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ABSTRACT 

The Indian capital market is wide and hence it attracts large no of investors. The Stockmarket has been 

growing in a gradual manner and has enticed domestic as well as foreign investors community to associate 

with it. Most of the investments in Indian capital market is credited to institutional investors among whom the 

primary importance has been credited to the foreign institutional investors (FIIs). The investments by the FIIs 

have also been referred as one of the root causes of volatility of the stock market. The growing contribution 

of the foreign institutional investors has been debated as one the primary reasons of the development of stock 

markets in India. But the major point to worry is whether or not the foreign institutional investors are able to 

control or alter the stock market. This paper examines whether stock market trends can be explained by FIIs 

and their impact on the Indian capital market. FIIs, because of their brief-time period nature, may have 

bidirectional causation with the returns of different home financial markets which includes cash markets, 

inventory markets, and foreign exchange markets. Hence, the understanding of determinants of FII may be 

very importantfor any rising financial system as FII exerts a bigger impact at the domestic monetary markets 

in short run and actual impact in the long run. The present paper is an attempt to discover outthe 

determinants of foreign institutional funding in India, a rustic that opened its financial system to overseas 

capital because of their forex disaster. The objective of the paper is to find out whether or not there exist 

dating between FII and Indian capitalmarket. 

Keywords: FII, Indian Capital Market, Overseas Capital, Stock Market Volatility, Trends of FII 

in India 
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INTRODUCTION 

The term investment is considered a monetary asset that has been purchased, usually for a longer term with the 

assumption that the asset will generate more income in the future or can be sold at a higher price and yield more 

revenue. Thus, investments are a type of goods that are purchased to create wealth in the future and not for the 

consumption in the near present. Investments, in the financial sense, includes the purchase of bonds, stocks or 

real estate property. 

Market Speculation is the act of conducting a financial transaction usually for a shorter term that has substantial 

risk of losing all value but with the expectation of a significant gain. With speculation, the risk of loss is more 

than the possibility of a huge gain. Sometimes it may be hard to distinguish between speculation and investment, 

and whether an activity comes under the category of speculation or investment depends on a number of factors 

such as the nature of the asset, the expected duration of the holding period, and the amount of leverage. 

An investor can be considered as a foreign institutional investor (FII) if he does business in one country and 

purchases the investment instruments of another country. These institutions mainly deal in securities, real 

properties and various assets and these firms are established outside India. Securities and Exchange Board of 

India (SEBI) is the regulating authority for the FII investment, all Foreign Institutional Investor must register 

with the SEBI. 

In India, equity market for foreign participation was opened in 1992 and since then the FII has seen a continuous 

growth. The growth has been continuous since developing economies like India offer relatively higher growth 

than the developed ones. They have become important players in the Indian Stock Market after a surge in 

investment activity by FIIs in 2003. The FIIs impact the stock market significantly because of their highly 

fluctuating nature. It is assumed that when foreign players and fund houses start selling the index begins to 

tumble and when they buy aggressively the market jumps. The investments by the foreign institutional investors 

have often been blamed for large and concerted withdrawals of capital at a time when the country is at the verge 

of any financial crisis. 

Why FIIs Required? 

The investments by the foreign institutional investors are pivotal for the growth of any developing country. The 

foreign investments have the following advantages: 

 Enhances the flow of capital in the host country. 

 Helps to manage uncertainty and control risks. 

 Foreign investments lead to improved corporate governance. 

 Acts as a catalyst in domestic savings and investments. 

Who are eligible? 

The following foreign entities/funds are eligible to get registered as FIIs. 

