
Participatory Notes 

Participatory Notes commonly known as P-Notes or PNs are instruments issued by registered 

foreign institutional investors (FII) or overseas investors, who wish to invest in the Indian stock 

markets without registering themselves with the market regulator SEBI. In the Indian context, 

foreign institutional investors (FIIs) and their sub-accounts mostly use these instruments for 

facilitating the participation in capital market. 

SEBI permitted foreign institutional to register and participate in the Indian stock market in 

1992. Investing through P-Notes is very simple and hence very popular amongst foreign 

institutional investors. P notes have attracted significant market attention recently because of 

huge inflow of foreign funds into Indian stock markets through this route. Since the ultimate 

beneficiary of transactions carried out using participatory notes is not known to the market 

regulator and the tax authorities, there is scope for misuse and tax avoidance. Also, since 

participatory notes do not attract the attention of the market regulators of the countries in which 

they are issued, the entities holding participatory notes virtually go unregulated. 

P- Notes are preferred route for overseas investors because- 

 Any entity investing in participatory notes is not required to register with SEBI (Securities and 

Exchange Board of India), whereas all FIIs have to compulsorily get registered. It enables large 

hedge funds to carry out their operations without disclosing their identity. 

Trading through P notes is easy because they are like contract notes transferable by endorsement 

and delivery. 

Some of the entities route their investment through participatory notes to take advantage of the 

tax laws of certain preferred countries. 

 PNs are becoming a favorite with a host of Indian money launderers who use them to first take 

funds out of country through hawala transactions and then get it back using PNs. 

SEBI’s Concern 

Round tripping 

Government of India's white paper on black money has identified P-notes as one of the routes 

through which black money transferred outside India comes back through a process called 

round-tripping. The SEBI board is responsible to take an in-principle decision to restrict the issue 

of participatory notes by foreign institutional investors to only regulated entities.  

Volatility 

Fluctuations in the capital markets a result of manipulation using participatory notes was the 

main cause of concern for SEBI. According to an expert group constituted by the finance 



ministry in India, participatory notes constituted about 46 per cent of the cumulative net 

investments in equities by FIIs in 2004.   

The SEBI is set to tighten its FII regulations to ensure that participatory notes are not misused by 

non-resident Indians, overseas corporate bodies controlled by Indians or by Indian promoters. So 

SEBI came out with the P note guidelines and regulations in the same year. As a result of these 

regulations, FII participation through P notes was down from 51% to 16% over three years. A 

recent survey by the market regulator estimates that of the total FII investment of Rs 90,000 

crore in the country, nearly 25% (Rs 24,000 crore) is accounted for by issuance of participatory 

notes.  

The above facts explain why SEBI has some concerns about participatory notes, but there are 

some issues that I want to highlight is that the volatility in the markets may not be attributed 

entirely to reasons related to these concerns. Participatory notes are used by hedge funds as well, 

who by their very nature enter and exit the market quite swiftly. This does cause a great deal of 

market volatility without there necessarily being any manipulation involved.  

Looking at the present economic situation I believe our economy is in need of foreign capital 

infusion, any restrictions should aim at curbing irregularities rather than curbing inflows. Market 

is looking for more rational and effective guidelines form policy makers to make capital market 

less vulnerable and an attractive destination for foreign investors.   

Yogendra Singh Rajawat 

PGDM (2012-14) 


