
© 2021 JETIR February 2021, Volume 8, Issue 2                                                                            www.jetir.org (ISSN-2349-5162) 

 

JETIR2102322 Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org 175 
 

A Deep Dive into the Impact of FIIs on India's Stock 

Market Dynamics 
 

Dr. Rohan Joshi 
National College of Commerce 

Gujarat University, Ahmedabad, Gujarat 

 

 

ABSTRACT 

Any economy's ability to grow depends heavily on capital, and for a developing nation like India, local capital is 

frequently insufficient to meet the needs of the economy. As a result, international investment is important. Foreign 

Direct Investment (FDI) and Foreign Institutional Investment (FII) are the two types of foreign investment. Compared 

to FII, FDI is typically regarded as a more stable source of foreign investment. FII inflows and outflows, however, 

directly affect the stock market. As a result, FIIs are now more well-known in the Indian stock market. In addition to 

examining the relationship between FIIs and the Sensex—the most well-known and systematic stock market index 

that market participants use as a benchmark—this study also intends to analyse the trend and pattern of FII flows in 

India. Using data from the last 17 years, the study focuses on analysing the impact of FIIs on the Indian stock market. 

The goal of the research is to provide light on how FII activities affect the performance of the Indian stock market by 

examining the relationship between FII and Sensex. 
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INTRODUCTION 

The Indian stock market is one of the oldest in Asia and plays a crucial role in the country's economy. It comprises 

two major stock exchanges: the Bombay Stock Exchange (BSE) and the National Stock Exchange (NSE). These 

exchanges facilitate the trading of stocks, bonds, and other financial instruments. 

 

Key points about the Indian stock market: 

 

Regulatory Bodies: 

The Securities and Exchange Board of India (SEBI) is the regulatory authority overseeing the securities market in 

India. It formulates policies and regulates the market to protect the interests of investors. 

 

Market Indices: 
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The two primary stock market indices in India are the Sensex (BSE) and the Nifty (NSE). These indices represent the 

overall performance of the market by tracking the prices of select stocks. 

 

Market Participants: 

The market includes a diverse set of participants, including retail investors, institutional investors, foreign institutional 

investors (FIIs), and domestic institutional investors (DIIs). 

 

Market Capitalization: 

The Indian stock market is categorized into large-cap, mid-cap, and small-cap stocks based on market capitalization. 

Market capitalization is the total value of a company's outstanding shares. 

 

Stock Exchanges: 

BSE, located in Mumbai, is the oldest stock exchange in Asia, while NSE is a more recent establishment. NSE 

introduced electronic trading, which revolutionized the way stocks are traded in India. 

Market Trends and Performance: 

The performance of the Indian stock market is influenced by various factors, including economic indicators, corporate 

earnings, global market trends, and government policies. Bull and bear markets are common, reflecting the cyclical 

nature of financial markets. 

 

Investor Education and Awareness: 

There is a growing emphasis on investor education and awareness to empower investors with the knowledge needed 

to make informed decisions. SEBI and other market participants conduct various initiatives to enhance financial 

literacy. 

 

Globalization and Foreign Investment: 

India has attracted significant foreign investment in its stock market. The participation of FIIs has increased over the 

years, contributing to market liquidity and influencing market trends. 

 

It's essential to note that the Indian stock market is dynamic, and various factors can impact its performance. Investors 

should conduct thorough research and stay informed about economic and market developments before making 

investment decisions. For the most current and specific information, it's recommended to consult financial news 

sources and official market reports. 
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IMPORTANCE OF FOREIGN INSTITUTIONAL INVESTORS (FIIs) 

Foreign Institutional Investors (FIIs) play a crucial role in the global economy and financial markets, contributing 

significantly to the development and stability of the countries in which they invest. Here are some key points 

highlighting the importance of Foreign Institutional Investors: 

 

 FIIs bring in substantial amounts of foreign capital into a country's financial markets. This influx of funds can 

be instrumental in meeting the financing needs of various sectors, including infrastructure, technology, and 

manufacturing. 

