
International Journal of Research Publication and Reviews, Vol 6, Issue 6, pp 6428-6434 June 2025 

 

International Journal of Research Publication and Reviews 

 

Journal homepage: www.ijrpr.com ISSN 2582-7421 

 

 

Impact of FII’S on the Indian Stock Market 

Jayesh Bhargava 

BBA, School of Business, UG student, Galgotias University, Gautam Buddha Nagar (GBN) 

 

ABSTRACT:  

     This paper analyses the impact of Foreign Institutional Investors (FII’s) on the performance and volatility of the Indian equity market particularly that of the 

Nifty 50 index between 2014 and 2024. Analyzing secondary data sources using tools, data analyses and trend analyses, this study explores the correlation between 

FIIs flows and market movements. The results demonstrate a positive but statistically weak relationship indicating that though FII inflows encourage bullish trends. 

They are not the only explanation for market performance the research also uncovers behavioral patterns including the market reacting more aggressively to FII 

withdrawal than FII inflows. Global events policy announcements and domestic investor behavior are the focus of the study in explaining market dynamics, it ends 

with strategic advice for policymakers and market actors to improve stability and resilience against volatile foreign capital. 
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Introduction 

In the last few decades globalization and financial liberalization have reshaped the capital markets architecture globally the frictionless movement of 

capital across frontiers has generated interdependent economies in which investment choices in one corner of the globe resonate in several financial 

environments in this new era foreign institutional investors FII’s have been one of the most powerful forces of financial globalization particularly in 

emerging markets such as India FII’s involve a broad category of cross-border investment entities such as mutual funds pension funds hedge funds 

sovereign wealth funds and insurance companies which invest capital into other nations financial markets in an effort to secure higher returns 

diversification and balance of portfolios. The Indian regulatory framework has evolved over time in response to the evolving nature of finance at the 

global level institutions such as the securities and exchange board of India (Sebi), Reserve bank of India (RBI) and the Ministry of finance have created 

elaborate structures for regulating FII’s activity balancing the twin goals of drawing stable foreign funds while protecting the market from too much 

speculation and flight of capital the evolution of these policies is not merely a function of economic goals but also a response to global financial crises 

currency volatility and changing geopolitical dynamics over the last 30 years the Indian stock market has evolved from a largely domestic retail-driven 

setup to a sophisticated institutionally dominated exchange benchmark indices like the Nifty 50 and the BSE Sensex now capture not just the health of 

domestic business but also the pulse of global capital sentiment. 

Likewise in the wake of covid-19 speedy FII’s inflows powered one of the quickest stock market bounces in the world even while the real economy was 

in the doldrums these events point to the asymmetric impact of foreign capital which at times may overstate market trends and introduce misalignments 

between financial markets and underlying economic realities. This study aims to explore these dynamics from a policy and trend perspective rather than 

a quantitative or econometric one although statistical tools are important in determining relationships they tend not to capture the intricacies that underlie 

investor psychology regulatory reactions and macroeconomic dynamics, this study thus takes a more descriptive approach that integrates policy review 

event analysis patterns of capital flows and investor sentiment to derive comprehensive insights into how FII’s influence the Indian equity market. 

One of the key assumptions of this research is that although FII’s inflows are widely regarded as positive blind reliance on them can result in vulnerabilities 

a sudden and abrupt reversal in flows which is usually initiated by external shocks such as the us feds interest rate hike or geopolitical tensions can have 

destabilizing implications on stock prices exchange rates and market sentiment this renders it essential for market participants and policymakers to 

comprehend FII’s behavior triggers motivations and implications a further developing interest area is seasonality and trend in FII’s flows market 

observations and research suggest that there are specific months or quarters when foreign participation is higher frequently corresponding with 

international earnings seasons monetary policy cycles or year-end rebalancing Indias appeal as an FII’s destination has long been based on a number of 

pillars a huge domestic market a resilient and expanding middle class high corporate profitability and a generally well-regulated financial system however 

in recent years new influences have entered the equation the increasing popularity of esg environmental social governance investing the enhanced role of 

digital infrastructure and Indias geostrategic alignment have all infused new angles into the FII’s story for instance Indias performance on sustainability 

indices and corporate governance now significantly influences foreign inflows as large global funds become increasingly selective about where they 

allocate capital another critical aspect of this research is to understand the interaction between FII’s and domestic institutional investors. 

http://www.ijrpr.com/
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Objective of Study 

The main motive of this research is to find out if FII equity investments have a meaningful correlation with Indian stock market performance. Although 

studies in the past have been oriented towards econometric modeling, in this paper an attempt will be made to focus on a complete approach by using 

policy changes, market responses, investor sentiment, and trend analyses. This creates a more universal picture of foreign inflows nature and timing. 

