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RBI relaxes debt investment norms for FPIs 

RBI relaxes FPI debt investment norms and has re-opened the Voluntary Retention Route 

Background: 

Foreign Portfolio Investors (FPIs) are permitted to invest in Indian debt securities under two routes 

General Investment Limits Route and the Voluntary Retention Route (VRR). The investments made 

under the General Investment Limits Route are subject to certain restrictions relating to the 

maturity period of the instruments and the issue size. Under the Voluntary Retention Route, FPIs 

need to commit a minimum amount of investments for a specified period in India (at least 3 years) 

and the primary condition under this route is that 75% of the committed amount has to remain in 

India for the entire committed period. 

Relaxations and amendments: 

On 23rd January 2020, RBI announced a few relaxations in the General Investments Limits Route, 

increased the limits under VRR and reopened the allocation of investment limits under VRR. 

General Investment Limits route 

 Existing framework: At any point in time, an FPI’s investment in bonds maturing within 1 

year should not exceed 20% of its total investment in the respective category of bonds (e.g. 

government securities, corporate bonds). 

Relaxation: The 20% threshold mentioned above has been increased to 30% which means an 

FPI’s investment in bonds maturing within 1 year can go upto 30% of the FPI’s total 

investment in the respective category of bonds. 

 Existing framework: FPI investments in security receipts are not subject to following 

restrictions applicable to corporate debt investments: 

 At the time of investment, the debt instrument should have minimum residual maturity of 

at least 1 year  

 At any point in time, investments in securities maturing within 1 year should not exceed 

20% (now 30%) of FPI’s total portfolio in corporate debt securities 

 Investment by a single FPI or a group of related FPIs should not exceed 50% of the issue 

size of a debt security 

Relaxation: Henceforth, the above-mentioned exemptions would also apply to investments in 

the following securities: 

 Investments in debt instruments issued by Asset Reconstruction Companies  

 Debt instruments issued by an entity under the Corporate Insolvency Resolution Process 

as per the resolution plan approved by the National Company Law Tribunal under the 

Insolvency and Bankruptcy Code, 2016 

This relaxation brings all types of debt investments in stressed assets in par with security 

receipts. 
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Voluntary Retention Route (VRR) 

The relaxations / amendments in the VRR framework are as follows: 

 The allocation of limits which were hitherto available upto 31 December 2019 has been re-

opened effective 24 January 2020. 

 The overall investment limits have been increased from INR 750 billion to INR 1.5 trillion  

 FPIs which have been allotted investment limits under VRR can transfer their investments 

made under the general investments limits to VRR. 

 Though mutual fund investments are not permitted under VRR, investments in exchange 

traded funds have been specifically allowed provided the exchange traded fund invests only in 

debt securities. 

Our comments:  

The increase in short-term investment threshold from 20% to 30% of the portfolio size would 

provide greater flexibility to FPIs in managing their debt portfolio under generic investment limits. 

Also, increase in VRR limits and re-opening of VRR limit allocations would be welcomed by FPIs 

since there have been significant debt investments under the VRR in the past 3-4 months. 

Please refer Annexure for the updated regulatory framework for FPI investments in debt securities. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 ©2020 Deloitte Touche Tohmatsu India LLP 
 

Annexure 

General Investment Limits route 

 FPI investments in debt securities under the “General Investment Limits” category are subject 

to overall limits prescribed by RBI from time to time. Currently, the overall limits are as 

follows: 

Rupees in billion 

  Long term FPIs*  Other FPIs 

 Central Government securities1  1151  2461 

 State Development Loans  612  71 

 Corporate debt securities2  3170 

*Long term FPIs include Sovereign Wealth Funds, Multilateral Agencies, Endowment Funds,  Insurance 

Funds and Foreign Central Banks  

 Investment by a single FPI or a group of related FPIs shall not exceed 15% (for long term 

FPIs) / 10% (for other FPIs) of the overall investment limits tabulated above. 

 At all times (monitored on a day end basis), an FPI’s investment in Government Securities / 

State Development Loans maturing within 1 year shall not exceed 30 per cent of the FPI’s total 

portfolio in such securities. 

 In respect of FPI investment in corporate debt securities, following restrictions apply: 

 An FPI can invest only in those securities which have residual maturity of at least 1 year as 

on the date of investment.  

 At all times (monitored on a day end basis),  an FPI’s investment in corporate debt 

securities maturing within 1 year shall not exceed 30 per cent of the FPI’s total portfolio of 

corporate debt securities 

 Investment by any FPI, including investments by other FPIs in the same investor group, 

shall not exceed 50 per cent of any issue of a corporate bond  

       The above three restrictions do not apply to FPI investments in following securities: 

 Security Receipts 

 Investments in debt instruments issued by Asset Reconstruction Companies  

 Debt instruments issued by an entity under the Corporate Insolvency Resolution Process 

as per the resolution plan approved by the National Company Law Tribunal under the 

Insolvency and Bankruptcy Code, 2016 

 FPIs are not permitted to invest in partly paid debt instruments 

 FPI investment in non-equity (i.e. debt) oriented mutual funds are subject to following 

conditions: 

 FPI investments in debt mutual funds included for the purpose of above limits 

 FPIs are not permitted to invest in overnight funds, liquid funds, money market funds, 

short term debt funds and ultra-short term debt funds 

                                                
1 Source: https://www.ccilindia.com/FPIHome.aspx 
2 Source: https://www.fpi.nsdl.co.in/web/Reports/ReportDetail.aspx?RepID=1 

https://www.ccilindia.com/FPIHome.aspx
https://www.fpi.nsdl.co.in/web/Reports/ReportDetail.aspx?RepID=1
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Voluntary Retention Route (VRR) 

 Under this route, an FPI needs to commit a specific amount of investment and the retention 

period (minimum three years) for which it will remain invested. 

 Once the limits are allocated, the FPI needs to invest at least 75 per cent of the total -

committed amount within a period of three months 

 Under this route, investments can be made in any debt securities permissible for FPIs except 

for unit of debt mutual funds. However, investments in exchange traded funds (which invest 

only in debt securities) are specifically permitted under this route. 

 FPIs can also undertake repo and reverse repo transactions under this route 

 The total investments by all FPIs taken together under VRR are currently capped at Rupees 1.5 

trillion. Allocation of limits to FPIs are facilitated by Clearing Corporation of India Limited on an 

application made by the respective custodian. The allocation of limits can be on tap basis or 

through auction mechanism depending upon the utilization level of this limit. 

 During the retention period, 75 per cent of the committed amount remains to be in India either 

in the form of cash or invested in debt securities 

 An FPI can participate in repos for their cash management, provided that the amount borrowed 

or lent under repo shall not exceed 10 per cent of their investment under VRR 

 FPIs investing under this route shall be eligible to use any currency or interest rate derivative 

instrument, 0ver the counter (OTC) or exchange traded, to manage their interest rate risk or 

currency risk  
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