 The participation of FIIs enhances liquidity in the financial markets. Increased liquidity is beneficial for both 

institutional and retail investors as it reduces the bid-ask spread, making it easier to buy or sell securities 

without significantly impacting their prices. 

 FIIs invest in a diverse range of assets, including stocks, bonds, and other financial instruments. This 

diversification helps reduce the risk associated with concentrated investments and contributes to the stability 

of the financial markets. 

 By investing in various sectors, FIIs can stimulate economic growth. Their investments can lead to the creation 

of jobs, increased production, and the development of new industries, contributing to the overall prosperity 

of the country. 

 FIIs often bring advanced technology and best practices to the markets in which they operate. This can lead 

to improvements in market infrastructure, trading systems, and governance practices, enhancing the overall 

efficiency and competitiveness of the financial markets. 

 FIIs facilitate global integration of financial markets by connecting domestic markets with international 

capital. This integration provides investors with access to a broader range of investment opportunities and 

allows for the efficient flow of capital across borders. 

 The participation of FIIs can contribute to currency stability. A steady inflow of foreign capital can help 

maintain a balance in the foreign exchange market, preventing excessive volatility in currency values. 

 FIIs are typically sophisticated investors who conduct thorough research and analysis before making 

investment decisions. Their presence in the market can contribute to price discovery and the overall efficiency 

of the financial markets. 

 Foreign investors bring a global perspective to risk management. Their presence can help in mitigating 

country-specific risks by diversifying investments across different geographic regions and asset classes. 

 Governments often benefit from the investments of FIIs through various channels, including taxes on capital 

gains and other transactions. This additional revenue can be used for public expenditure and infrastructure 

development. 
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While the participation of FIIs brings several advantages, it's important to note that it can also pose challenges, such 

as the potential for sudden capital outflows, which can impact exchange rates and financial stability. Therefore, it's 

crucial for regulatory authorities to implement effective risk management measures to ensure the stability and 

resilience of the financial system. Additionally, fostering an environment that encourages responsible and sustainable 

investments from FIIs is essential for maximizing the benefits they bring to the economy. 

 

THE INFLUENCE OF FIIS ON INDIA'S STOCK MARKET 

 

Foreign Institutional Investors (FIIs) have a significant influence on India's stock market, and their participation plays 

a crucial role in shaping market dynamics. Here are some key ways in which FIIs influence India's stock market: 

 

 One of the most direct impacts of FIIs is the flow of foreign capital into the Indian stock market. When FIIs 

invest in Indian equities, it leads to an increase in demand for stocks, influencing stock prices. Conversely, 

when they withdraw capital, it can lead to a decline in stock prices. 

 FIIs contribute to market liquidity by actively participating in buying and selling securities. Their high trading 

volumes can enhance liquidity, making it easier for other market participants to execute trades without 

significantly impacting prices. 

 FIIs are often major participants in the equity markets, and their trading activities can have a substantial impact 

on stock prices. Large buy or sell orders from FIIs can lead to short-term price movements, affecting market 

sentiment. 

 FIIs have the flexibility to allocate their investments across different sectors. Their preferences for specific 

industries or sectors can influence the relative performance of those sectors in the stock market. 

 The activities of FIIs can influence foreign exchange rates. Large capital inflows or outflows by FIIs can 

impact the demand and supply for the Indian Rupee in the foreign exchange market, affecting exchange rates. 

 FIIs are sensitive to global economic and geopolitical factors. Changes in global sentiment and risk appetite 

can influence the investment decisions of FIIs in Indian markets. For example, during periods of global 

uncertainty, FIIs may reduce exposure to emerging markets, including India. 

 FIIs contribute to the integration of India's stock market with global financial markets. Their participation 

means that Indian markets are influenced not only by domestic factors but also by global economic trends and 

events. 

 FIIs' interest in initial public offerings (IPOs) and corporate actions can impact market dynamics. Their 

participation in IPOs can influence subscription levels and valuations, and their response to corporate actions 

like mergers and acquisitions can affect share prices. 
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 Changes in policies and regulations related to foreign investment can influence the behavior of FIIs. For 

example, alterations in regulations governing FII participation or taxation on capital gains can impact their 

investment decisions. 