 Pension Funds 

 Mutual Funds 

https://www.investopedia.com/terms/h/holdingperiod.asp
https://www.investopedia.com/terms/l/leverage.asp
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 Investment Trusts 

 Banks 

 Insurance Companies / Reinsurance Company 

 Foreign Central Banks 

 Foreign Governmental Agencies 

 Sovereign Wealth Funds 

 International/ Multilateral organization/ agency 

 University Funds (Serving public interests) 

 Endowments (Serving public interests) 

 Foundations (Serving public interests) 

 Charitable Trusts / Charitable Societies (Serving public interests) 

Limitations of FIIs 

The investments by the foreign institutional investors are a major source of liquidity in the domestic stock 

market. Despite having certain advantages, it has few limitations: 

 Capital Outflow 

The foreign investments have been blamed for large and concerted withdrawals of capital especially during 

times of financial crisis. 

 Inflation 

Large volumes of FII investment create high demand for a rupee obligating RBI to inject huge amount of money 

into the market. This excess liquidity often creates inflation. 

 Adverse impact on exports 

With FII inflows prompting valuation for cash, sends out end up costly which eventually prompts lower request 

and consequently setback in the fare of products, lessening intensity. 

LITERATURE REVIEW 

Various research studies have explored the cause and effect relationship between FII flows and domestic stock 

market returns but the results have been diverse in nature. 

Tesar and Werner (1994,1995), Bohn and Tesar (1996), and Brennan and Cao (1997) have inspected the 

evaluations of total global portfolio streams on a quarterly premise and discovered proof of positive, 

unintentional connection between's FII inflows and financial exchange returns. 

Jo (2002) has exhibited exactly tried situations where FII streams prompt more noteworthy market instability 

contrasted with local financial specialists; Baeetal (2002) has demonstrated that stocks exchanged by remote 

speculators are more eccentric than those in which such speculators have little premium. 

V. Ravi Anshuman (2008) in the examination found that outside institutional speculators (FIIs) unfavorably 

influences instability in the Indian securities exchanges. Collecting exchanging action of FIIs hoses showcase 

instability while total exchanging movement of household financial specialist worsens advertise 
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unpredictability. Positive stuns in total exchanging movement have a more prominent effect than negative stuns; 

this asymmetry is more grounded for total residential exchanges. FIIs does not expand stock unpredictability, 

however when FIIs pitch to residential customers or when household customers exchange among themselves, 

instability increments. 

Froot, O'Connell and Seasholes (2001) discovered proof that the 'grouping conduct' of FIs is the conceivable 

clarification for the turnaround heading of causality from FII streams to financial exchange returns and 

unpredictability. 

Joshi (1995), Pal (1998) and Samal (1997) observed a usually positive relationship between FII investments and 

volatility of Sensex. Pal additionally found that within the Indian inventory markets FIIs have a 

disproportionately excessive degree of affect on market sentiments and price tendencies. This is so because 

different market individuals understand the FIIs to be infallible of their evaluation of the Indian inventory 

markets and tend to comply with the choices taken by FIIs. This „herd instinct‟ displayed by means of different 

market contributors amplifies the importance of FIIs in the domestic stock market in India. 

Bhatia (2006) undertook a research study by using exponential regression equation evaluation after smoothing 

of statistics of flows of Net FII investments and zone ending Sensex for January 2000 to December 2006 and 

observed that, “there may be a fairly high degree of correlation in the motion among Sensex and FII net 

investment flows.” 

Arvind (2008) saw that "the effect of FIIs is high to the point that at whatever point FIIs will in general pull 

back the cash from the market, the local financial specialists become frightful and they likewise pull back from 

the market." 

In another investigation by Kumar (2008), the inquiry whether the institutional action has an effect available or 

not was clarified by running a Simple Regression display with the Advances to Decline Ratio as the needy 

variable and the FIIs buys to deals as the free factor. The Granger Causality Test demonstrated that "business 

sectors become increasingly unstable with the developing nearness of FIs who transcendently pass by 

essentials." 

Kumar, Sundaram (2009) saw that, "In India, significant part of FII streams have gone into values throughout 

the years since its initiation in 1990's and given the immense volume of these streams particularly after 2003, its 

effect on residential money related market is deserving of a thorough exact examination. The momentary idea of 

FII likewise proposes a probability of bi-directional causality running among it and stock returns". 

