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ABSTRACT 

Foreign Institutional Investors have gained a significant role in Indian stock markets. The 21 
st
 century has shown the real dynamism of stock market and the various benchmarking in 

terms of  highest peaks and sudden falls. In this context present paper examines the 

contribution of Foreign Institutional Investor’s in Indian stock market. study uses the 

information obtained from the secondary resources such as past published scholarly articles, 

journals, websites and books. This study explains about Foreign Institutional Investor and its 

impact on Indian stock market. The present paper also explains the significance of Foreign 

Institutional Investor. Indian stock market which is one of the indicators of the economic 

status, is also being affected by the foreign investments made. Since Indian stock market is 

vast and attract investors as a hotspot of investment. The Indian market is steadily growing. 

The major part of investment in Indian market is attributed to Institutional Investors. 

Economies like India which offer relatively higher growth than the developed economies, 

have gain favour among investors as attractive investment destinations for Foreign 

Institutional Investors. The FII’S contributions have brought tremendous changes in the 

development of stock markets in India. 
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INTRODUCTION:- 

The term Foreign Institutional Investor is defined SEBI as under: 

FII means an institution established or incorporated outside India which proposes to make 

investment in securities in India. They are registered as FII’S in accordance with section 2(f) 

of the SEBI (FII) regulations 1995. FII is an investor or investment fund registered in a 
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country outside of the one in which it is investing. The term is used most commonly in India 

and refers to outside companies investing in the financial markets of India. FII most notably 

include hedge funds, insurance companies, pension funds and mutual funds. Foreign 

investment refers to investments made by residents of a country. 

 

THE REQUIREMENTS OF FII’S IN INDIA IS AS FOLLOWS :- 

 FII’S contribute to the foreign exchange inflow as the funds from multilateral finance 

institution. 

 It leads to higher asset prices in the Indian market. 

 It lowers cost of capital, access to cheap global credit. 

 It supplements domestic savings and investments. 

 It also led to considerable amount reforms in capital market and financial sector. 

 Managing uncertainty and controlling risks. 

 Improvements to market efficiency. 

 

HISTORY OF FII: - 

India has been welcoming the foreign investors since 1992 and had been inviting portfolios 

since 1993.Foreign portfolio investors, popularly known as FII’S - those who buy stocks and 

bonds in India. It have emerged as a dominant force since they were first allowed to invest 

here in September 1992.The FII’S were allowed to invest in all securities in primary issues or 

public offerings by listed company, as well as in the secondary market. At the starting they 

allowed investment up to 5% individually and as a class of investors up to a maximum of 

24% of companies issued capital. By April 1997, the overall FII investment limit was raised 

to 30%. 

  OBJECTIVES OF THE STUDY :- 

 The basic objective is to know FII inflow and outflow trends in Indian stock market. 

 To study the importance of FII on Indian economy as a whole. 

 To study the behavioural pattern of FII in India. 

 To get the knowledge of stock market. 

 To find out the relationship between the FII investment and stock market. 

 

SIGNIFICANCE OF FOREIGN INVESTMENT :- 

 FII’S are necessary for all developing nations as well as developed nations but it may 

differ from country to country.  
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 The developing nations are most need of these foreign investments for boosting up the 

entire development of the nation. 

 The expansion of employment. 

 The improvement in technology. 

 The tremendous growth in economy. 

 Helps in global exposure. 

 The benefits from government. 

 Maintaining good relationships globally. 

 Helps in expanding securities business. 

 

ENTITIES WHICH CAN BE REGISTERED AS FII IN INDIA :- 

 Pension funds 

 Mutual funds 

 Foreign central banks 

 Insurance and Reinsurance companies. 

 Foundations (serving public interests)  

  Charitable trusts or charitable societies. 

 

INVESTMENT CONDITIONS AND RESTRICTIONS :- 

An FII can only invest in the following securities: 

o Primary and secondary markets including shares, debentures and warrants of 

companies, unlisted, listed or to be listed on a recognised stock exchange I India. 

o Dated government securities. 

o Derivatives traded on a recognised stock exchange. 

o Commercial papers of Indian stock exchange. 

o Security receipts. 

ROLE AND IMPACT OF FII ON INDIAN STOCK MARKET :- 

The positive fundamentals combined with fast growing markets have made in India an 

attractive destination for FII. Portfolio investments brought in by FII’S have been the most 

dynamic source of capital to emerging markets in 1990’s. 

 

Some major impact of FII on stock market are as follows: 

 They increased depth and breadth of the markets. 

 They played a greater role in the expansion of securities business. 
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 Their policy on focusing on fundamentals of share had caused efficient pricing of 

share. 

These impacts made the Indian stock market more attractive and also investors. The impact 

of FII is so high that whenever FII tend to withdraw money from market, the domestic 

investors fearful and they also withdraw from market. 

 

POSITIVE IMPACT OF FII ON INDIAN STOCK MARKET :-   

1) Enhanced flow of capital: It helps in growth rate of the investment where by 

development projects – economical and social infrastructure is built. It will boosts production 

and employment and income of the host country. 

2) Managing uncertainty and controlling risks: It helps promote hedging instruments 

and improve the competition in finance market and also in alignment of assets which help in 

stabilizing market. 