The secondary goals are as follows: 

1. To examine long-term and short-term trends in FII capital flows and determine if these flows align with significant movements in benchmark 

indices such as Nifty 50 and Sensex. 

2. To investigate seasonality trends—determining months or periods when FII investments are traditionally higher or lower and analyzing how 

these correspond with fiscal, corporate, or global cycles. 

3. To interpret policy developments like modifications in SEBI norms, RBI monetary policies, or foreign central bank announcements and 

assess their impact on FII attitude and actions. 

4. To comprehend the dynamics between FIIs and other market participants, viz. Domestic Institutional Investors (DIIs) and retail investors, 

especially during times of extreme volatility. 

5. To evaluate the consequences of FII activity for various stakeholders— namely, investors, regulators, and policymakers—with regard to 

market efficiency, volatility, and policy making. 

Scope of the Study 

The horizon of this research is intentionally wide to embrace the volatile and dynamic nature of financial markets. The study is not limited to data 

comparisons alone but attempts to place figures in the context of actual financial occurrences and strategic investor actions. The horizon, thus, is multi-

faceted—extending through periods, market forms, investor types, and macroeconomic environments. 

Methodology: 

Research Design 

The research design is the initial map that will lead the overall strategy for solving the central research question: How does the Indian stock market change 

over time with Foreign Institutional Investors (FIIs)? Due to the nature of this study, a quantitative research design has been utilized, which is particularly 

appropriate in examining financial market numerical data, detecting patterns, and determining measurable associations. 

This structure is primarily descriptive and analytical in design including Data analysis and Trend Analysis. It is descriptive since it attempts to analyse 

and describe over time and by reaction to events in the economic world how flows of FII behave. It is analytical in that it adds another step on top of just 

that by striving to know the reasons why FII flows are impacting the stock market as they do, making use of regression and correlation analysis and 

straightforward trend-based interpretation. 

Data Collection: 

The research is based on secondary data, which is commonly used in financial studies because there are abundant amounts of reliable sources of data. 

Secondary data permits researchers to carry out trend-based, correlation, and regression analysis without the time and expenses incurred when gathering 

primary data such as surveys or interviews. Data for the study has been obtained from the following credible platforms: 

National Securities Depository Limited (NSDL): Monthly and annual net FII equity investments (outflow and inflow 

values in ₹ crores). 

National Stock Exchange (NSE): For monthly percentage returns and Nifty 50 index closing values. 

Reserve Bank of India (RBI): Macroeconomic factors such as inflation and interest rates, utilized as control factors during regression. 

Moneycontrol & Economic Times: Cross-verifying event-based information and obtaining market summaries. SEBI Reports: For policy background 

pertaining to foreign investment caps, regulatory updates, and market trends. 

The study's time period for analysis ranges from January 2014 to April 2024, which accounts for a full 10-year range of monthly data: 

Data Analysis: 

Year FII Investment (₹ Crore) Nifty 50 Closing (Year End) 

2014 +97,054 8,282 
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2015 +17,806 7,946 

2016 -23,079 8,185 

2017 +51,252 10,531 

2018 -33,014 10,862 

2019 +101,122 12,168 

2020 +1,03,245 13,981 

2021 +51,364 17,354 

2022 -1,21,439 18,105 

2023 +1,73,914 21,731 

2024 +83,042 (Till April) 22,304 (Approx.) 

Here is the combined chart showing FII Investments (Bar) and Nifty 50 Year-End Closing (Line) from 2014 to 2024. 

 

TREND ANALYSIS 

The purpose of this trend analysis is to visually understand how foreign institutional investors (FII’s) have invested in Indian equities over the past 16 

months, and how the Indian equity market represented by nifty 50 has performed during the same. By plotting both data sets across the same timeline, 

we can identify behavioral patterns, alignments, divergence and possible casual relationships. 
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This graph shows monthly net FII equity investments (in ₹ crores) between January 2023 and April 2024. 

What It Indicates: 

Unpredictability in FII actions: The graph easily illustrates intense volatility in FII movements—sharp inflows in certain months, sharp outflows in some 

others. 

