to unpredictable profits and losses related to the open transaction. Many institutional investors, such as hedge funds and mutual funds, and multinational corporations use forex, futures, options contracts, or other derivatives to hedge this risk.
The longer the time differential between the initiation of a trade or contract and its settlement, the greater the transaction risk, because there is more time for the exchange rate to fluctuate. Transaction risk is inevitably beneficial to one party of the transaction but companies must be proactive to ensure that they protect the amount they expect to receive.
Example of Transaction Risk
For example, if a U.S. company is repatriating profits from a sale in Germany. it will need to exchange the Euros (EUR) that it would have received for U.S. Dollars (USD). The company agrees to complete the transaction at a certain EUR/USD exchange rate. However, there is usually a time lag between when the transaction was contracted to when the execution or settlement happens. If in that time period, the Euro were to depreciate versus the USD, then the company would receive fewer U.S. Dollars when this transaction is settled.
If the EUR/USD rate at the time of the transaction agreement was 1.20 then this means that 1 Euro can be exchanged for 1.20 USD. So, if the amount to be repatriated is 1,000 Euros then the company is expecting 1,200 USD. If the exchange rate falls to 1.00 at the time of settlement, then the company will only receive 1,000 USD. The transaction risk resulted in a loss of 200 USD.
The potentially negative effect resulting from volatility can be reduced through many hedging mechanisms.
A company could take out a forward contract that locks in the currency rate for a set date in the future. Another popular and cheap hedging strategy is options. By purchasing an option a company can set an "at worst" rate for the transaction. Should the option expire out of the money then the company can execute the transaction in the open market at a more favorable rate. Because the period of time between trade and settlement is often relatively short, a near-term contract is best-suited to hedge this risk exposure

Translation risk
Translation risk, also known as translation exposure, refers to the risk faced by a company headquartered domestically but conducting business in a foreign jurisdiction, and of which the company’s financial performance is denoted in its domestic currency. Translation risk is higher when a company holds a greater portion of its assets, liabilities, or equities in a foreign currency.
For example, a parent company that reports in Canadian dollars but oversees a subsidiary based in China faces translation risk, as the subsidiary’s financial performance – which is in Chinese yuan – is translated into Canadian dollar for reporting purposes.
What Is Translation Risk?
Translation risk is the exchange rate risk associated with companies that deal in foreign currencies and list foreign assets on their balance sheets. Companies that own assets in foreign countries, such as plant and equipment, must convert the value of those assets from the foreign currency to the home country's currency for accounting purposes.
In the U.S., this accounting translation is typically done on a quarterly and annual basis. Translation risk results from how much the assets' value fluctuates based on exchange rate fluctuations between the two counties involved.
Understanding Translation Risk
Companies must report their financial performance on a quarterly basis, which involves formulating their financial statements for that quarter. The balance sheet and income statement are two of the financial statements that need to be filed. If a company has assets or revenue in a foreign country, it would likely mean that those assets and revenue would be denominated in the foreign country's local currency.
As a result, the company must translate the value of those assets and revenue into the company's home currency when filing its quarterly financial report. When the exchange rate between the two countries fluctuates, the translation value of those assets and revenue will fluctuate as well.
A financial gain or loss is reported, depending on the extent of the exchange rate movements during the quarter. Any gain a loss would reflect the change in the value of the company's foreign assets based solely on the move in the exchange rate.
In actuality, the value of the assets hasn't really changed, but by translating the value of those assets, it provides a clearer picture of what the company owns and its financial performance for that quarter. The risk that the exchange rate could move against the company and depreciate the value of those foreign assets or revenue is called translation risk.
Companies with Translation Risk
Multinational corporations that have international offices have the greatest exposure to translation risk. However, even companies that don't have offices overseas but sell products internationally are exposed to translation risk. If a company earns revenue in a foreign country, it must convert that revenue into the company's home or local currency when it reports its financials at the end of the quarter.
If exchange rates have fluctuated by a large amount, this could lead to significant changes in the value of the foreign asset or income stream. This exchange rate volatility or wild fluctuations create risk for the company because it can be challenging to forecast how much exchange rates are going to move relative to each other.
The greater the proportion of a company's assets, liabilities, or equities denominated in a foreign currency, the greater the company's translation risk. Translation risk is also sometimes referred to as translation exposure.
Impact of Translation Risk
Exchange rates can change significantly between the reporting of quarterly financial statements, causing variances between the reported figures from quarter to quarter. This can sometimes cause volatility in the company's stock price.
For example, let's say a U.S. company has assets in Europe valued at 1 million euros, and the euro versus the U.S. dollar exchange rate has depreciated by 10% on a quarter-to-quarter basis. The value of the assets, when converted from euros into dollar terms, would also decline by 10%. However, it's not just the assets on the balance sheet that would decline,
but revenue and net income (profit) earned in euros would depreciate as well.
As a result, a company's reported earnings can be lower due to exchange rate fluctuations leading to a poor quarterly performance and a declining stock price.
Translation risk tends to be higher in developing countries and emerging market economies. Oftentimes, these economies are not fully developed, and the political climate is unstable, which exacerbates the exchange rate volatility of the local currency.
Managing Translation Risk
There are various financial products that companies can use to mitigate or reduce translation risk. One of the most popular products is called a forward contract, which locks in an exchange rate for a period of time. The rate lock allows companies to fix the value of their foreign assets based on the forward contract's exchange rate.
Companies that sell products overseas and earn foreign revenue can request that their foreign clients pay for goods and services in the company's home currency. As a result, the risk associated with local currency fluctuations would not be borne by the company but instead by the client who is responsible for making the currency exchange prior to conducting business with the company. However, the policy of shifting the exchange rate risk onto a foreign customer can backfire, if the customer doesn't want to take on the exchange rate risk, and as a result, finds a local company to do business with instead.
3. Economic risk
Economic risk, also known as forecast risk, is the risk that a company’s market value is impacted by unavoidable exposure to exchange rate fluctuations. Such a type of risk is usually created by macroeconomic conditions such as geopolitical instability and/or government regulations.
For example, a Canadian furniture company that sells locally will face economic risk from furniture importers, especially if the Canadian currency unexpectedly strengthens.
Economic risk is the risk involved in investing in a business opportunity in an international market that arises from changes in sovereign policies, market fluctuations, and counterparty credit risk.
Economic risk makes a native investment look attractive than an international investment due to its calm nature and reduced risk for an investor.
 Economic risk is the most challenging risk to foresee, and hence mitigating or formulating plans to control the risk is a challenging task.
· Like all other risks, economic risk can be mitigated by investment options like international mutual funds, which facilitate diversification by allowing investment in various products at a time.
· Economic risk can also be mitigated by investing in insurance, covering the losses arising out of a counterparty defaulting to pay their obligation.
· Hedging activities against exchange rate fluctuation will prove worthwhile to mitigate the risk.