3) Improved corporate governance: The FII’S constitute professional bodies like 

financial analysts who through their contribution to better understanding improve firms 

operations and corporate governance. 

4) Improving capital markets:  FII’S can improve the capita market  and helps in the 

process of economic development of India. The financial analysts and asset managers 

enhance competition for the effectiveness and efficiency of financial markets. 

 

NEGATIVE IMPACT OF FII ON INDIAN STOCK MARKET : - 

1) Potential capital outflow: Since FII’S are controlled by investors these can be 

sudden outflow from markets which definitely leads to the shortage of funds. 

2) Inflation: Huge inflow of FII funds creates high demand for rupee and whereby 

pumping huge amount of money by the RBI into the market. This creates excess liquidity 

creating inflation. 

3) Adverse impact on exports: With FII inflow leading to appreciation of currency, 

exports become expensive which ultimately leads to lower demand and hence shortfall in the 

export of goods, which in turn reduces the competitiveness. 

4) Problem to small investors: The FII buying pushes the stock up and their selling 

shows the downward path in stock market. This creates problems for the small retail investors 

whose fortunes are driven by the actions of the large FII’S. 

5) Issue related to participatory notes: When Indian based brokerages buy Indian 

based securities and then issue participatory notes to foreign investors. Any dividends or 

capital gains collected from the underlying securities go back to the investors. Any entity 
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investing in participatory is not required to register with SEBI (Securities Exchange Board of 

India). 

 

 INVESTMENT BY FII’S : - 

There are generally two ways to invest for FII’S. 

1. EQUITY INVESTMENT:  

100% investments could be in equity related instruments or up to 30% could be invested in 

debt instruments. In simple words 70% investments can be in equity instruments and 30% 

can be in debt instruments. 

In case of equity route the FII’S can invest in the following instruments: 

a. Securities in the primary and secondary market including shares which are unlisted, 

listed or to be listed on a recognized stock exchange in India. 

b. Units of schemes floated by the Unit Trust of India and other domestic mutual funds, 

whether listed or not. 

c. Warrants. 

 

2.  100% DEBT INVESTMENT: 

a. Debentures (Non-convertible debentures, partly convertible debentures) 

b. Bonds 

c. Dated government securities 

d. Treasury bills 

e. Other debt market instruments 

It should be noted that foreign companies and individuals are not be eligible to invest through 

the 100 % debt route. 

 

RESEARCH METHODOLOGY:- 

Data refers to the collection of information from various sources. It may consists the words, 

numbers, observation of set of variables. 

Data sources are mainly two types. They are :- 

a) Primary data  

b) Secondary data 

Here the required data is collected through the secondary sources of data .  secondary data 

can be collected from journals ,websites ,and books 
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FINDINGS : -  

A. The requirement  of  knowledge regarding the concepts of investment in capital 

market. 

B. The average net investment ,from 2000-2005 is 22,606 crores and 2006-2011 is 

76,354 crores 

C. After analysing the net investment from 2000-2011 is 3.37% increased when 

compared with first five years. 

D. The difficult procedures  and entry barriers are influencing the capital market. 

E. The risk and uncertainty is more in capital market. 

F. The impact of FII’S is more in Indian capital market. 

G. The retail investors capital invested is in risk position. 

    

SUGGESTIONS : - 

The following suggestions could increase the depth of the Indian capital market. 

        1    SAFETY NET : 

This concept in deals in  which the company coming out with IPO (Initial Public Offer) 

Has to compensate the retail investor if the market prices goes below 20% of the issue price 

during six months after the listing. This will ensure that retail investor capital is protected. 

Currently the provision is not compulsory ,so companies are not following it. If it is made 

compulsory then more retail investors could come to the market. 

      2    EARLY EDUCATION : 

The concepts in investing in capital market should be introduced in the syllabus right from 

schools and colleges. This would ensure that investment culture is developed in young 

students then they will try to invest in capital markets. 

      3    MAKING MERCHANT BANKERS ACCOUNTABLE : 

The merchant bankers who give fancy valuations to the IPO (Initial Public Offer)     Should 

be held accountable if the price goes below the issue price. This will ensure that valuations 

are reasonably placed and more retail investors can participate. 

      4     SIMPLIFICATION  PROCEDURES : 

Simplifying procedures and relaxing entry barriers for business activities and providing 

investor friendly laws and tax systems for foreigners. 
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CONCLUSION : - 

FII’S are among the major sources of liquidity for the Indian market . If FII’S are investing 

huge amounts in the Indian stock exchanges then it reflects their high confidence and a 

healthy investors sentiment for our market. The FII are having significant impact on the stock 

market. The FII’S are very beneficial in the economy of a country but FIIS are more popular 

in developing countries for improving their economy growth due to high tax revenues and 

influx of capitals. Foreign investments are usually beneficial as they lead to the introduction 

of advance technology in the domestic market and also increases the trained professional. It 

enhances employment opportunity for the common people. Generally the host countries 

always tries to channel the investments into new infrastructure in order to enhance 

development.  FIIS have contributed a lot in making Indian economy one of the fastest 

growing economy in the world today. Foreign institutional investment can play a useful role 

in development by adding to the savings of low and middle income developing countries. 

After the liberation of financial policies India has been able to attract a lot of FII from rest of 

world. 
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