Venkatesh (2000) opines that "measurable models propose that FII streams don't drive advertise returns despite 

the fact that they do cause unpredictability in financial exchanges."  

Singh (2000) states that FIIs have turned out to be critical factor in the development of offer costs in Indian 

Equity Markets. "An expansion in FIIs venture may likewise affect value developments by means of impacts on 

financing cost and resource costs, hold and cash supply, swelling and sparing instruments."  

Gordon and Gupta (2003) investigated factors deciding value streams into India by utilizing multivariate relapse 
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on information between 1993-2001 and discovered FI streams were influenced by both outside and inside 

(household) factors and the two components being similarly imperative (quantitatively). Remotely, an expansion 

in loan cost antagonistically influenced FII streams into India while inside, the execution of Indian financial 

exchanges emphatically impacted FII streams. Among negative inner elements, slacked securities exchange 

returns, FICO score downsizes and deterioration of rupee conversion standard, and so forth assumed an essential 

job in financial exchange unpredictability. They watched the presence of negative relationship (coefficient of 

change) between slacked financial exchange return and FII inflows and positive connection between FII streams 

and anticipated securities exchange.  

Gurucharan Singh (2004) featured that the securities showcase in India has progressed significantly as far as 

framework, selection of best universal practices and presentation of rivalry. Today, there is a need to survey 

stock trades and improve the liquidity position of different contents recorded on them. An examination directed 

by the World Bank (1997) reports that securities exchange liquidity improved in those rising economies that got 

higher outside ventures.  

Jatinder Loomba (2012) This paper endeavors to build up a comprehension of the elements of the exchanging 

conduct of FIIs and impact on the Indian value advertise. The examination is directed utilizing every day 

information on BSE Sensex and FII action over a time of 10 years traversing from 01st Jan 2001 to 31st Dec 

2011. It gives the proof of critical positive connection between's FII movement and impacts on Indian Capital 

Market. The examination additionally finds that the developments in the Indian Capital Market are decently 

clarified by the FII net inflows.  

Pramod Kumar Naik and Puja Padhi (2014) This investigation looks at the dynamic association among 

institutional venture (FII and Mutual Funds) and the financial exchange returns for India in a three factor vector 

auto relapse (VAR) structure. they locate that both shared reserve streams and the FII's store streams are 

altogether impacts Indian securities exchange. 

Justification of the Study 

The Indian stock market is highly volatile and the FII and DII‟s have an important role in the rise and fall of the 

Stock market. FII‟s tend to buy and sell stocks in bulk, tend to create major withdrawal effects when they leave. 

With the help of this study we will be able to know the pattern about how the various activities of the 

institutions influence the buying and selling behaviour in the Stock market. 

OBJECTIVE 

Exploring the above literature, we have formulated certain objectives of the study which is followed: 

1. To study the trends and patterns of Foreign Institutional Investment (FII) into the Indian stock market. 

2. To study the relationship and impact of FII on Indian stock market with special reference to BSE SENSEX. 

RESEARCH METHODOLOGY 

The entire analysis has been based on secondary data. Since the Securities and Exchange Board of India (SEBI) 

is the regulatory authority with regard to portfolio flows from FIIs, the data on such flows has been taken from 

its website. The data have been obtained from the FIIs monthly data from April 2008 to March 2018 from SEBI 

website and RBI Bulletin Archive and NSE website. 
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Similarly, the stock market data have been obtained from BSE website archives for SENSEX on monthly basis 

for the period under review. Monthly data is normally considered to be very useful in establishing long term 

causality relationships among different variable. 

Influence of FII in Indian Market 

Positive basics joined with quickly developing markets have made India an appealing goal for outside 

institutional speculators (FIIs). Portfolio speculations got by FIIs have been the most unique wellspring of 

money to developing markets in 1990s. In the meantime, there is unease over the unpredictability in outside 

institutional speculation streams and its effect on the financial exchange and the Indian economy. Aside from 

the effect they make available, their possessions will impact firm execution. For example, when remote 

institutional speculators decreased their possessions in Dr.Reddy's Lab by 7% to under 18%, the organization 

dropped from a high of around US$30 to the present dimension of underneath US$15. This half drop is 

obviously a direct result of worries about contracting overall revenues furthermore, money related execution. 