Political Risk:
Political risk is the risk an investment's returns could suffer as a result of political changes or instability in a country. Instability affecting investment returns could stem from a change in government, legislative bodies, other foreign policymakers or military control. Political risk is also known as "geopolitical risk," and becomes more of a factor as the time horizon of investment gets longer. They are considered a type of jurisdiction risk.
Political risk can be defined as the impact of political change on an investment firm's operations and decision-making process. Political risk is determined differently for different companies, as not all of them will be equally affected by political changes. Political risk is of a macro nature when politically inspired environmental changes affect all foreign investment. It is of a micro nature when the environmental changes are intended to affect only selected fields of business activity or foreign firms
BREAKING DOWN Political Risk
Political risks are notoriously hard to quantify because there are limited sample sizes or case studies when discussing an individual nation. Some political risks can be insured against through international agencies or other government bodies. The outcome of political risk could drag down investment returns or even go so far as to remove the ability to withdraw capital from an investment.
Types of Political Risks
Aside from business factors arising from the marketplace, businesses are also impacted by political decisions. There are a variety of decisions governments make that can affect individual businesses, industries, and the overall economy. These include taxes, spending, regulation, currency valuation, trade tariffs, labor laws such as the minimum wage, and environmental regulations. The laws, even if just proposed, can have an impact. Regulations can be set at all levels of government, including federal, state and local, as well as in other countries.
Insuring Against Political Risks
Companies that operate internationally, known as multinational businesses, can purchase political risk insurance to remove or mitigate certain political risks. This allows management and investors to concentrate on the business fundamentals while knowing losses from political risks are avoided or limited. Typical actions covered include war and terrorism
Political uncertainty arises from the marketplace of the country. Several businesses surround the economy’s marketplace.
Change in government leads to a change in regulations and changes in business scenarios. For example, any change in the corporate tax rate by the ruling government can change corporate profits.  Certain legal aspects also may challenge the way of doing business, lower profitability, and enhance risks for the investors.
This risk may arise at any level, such as the national, federal, state, etc. Thus, based on the scenarios, political risks can be divided into two types such as macro risks and micro risks.
· The macro risk is related to the multinational companies which have businesses in the country and the adverse effects faced by those companies.
· Micro risks arise from internal conflicts such as corruption, poverty, cynical manipulations, etc.


