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ABSTRACT 

 

Capital is widely recognized as a pivotal driver of economic growth within any nation. In the context of developing 

economies such as India, the availability of domestic capital often falls short of the vast financial requirements 

necessary to foster growth and development. In such cases, the significance of foreign funding cannot be overstated. 

Foreign Direct Investment (FDI) and Foreign Institutional Investment (FII) emerge as two primary categories of 

foreign capital, each carrying distinct characteristics and implications for the recipient economy. FII represents a 

more liquid and speculative aspect of foreign capital. FII entails foreign investors trading in a country's financial 

markets, primarily through the purchase and sale of stocks, bonds, and other financial instruments. Unlike FDI, FII 

investments are characterized by shorter time horizons and the potential for rapid inflows and outflows of capital. As 

a consequence, FII activity exerts a direct and immediate influence on financial markets, particularly stock markets. 

In the Indian context, FIIs have emerged as significant and influential participants in the country's stock market. This 

study delves into the trends and patterns of FII flows in India, seeking to comprehend the dynamics of this critical 

segment of foreign capital. The study's purview spans a substantial 17-year data set, allowing for a comprehensive 

analysis of FII behavior and its consequences. To gauge the impact of FII on the Indian stock market, the Sensex, one 

of India's most widely recognized and systematically tracked stock market indices, was chosen as the focal point. The 

Sensex serves as a reliable benchmark for market performance and is extensively utilized by market participants, 

making it an ideal indicator for assessing the influence of FII on India's stock market landscape. In essence, this study 

endeavors to unravel the intricate relationship between FII investments and the Sensex, shedding light on how foreign 

institutional investors contribute to the dynamics of the Indian stock market. Through a thorough examination of 

historical data and trends, the study aims to provide valuable insights into the interconnectedness of foreign capital 

and stock market performance in the Indian context, ultimately contributing to a deeper understanding of the nation's 

economic landscape. 
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INTRODUCTION 

 

Foreign Institutional Investors (FIIs), also known as Foreign Portfolio Investors (FPIs), play a significant role in the 

global financial markets. These institutional investors are entities, such as mutual funds, pension funds, and hedge 

funds, that invest in the financial markets of a country other than their own. FIIs have become integral to the 

functioning of financial markets worldwide, and their impact is felt in various ways: 

 

1.  Capital Inflows: FIIs bring substantial amounts of foreign capital into a country's financial markets. This 

capital can help fund infrastructure projects, boost economic growth, and provide much-needed liquidity in 

the markets. 

2.  Market Liquidity: FIIs contribute to market liquidity by actively buying and selling stocks, bonds, and other 

financial instruments. This liquidity benefits both individual and institutional investors, making it easier to 

enter or exit positions. 

3.  Market Efficiency: FIIs are typically well-informed and sophisticated investors. Their presence in a market 

can enhance its efficiency by incorporating new information and reacting to news and events quickly. 

4.  Portfolio Diversification: For investors in home countries, FIIs provide opportunities for portfolio 

diversification. Investing in foreign markets can reduce risk by spreading investments across different 

geographical regions and asset classes. 

5.  Impact on Exchange Rates: Large FII inflows or outflows can influence exchange rates, potentially affecting 

a country's trade balance. Central banks often monitor and respond to FII activity to maintain exchange rate 

stability. 

6.  Economic Growth: FIIs can contribute to economic growth by investing in businesses, creating jobs, and 

stimulating economic activity. However, their presence can also make economies vulnerable to sudden capital 

outflows. 

7.  Regulatory Challenges: Countries often regulate FII participation in their financial markets to prevent 

excessive volatility and safeguard national interests. Regulatory frameworks may include restrictions on FII 

ownership, reporting requirements, and tax considerations. 

 

8.  Risk of Herd Behavior: FIIs can sometimes exhibit herd behavior, where they collectively move in and out of 

markets based on trends or news. This behavior can amplify market volatility. 

9.  Long-Term vs. Short-Term Impact: The impact of FIIs can vary. Some FIIs have a long-term investment 

horizon, while others engage in short-term speculative trading. Understanding their intentions and strategies 

is crucial for market stability. 

10.  Influence on Corporate Governance: Companies with significant FII ownership may face pressure to improve 

transparency, corporate governance practices, and shareholder value to attract and retain these investors. 
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In conclusion, FIIs play a multifaceted role in the global financial landscape. While they bring benefits such as capital 

inflows and market liquidity, they also pose challenges related to market stability and regulation. As a result, 

governments and financial authorities closely monitor and regulate FII activity to ensure it aligns with their economic 

and financial stability goals. 

 

REVIEW OF LITERATURE 

 

Douma, Kabir, and Rejie (2006) evaluated the influence of foreign institutional investment on emerging market firm 

performance and discovered that foreign ownership has a favourable effect on firm performance. They also 

discovered that foreign investment had an impact on a company's connection with a business group. Foreign investors 

preferred enterprises with higher corporate governance, according to (Aggarwal, Klapper, and Wysocki, 2005). 

 

Mukherjee (2002) looked at the various possible determinants of FII and came to the following conclusions: (1) 

Foreign investment flows to Indian markets tend to be caused by returns in the domestic equity market; (2) returns in 

the Indian equity market is an important factor that has an impact on FII flows; (3) whereas FII sale and FII net inflow 

are significantly affected by the performance of the Indian equity market, FII purchase has no such effect; (4) FII 

purchase has no effect on the performance 

 

Gordon and Gupta (2003) discovered a link between FII inflows and BSE returns. They discovered that FIIs act as 

market makers, investing when prices are low and selling when prices are high. As a result, many researchers' results 

on the causal relationship between FII net inflows and stock market capitalization and returns on the BSE/ NSE are 

conflicting. As a result, it is necessary to evaluate whether foreign institutional investors (FIIs) are the cause or effect 

of stock market swings in India. 