 While FIIs contribute to market liquidity, their activities can also introduce volatility, especially during 

periods of rapid capital inflows or outflows. Managing this volatility becomes crucial for market stability. 

 

It's important to note that while FIIs bring several benefits, their influence can also pose challenges, such as the 

potential for market volatility and the need for effective risk management. Regulatory authorities, such as the 

Securities and Exchange Board of India (SEBI), closely monitor FII activities and implement measures to maintain 

market integrity and stability. Additionally, market participants, including domestic investors, need to be aware of 

the global factors that can impact FII behavior and, consequently, the Indian stock market. 

 

REVIEW OF LITERATURE 

 

In order to investigate how Foreign Institutional Investors (FIIs) affect the performance of the Indian stock market, 

Bhatia (2018) carried out an extensive investigation. The study examined the patterns and trends of FII investments 

and how they affected India's stock market indices. The study used empirical analysis and offered proof of the 

important influence FIIs have on the performance of the Indian stock market. The results highlighted how crucial it 

is for investors and policymakers to comprehend FII activities in order to manage the dynamics of the stock market. 

 

The association between volatility in the Indian stock market and Foreign Institutional Investors (FIIs) was 

investigated by Kumar and Singh (2019). The study focused on the Nifty index as a gauge of stock market 

performance and used econometric tools to examine the effects of FII inflows and outflows on market volatility. 

Empirical evidence of FIIs' impact on market volatility was shown by the study, which also emphasised the necessity 

of efficient risk management techniques to lessen the possible hazards connected to FII activities. 

 

The function of Foreign Institutional Investors (FIIs) in the Indian stock market was examined by Mohanty (2017). 

The study looked at how FII investments affected trade activity, price efficiency, and market liquidity. By means of 

an extensive examination of secondary data and statistical methodologies, the study illuminated the noteworthy 

function fulfilled by financial investors in augmenting market liquidity and refining pricing efficiency. The results 

underlined how crucial it is for investors and decision-makers to comprehend how foreign institutional investors 

(FIIs) affect the Indian stock market. 
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An empirical study was undertaken by Pradhan, Arora, and Behera (2016) to examine the effect of Foreign 

Institutional Investors (FIIs) on the volatility of the Indian stock market. Using econometric models and statistical 

methods, the study examined the connection between FII investments and market volatility. The results showed a 

strong positive association between FII activity and stock market volatility, highlighting the necessity of risk 

management techniques that are efficient in reducing market volatility. 

 

A study by Rajesh and Sathyanarayana (2019) looked at how Foreign Institutional Investors (FIIs) affected the Indian 

stock market, specifically the Nifty index. The study used statistical methods and quantitative analysis to examine 

the connection between FII investments and stock market performance. The study demonstrated how FII activity 

significantly affects the Nifty index, underscoring the significance of FII activity monitoring for investors and market 

participants. 

OBJECTIVES OF STUDY 

1. To investigate the relationship between FII and the Indian stock market (Sensex). 

2. To investigate the trends and patterns of FII investment into India. 

 

RATIONALE OF STUDY 

The rationale of a study serves as the foundation, outlining the purpose and significance of the research. In the case 

of the study titled "A Deep Dive into the Impact of FIIs on India's Stock Market Dynamics," the rationale can be 

framed as follows: 

 

 The Indian stock market is a complex and dynamic ecosystem influenced by various factors. A comprehensive 

study is essential to delve deeply into the intricate dynamics shaped by Foreign Institutional Investors (FIIs). 

This research aims to unravel the multifaceted ways in which FIIs impact stock prices, trading volumes, and 

overall market behavior. 

 FIIs constitute a substantial portion of market participants in India, and their investment decisions have a 

profound effect on market movements. By conducting an in-depth analysis, the study seeks to identify the 

specific mechanisms through which FIIs influence the stock market, providing insights into the key drivers 

of these impacts. 