FACTORS DEPICTING POLITICAL RISK IN A COUNTRY
1.Turmoil. Action that can result in threats or harm to people or property political groups or foreign governments, operating within the country of operations.
Examples;
Riots and demonstrations
Politically motivated strikes
Disputes with other countries that may affect business
Terrorism and guerrilla activities
Civil or international war
Street crime that might affect international business personnel
Organized crime having an impact on political stability or for business
Not included in turmoil are legal, work-related labor strikes that do not lead to
violence
2 Equity Restrictions. Limitations on the foreign ownership of businesses emphasizing sectors where limitations are either especially liberal or especially restrictive
3.Operations Restrictions. Restrictions on procurement, hiring foreign personnel, or locating business activities, as well as the efficiency and honesty of officials with whom business executives must deal and the effectiveness and integrity of the judicial system.
4. Taxation Discrimination. The formal and informal tax policies that either lead to bias against, or special advantages favoring international business. Repatriation Restrictions. Formal and informal rules regarding the reparation of profits, dividends, and investment capital.

5.Exchange Controls. Formal policies, informal practices, and financial conditions that either ease or inhibit converting local currency to foreign currency, normally a firm's home currency.
6. Tariff Barriers. The average and range of financial costs imposed on imports. Other Import Barriers. Formal and informal quotas, licensing provisions, or other restrictions on imports.
7.Payment Delays. The punctuality or otherwise, with which government and private importers pay their foreign creditors, based on government policies, domestic economic conditions, and international financial conditions. 
8. Foreign Debt. The magnitude of all foreign debt relative to the size of the economy and the ability of the country's public and private institutions to repay debt service obligations promptly.
9.Domestic Economic Problems. A country's ranking according to its most recent five-year performance record in per capita GDP, GDP growth, inflation. unemployment, capital investment, and budget balance.
10. International Economic Problems. A country's ranking according to its
most recent five-year performance record in current account (as a percentage
of GDP), the ratio of debt service to exports, and the annual percentage change in the value of the currency. We use these 16 factors in our summary risk ratings, first estimating the current risk level of each factor and then forecasting the change in its risk level under each of the three most likely regime scenarios. The numerical equivalents of these current and forecast levels are then used to calculate the risk scores.

Accordingly countries can be rated as low, moderate, high and very high risk countries

1. Low Risk. For countries with this rating, most discontent is expressed peacefully, and the extremely rare occurrences of violence from political causes almost never affect international business directly or indirectly.

2. Moderate Risk. These are countries in which international business can sometimes be affected by occasional riots, acts of terrorism, and significant levels of labor unrest or other kinds of discontent.

3. High Risk. High-risk countries experience levels of violence or potential violence that could seriously affect international business. 4. Very High Risk. The turmoil level in such countries creates conditions thatapproach a state of war.

It is difficult for investors to understand all the political, economic, and social factors that influence foreign markets. These factors provide diversification, but they also contribute to the risk of international investing.
How to Identify to political risk:
There are no concrete measures where one could identify such risks.
· To be specific, one has to be very keen on the existing political scenario of the country and look for a change in the qualitative aspects of the economy.
· The changes need to be followed, and the simultaneous impact on the businesses.
· The change in economic scenario depends upon the country’s regulations, while the stance the existing government takes is hard to predict. Specific regulations, like enhancing individual or corporate tax, might lead to inflation or stagflation. Thus, to understand the political risk, one has to apply qualitative techniques.
· Certain risks related to the macro-level may arise during the civil war between two countries, resulting in those countries closing down borders. Thus, a war situation can affect business scenarios and investments.
· As per the micro scenarios are concerned, strict regulations, along with changes in the legal systems, might change the profitability of the companies. At the same time, incentives offered to the weak sectors may result in boosting the particular industry. The above action might create competition among investors.
TAXATION AS A BARRIER TO INTERNATIONAL INVESTING:
Taxation on investment income is a complex issue that has a huge impact on
the profitability of investing. Global investments may fall into a tax loophole that reduces the rate of taxation on income from these investments.A  global investor should review details of the tax laws and guidelines in order to determine how they are applicable in different situations.
Taxation at the invested nation is another significant factor.
The rates of withholding taxes and Dividend distribution tax are the elements challenge if they are high. Also, if for e.g. the Dividend tax is too lesser when compared to the tax on corporate profits, perhaps companies may have to declare interim dividend quite frequently, say quarterly, to satisfy the shareholders that will impact the cash flows. (Even otherwise imagine a country like USA with spend thrift shareholders who prefer immediate consumption of income rather than look for a higher return on investment into future new projects). If the gap is small, perhaps the company may convince the shareholder about attractive returns in future which will outweigh this small tax savings.

To quote some examples, in Germany, Portugal, Russia or USA the difference between the Dividend distribution tax and corporate profit tax is roughly around 4 .5% which is quite narrow when compared to around 15% in China or India or a huge 34% in Brazil. Such gaps definitely influence the decision on payment of dividend. Withholding taxes may be unfavourable or doubly taxed if there is no Double taxation avoidance agreement (DTAA) between the countries.