These cases made examiners to for the most part guarantee that remote portfolio venture has a transient 

speculation skyline. Development is the main tendency for their speculation.  

Some real effect of FII on financial exchange: 

 They expanded profundity and expansiveness of the market. 

 They assumed real job in extending securities business. 

 Their arrangement on concentrating on basics of offer had caused effective valuing of offer 

These effects made the Indian financial exchange increasingly appealing to FII and likewise household 

speculators. The effect of FII is high to the point that at whatever point FII will in general pull back the cash 

from market, the local speculators frightful and they likewise pull back from market. 

TABLE-1 

FII INVESTMENT (ALL MARKET) IN CRORES 

YEAR EQUITY DEBT  NET INVESTMENT 

2008-09 -342509 39905 -302604 

2009-10 748638 123583 872221 

2010-11 726731.73 233259.7 959991.43 

2011-12 123356.2 352244.19 475600.39 

2012-13 167968.3 11807.8 179776.1 

2013-14 75334.4 -28059.4 47275 

2014-15 111345.78 314137.18 425482.96 

2015-16 -14171.57 7608.57 -6563 

2016-17 68685.62 -14923.26 53762.36 

2017-18 27041.14 118766.6 145807.74 

2018-19 -55093.68 -48958.51 -104052.19 
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From the graph, we can see that the net FII investments increased till 2010-11 and then subsequently decreased 

till 2013-14. After 2013-14 there was a steep increase in the investments but it has gradually decreased in the 

year 2018-19. 

DETERMINANTS OF FII FLOW IN INDIA 

 Risk: Whenever chance in home market expands, the outside financial specialists would begin to 

dismantle out their cash to their home nation in this way making a lack of assets in local market, so to 

pull in the remote speculation local loan fee would expand in this manner to guarantee that the above 

equity is re-established. 

 Inflation: At the season of high swelling, the genuine profit for fixed salary securities like bonds and 

fixed stores decays. In this manner a security which gives state around 8.5% loan fee really gives a 

genuine return of just 1% if the swelling is 7.5%. In the event that the expansion increments further, the 

genuine return would decrease more. 

 Interest rates: For the business, cost of obtaining rises this has a negative outcome on their net 

revenues. Subsequently they may even defer any speculation action which might be supported by 

acquiring to some later period at the point when the loan fees are lower to decrease their venture costs. 

Over the previous year RBI has expanded the repo rate turn around repo rate, CRR and SLR. This has 

prompted an expansion in the Prime Lending Rate (PLR) and subsequently the general financing cost 

in the economy.  

 Good News/Bad News: If state there is some awful news in the country, which influences that is 

diminishes the advantage value, which thusly diminishes the arrival and consequently FII would pull 

back from the market. Anyway, on the other hand, if there is uplifting news, resource costs would 

increment; subsequently expanding return and henceforth FII would be pulled in. In any case, the 
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affectability with which financial specialists pull back is more noteworthy than with which they 

contribute for example they would be more wary while contributing than at the season of pulling back. 

This is essentially because of their fundamental nature of being hazard averser, in this manner they 

would respond more energetically to awful news than to uplifting news. 

DATA ANALYSIS  

BSE SENSEX AND FII INVESTMENT CORRELATION 

Sensex is the generally utilized name for the Bombay Stock Exchange Sensitive Index – a list Made out of 30 of 

the biggest and most effectively exchanged stocks on the Bombay Stock Exchange (BSE). The term FII is 

utilized most generally in India to allude to outside organizations putting resources into the budgetary markets 

of India. FII speculation is every now and again alluded to as hot cash for the reason that it can leave the nation 

at a similar speed at which it comes in. In nation like India; statutory offices like SEBI have endorsed standards 

to enrol FIIs and furthermore to direct such ventures streaming in through FIIs. 