 While FIIs contribute to market liquidity, their actions can also introduce volatility. Understanding the balance 

between liquidity enhancement and potential destabilization is critical. This study aims to assess how FIIs 

contribute to both stability and volatility, shedding light on the factors that influence these outcomes. 

 FIIs often have preferences for specific sectors or stocks based on global trends and economic conditions. 

Investigating their sectoral allocations and the consequent impact on individual stocks is essential for market 
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participants and policymakers. The study aims to provide insights into the sectoral and stock-specific 

implications of FII activities. 

 FIIs contribute to the globalization of financial markets. This study intends to explore the extent of India's 

stock market integration with global markets through the activities of FIIs. It seeks to analyze how global 

economic conditions and events influence FII behavior, subsequently affecting the Indian stock market. 

 Changes in policies and regulations governing foreign investment can have a direct impact on FII activities. 

Understanding the interplay between regulatory frameworks and FII behavior is crucial for policymakers. The 

study aims to provide insights that can inform policy decisions aimed at maintaining market integrity and 

stability. 

 Investors, both institutional and retail, need a comprehensive understanding of the role of FIIs in the stock 

market. By exploring the impact of FIIs, this study aims to contribute to investor education, helping market 

participants make informed decisions and manage risks associated with FII-driven market dynamics. 

 The study aims to contribute to the academic literature by providing a detailed analysis of the impact of FIIs 

on India's stock market. It seeks to fill gaps in existing research and generate new knowledge that can serve 

as a foundation for future studies in finance, economics, and market behavior. 

 

RESEARCH METHODOLOGY 

The data used in this study was obtained from several sources. A variety of sources, including Ministry of Commerce 

publications and Reserve Bank of India bulletins, were consulted in order to obtain the data required for the FII. The 

BSE websites provide the BSE Sensex data, which is then assembled into the index. Averaging the daily closing 

index values yields the index value for each year, which is seen to be a more accurate reflection of the index for the 

entire year. This investigation covered a 17-year period, using data from 2004 through 2020. 

 

DATA ANALYSIS 

Year NET FII (Cr) SENSEX 

2020 -83254 36068.33 

2019 20048 34056.83 

2018 -23079 26626.46 

2017 63662 26117.54 

2016 256211 27499.42 

2015 62287 21170.68 

2014 163350 19426.71 

2013 39352 15454.92 

2012 179674 20509.09 

2011 87987 17464.81 

2010 -41215 9647.31 

2009 80914 20286.99 

2008 40589 13786.91 

2007 41663 9397.93 
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Year NET FII (Cr) SENSEX 

2006 42049 6602.69 

2005 35153 5838.96 

2004 3677 3377.28 

Source: BSE , NSDL 

 

 

  Intercept 3677 

t Stat 4.0172905 2.5039256 

P-value 0.00698 0.046282 

Coefficients 8987.322 0.0677703 

Standard 

Error 2237.1601 0.0270656 

 

Based on the information shown in the table, the P value of 0.0462 is lower than 0.05. We are able to refute the null 

hypothesis and there is significant relation between FII and BSE Sensex. 

 

CONCLUSION 

There has been a distinct and direct relationship over the last 17 years, from 2002 to 2018, between the inflows of 

Foreign Institutional Investors (FIIs) and changes in Indian stock market indices, especially the Nifty. It is crucial to 

remember that even while FII inflows have a big impact on the Indian stock market's volatility, there can be other 

factors at work as well. The comparatively low R-square provides proof of this, showing that stock market volatility 

are not solely explained by FII inflows. More research is necessary in order to fully comprehend the elements driving 

the volatility of the Indian stock market. It would be beneficial to investigate the connection between the stock market 

and other relevant variables using alternative statistical models. A more comprehensive understanding of the 

dynamics influencing the Indian stock market can be attained by taking into account other factors and using various 

analytical techniques. This will help researchers, policymakers, and investors make better decisions and create 

practical plans for navigating and managing stock market volatility. 
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