 

In his study paper titled 'FII Flows to India: Nature and Causes,' Rajesh Chakraborty (2001) concluded that FII flows 

to India have gradually grown in importance since the commencement of liberalisation. The author looked at how 

these flows interacted with other variables. According to Pal, P. (2004), foreign institutional investors (FIIs) are the 

largest players in the Indian stock market, and their influence on the domestic market is growing. FII trading activities 

and domestic stock market turnover show that FIIs are becoming more important at the margin, as FII trading accounts 

for a growing share of stock market turnover in India. 
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OBJECTIVES OF STUDY 

 

1. To study the trends and patterns of foreign capital flow into India in the form of FII 

2. To study the relation and impact of Foreign Institutional Investment (FII) on Indian stock market (Sensex). 

 

SCOPE OF STUDY 

The research takes into account a comprehensive dataset spanning the preceding 17 years. This extended timeframe 

allows for a thorough examination of trends and patterns related to Foreign Institutional Investment (FII) in the Indian 

financial landscape. To assess the impact of FII on the Indian stock market, the Sensex, India's premier stock market 

index, was selected as the primary analytical tool. The choice of the Sensex for this study is underpinned by several 

compelling reasons, making it the ideal benchmark for scrutinizing the influence of FIIs on India's stock market. 

 

First and foremost, the Sensex boasts a reputation as one of the most meticulously designed and methodically 

constructed stock market indices in India. Its composition encompasses a carefully selected basket of the nation's 

leading and most influential companies, representing diverse sectors of the economy. This meticulous selection 

process ensures that the Sensex accurately reflects the overall performance of India's corporate sector, making it an 

excellent barometer for evaluating the health and trends of the broader stock market. 

 

Furthermore, the Sensex enjoys widespread recognition and acceptance within the financial industry and among 

market participants. It serves as a common point of reference for investors, analysts, and policymakers alike. Its status 

as a yardstick for gauging market performance makes it a natural choice for assessing how FII activities impact the 

Indian stock market. Its widespread use for benchmarking and analysis means that changes in the Sensex are closely 

monitored and can have far-reaching implications for investment decisions and market sentiment. 

 

In essence, the selection of the Sensex as the primary tool for this study offers several advantages. Its comprehensive 

representation of India's corporate landscape, meticulous construction, and broad acceptance make it a reliable 

indicator for evaluating the influence of FII on the Indian stock market. By leveraging this well-established 

benchmark and examining 17 years of historical data, this research endeavors to provide valuable insights into the 

intricate dynamics between FII investments and the broader stock market in India, contributing to a deeper 

understanding of the nation's financial ecosystem. 

 

DATA COLLECTION 

This research is based on secondary information. The required data for FII was gathered from a variety of sources, 

including Reserve Bank of India Bulletins, Ministry of Commerce publications, and the SEBI Handbook of Statistics, 

Govt. of India. The data for the BSE Sensex is downloaded from the BSE's websites. The index value for each year 
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is calculated by averaging the daily closing index values, which is considered a more representative number of the 

index for the full year. The current study takes into account data from 2004 to 2020, which spans 17 years. 

 

HYPOTHESIS 

(1) H0: There is no significant relation between FII and BSE Sensex. 

(2) H0: There is no significant impact of FII on BSE Sensex. 

 

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 

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 

 

From the above table P value 0.0462 is less than 0.05. We can reject the Null hypothesis. 
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CONCLUSION 

Over the course of the past 17 years, spanning from 2002 to 2018, the influx of Foreign Institutional Investment (FII) 

has exhibited a remarkable and substantial increase in India's financial landscape. This surge in FII inflows has 

generated significant interest among market observers and analysts, particularly concerning its connection to 

fluctuations in stock market indices such as the Nifty. Indeed, it is evident that there exists a discernible association 

between the ebb and flow of FII investments and movements in stock market indices, including the Nifty. The 

influence of FII on these indices is undeniable, as these institutional investors wield considerable financial clout and 

can prompt fluctuations in asset prices, market sentiment, and overall stock market performance. 

 

However, while the correlation between FII flows and stock market indices is evident, it is crucial to acknowledge 

that market volatility is a complex interplay of multiple variables. Merely relying on a single explanatory factor, as 

indicated by a relatively average R-square value, may oversimplify the intricate dynamics at play. The modest R-

square suggests that other factors beyond FII flows are contributing to the observed volatility in the Indian stock 

market. These factors could encompass a wide array of economic, geopolitical, and financial variables, including 

domestic macroeconomic conditions, global market trends, government policies, corporate earnings, and more. To 

gain a more comprehensive understanding of the nuanced relationship between these factors and stock market 

behavior, it becomes imperative to conduct further in-depth analysis. 

 

In light of the need for a more nuanced exploration, employing alternative statistical models and methodologies is 

warranted. These models can help researchers dissect the multifaceted nature of market volatility and identify 

additional factors that might be driving stock market movements. By broadening the analytical scope and considering 

a wider range of variables, researchers can paint a more complete picture of the forces shaping the Indian stock 

market, thereby facilitating more informed investment strategies and policy decisions. 

 

In conclusion, while the surge in FII flows has undeniably impacted the Indian stock market, the modest R-square 

value suggests that other factors are at play in driving market volatility. To gain deeper insights into these dynamics, 

rigorous analysis and the exploration of alternative statistical models are essential to comprehensively understand the 

complex relationship between various factors and stock market performance in India. 
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