TABLE-2 

BSE SENSEX IN CRORES 

YEAR CLOSING 

POINTS 

NET 

INVESTMENT 

2008-09 9708.5 -138227 

2009-10 17527.77 42855 

2010-11 19445.22 44961.57 

2011-12 17404.2 -9293.86 

2012-13 18835.77 5810.45 

2013-14 22386.27 7648.92 

2014-15 27957.49 5816.68 

2015-16 25341.86 -4259.37 

2016-17 29620.5 3168.45 

2017-18 32968.68 -30524.33 

2018-19 35867.44 -7812.68 
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TABLE-3 

BSE SENSEX IN CRORES 

YEAR CLOSING 

POINTS 

FII NET 

INVESTMENT 

2008-09 9708.5 -138227 

2009-10 17527.77 42855 

2010-11 19445.22 44961.57 

2011-12 17404.2 -9293.86 

2012-13 18835.77 5810.45 

2013-14 22386.27 7648.92 

2014-15 27957.49 5816.68 

2015-16 25341.86 -4259.37 

2016-17 29620.5 3168.45 

2017-18 32968.68 -30524.33 

2018-19 35867.44 -7812.68 

CORRELLATION 0.298925596 

INTERPRETATION 

From the above table, it is found that the correlation between SENSEX values and net FII investments is 0.298 

which shows a low degree of relationship between SENSEX values and net FII investments. The positive 
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correlation between the two reveals the fact that the FII investments is an important factor in increasing or 

decreasing the values of the Bombay Stock Exchange consequently having a positive impact on Indian capital 

market. 

FINDINGS  

From the above data, it is found that the extent of FII investment into the Indian capital market not only depends 

upon the daily Sensex closing points but also on certain macro-economic variables. The Indian capital market 

has not been able to attract and retain the foreign institutional investors resulting in maximum exodus of funds 

in 2018, highest in the past two years. 

 Rising crude oil prices, depreciating rupee and worsening current account deficits have led to the 

withdrawal of Rs 1 lakh crore and above in 2018. According to the latest depository data, foreign 

portfolio investors (FPIs) withdrew a net sum of Rs 28,921 crore from equities in October 2018 and Rs 

9,979 crore from the debt market, taking the total to Rs 38,900 crore (USD 5.2 billion).  

 Tightening by the Federal Reserve triggered capital outflows from emerging markets to the US. This 

weakened emerging market currencies negatively impacting the returns on FII investment. 

 The IL&FS fiasco and the subsequent liquidity crunch in the shadow banking industry deeply affected 

the Indian debt markets and contributed to the sell-off in the debt segment primarily from the FIIs. 

 There are several reasons that can be attributed to this sell-off, the primary being the rising US bond 

yields and the strengthening of the US economy along with a stronger US dollar. Geo-political risks in 

the shape of US/China trade war and the re-imposition of sanctions on Iran have led to investors 

seeking safety in safe havens such as the US. 

CONCLUSION 

Portfolio capital streams are constantly present moment and theoretical and are frequently not identified with 

financial basics but instead to impulses and prevailing fashions predominant in worldwide monetary markets. 

There are following strategy suggestions, which rise up out of this examination.  

 India should concentrate on fortifying their financial framework instead of advancing budgetary 

markets in light of the fact that FIIs are vacillating companions. Banks can give the surest vehicle to 

advancing long haul development and industrialization. 

 Since money related markets in India have its indispensable significance, yet government should 

endeavour to shield the genuine economy from FIIs fancies.  

 The new code ought to Proposed to expel the present refinement between momentary ventures and 

long-haul ventures based on the length of holding of the benefits. From a financial specialist's 

perspective, there is no motivator to remain long haul. 

 Government should set a base farthest point just as greatest breaking point, inside which FII put 

resources into India, so as to maintain a strategic distance from unpredictability in Indian securities 

exchange (BSE Sensex and CNX Nifty).  
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 Implementation of act is must and basic so as to shun from regular variety, Rules and guideline are 

made, yet follow up isn't there. 
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