Foreign taxation posses another complication. Just as foreign investors with US. securities are subject to U.S. government taxes, foreign investors are also taxed on foreign-based securities. Taxes on foreign investments are typically withheld at the source country before an investor can realize any gains. Profits are then taxed again when the investor repatriates the funds.
There are three major types of taxes on equity investments in India
 1. Securities Transaction Tax (STT)
 2. Capital Gains Tax
 3. Dividend Distribution Tax (DDT)
 Securities Transaction Tax (STT)
 Introduced in 2004, the STT is a type of direct tax that is levied on the purchase or sale of each and every security that is listed in the stock market. In other words, this tax is payable by the investor at the time of each transaction. This includes securities such as shares, equity mutual funds and derivatives. The main objective of this tax is to avoid tax evasion by investors.
 As of December 2017, the STT rate for equity transactions (both buying and selling) is 0.1% of the total value. In case of intraday transactions, the STT is zero for purchase and 0.25% of the turnover value while selling the security.
Capital Gains tax
 ‘Capital gains’ is the profit earned when you sell a security at a higher price compared to its purchase price. For example, imagine you bought shares of stock ‘X’ at Rs. 10 lakh. After four years, you sold these shares in the market at the price of Rs. 18 lakh. In this scenario, your capital gains would be equal to Rs. 8 lakh. Do note that capital gains are not ‘realised’ until you sell the shares in the market. The tax levied on capital gains is capital gains tax.Based on the holding period, capital gains are taxed differently:
 Short-term capital gains
 Long-term capital gains
 If the shares are held for less than 12 months, any gains earned on these transactions considered to be short-term capital gains. These gains are subject to a tax of 15%.
Long-term capital gains
 Any gains on shares held for more than 12 months considered to be long-term gains for equities that are listed on a recognised stock exchange such as the BSE or NSE. And as of now, long-term capital gains are exempt from tax.However, this is not a blanket rule for all long-term capital gains.
 It is only applicable for stocks that are listed on the stock exchange. But don’t assume that just because a stock is listed your long-term capital gains are tax-free. It’s only applicable for transactions for which you’ve paid STT. 
Dividend Distribution Tax (DDT)
 Dividend distribution tax or DDT tax was levied on companies declaring dividends to their shareholders, prior to Budget 2020. Under the tax regime, until March 31, 2020, corporates had to pay a DDT tax at an effective rate of 20.56% on their distributable profits to the government.
However, the Government has abolished dividend distribution tax in the recently tabled Union Budget, and now companies can share all the distributable profits with shareholders.
Tax implications for Indians investing in US stocks:
It's critical to understand the fees and taxes to ensure that the net profits are worthwhile. tax on US equities in India 
. What are the Tax Consequences?
There are two sorts of stock trading taxes in the United States that you should be aware of:
- Dividends are subject to taxation.
- Dividend Tax &.Capital Gains Tax
When determining tax on US equities in India, dividends paid from US stocks must also be included. This sum is subject to a flat tax rate of 25%. As a result, if the firm announces a $100 dividend, you will get $75. Due to a tax deal between India and the United States, this rate is lower than the ordinary tax rate for foreign investors in the United States. Furthermore, the dividend paid in cash or reinvested is taxed in India according to the appropriate income tax slabs when added to your existing income. However, India and the United States have a Double Taxation Avoidance Agreement that permits you to balance your tax burden in India with the tax withheld in the United States.
As a result, if the corporation announced a $100 dividend, you would get $75. The tax due in India, on the other hand, would be determined on a $100 basis. Assume your tax obligation in India is $30. You will just have to pay $5 in India since you have paid $25 in the United States. Keep in mind that this is only a hypothetical scenario. The real-life calculation will take a little longer since you'll need to add $100 to your taxable income and calculate your tax due depending on your tax bracket.

· Tax on Capital Gains
Another sort of tax on stock trading in the United States is capital gains tax. In the United States, there are no taxes on capital gains. As a result, if you purchase $500 worth of stock and sell it for $800, you will owe no tax on the $300 capital gain in the United States. In India, however, you will be required to pay taxes on this profit.
· Capital Gains on Foreign Stocks: How to Calculate Them
As we all know, capital gains in India are taxed in two ways:
Long-Term Capital Gains (LTCG) — 24 months is the crucial number to remember here. If you kept the stocks for more than 24 months before selling them and accruing capital gains, you will be subject to a 20 percent capital gains tax, plus any relevant fees and surcharges.
Short-Term Capital Gains (STCG) — If you have held equities for less than 24 months before selling them and making capital profits, the gains will be added to your taxable income and taxed according to your income tax bracket.
Wrapping Up
To have reasonable expectations from your investment, you must first understand the taxation of foreign shares in India. Many investors avoid overseas equities because they are unaware of and/or concerned about taxes and penalties cutting into their profits.  
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