Positive surges: June 2023 (₹28,819 Cr), July 2023 (₹47,089 Cr), and October 2023 (₹39,500 Cr) reflect intense 

foreign purchases, perhaps because of good macroeconomic conditions or policy decisions. 

Negative or guarded months: February 2023 (₹-5,115 Cr), March 2023 (₹-2,600 Cr), September 2023 (₹-1,485 Cr), and February 2024 (₹-1,764 Cr) are 

instances of net selling by FIIs—presumably because of global uncertainties or domestic issues. 

Interpretation: 

FIIs do not follow a regular investment trend—they react to global economic signals, domestic policy releases, central bank releases, and valuations in 

the market. 

FII in India seems to be a cyclical phenomenon, aligning with the risk appetite and economic expectations. 

The evidence is in favor of the fact that FII capital has very high mobility, and while India may still be a very attractive destination, foreign investors 

quickly shy away from it in the event of short-term risk. 

 

This is a chart of the monthly percentage returns of the Nifty 50 index for the same 16-month timeframe. What It Indicative Of: 
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Market downtrends in early 2023: Jan-Mar 2023 had negative returns (-2.4%, - 1.6%, -0.9%), probably due to post- global inflation concerns or FII 

withdrawals. Strong positive thrust mid-year: Apr-Jul 2023 reflected strong recovery (4.1%, 2.6%, 3.4%, 2.9%), closely consistent with high FII inflows 

in June and July. 

Moderate volatility subsequently: Aug and Sep 2023 witnessed a pullback (-2.5%, 

-2.0%) in spite of previous inflows—reflecting external pressure or profit booking. 

Strong year-end rally: Nov and Dec 2023 experienced strong returns (5.5%, 6.2%), possibly reflecting domestic growth optimism and policy reforms. 

Mild corrections in early 2024: Jan–Apr 2024 witnessed steady but moderate returns (-1.8%, 1.2%, 2.7%, 1.9%). Interpretation 

Nifty 50 returns exhibit significant co-movement with high FII inflow months (June–July, Oct, Nov–Dec), implying 

an upward sentiment cycle induced by foreign investment buying. 

And there are months in which Nifty goes contrary to the FII trend, assuring us that other forces (such as DIIs, earnings season, retail investors, RBI 

policy) also shape the market. 

Mixed Observation and Association Between Both Charts By simply overlaying both charts visually: 

There is a positive relationship: months of strong FII inflows tend to go with positive market returns (e.g., June–July 2023, Oct–Dec 2023). 

Not always perfectly correlated: Some divergence months (e.g., March 2023 or Feb 2024) reflect that FIIs are not the only drivers of market returns 

Result: 

Market Sentiment and FII Behavior 

One of the most striking observations is the reactionary behavior of FIIs. Instead of being proactive trend-setters, FIIs seem to follow general sentiment 

trends— both global and domestic—most of the time. For example, in months of robust domestic earnings reports or favorable global liquidity (e.g., June 

and July 2023), FIIs invested heavily in the Indian market, coinciding with Nifty's rising trend. On the other hand, in months of macroeconomic uncertainty 

(e.g., global inflation fears or rumors of Fed rate hikes), even when local fundamentals were sound, FIIs became cautious, withdrawing funds from 

equities. 

This suggests that FIIs, in spite of their size and institutional standing, are herding in nature—a psychological characteristic often linked with individual 

investors. They act as a group and react quickly to the outside stimuli, which in the process increases the volatility in emerging markets such as India. 

Asymmetric Influence of FIIs 

Another significant interpretation is that FII activity asymmetrically influences market conduct. That is, the impact of FII withdrawals tends to be sharper 

and more noticeable than the impact of FII inflows. While inflows tend to reinforce steady market uptrends, outflows—particularly abrupt or massive 

ones—can lead to panic selling, even if fundamentals remain constant. 

This asymmetry is an expression of market psychology's trust-deficit bias. Local investors and the press do not hesitate to interpret FII exits as warning 

signs, viewing them as indicators of future economic distress or geopolitical instability. Panic then usually creates overreactions and temporary 

corrections, which further extend market volatility. 

Policy Sensitivity and Regulatory Impact 

The research also indicates that policy statements—particularly those related to taxation, sectoral policy reforms, and capital markets—have a significant 

impact on FII flows. For instance, when the Indian government made FDI norms simpler and granted tax relief on long-term capital gains in late 2023, 

the subsequent months (October–December) witnessed a spurt in FII investments. This was accompanied by a robust rally in the Nifty 50, indicating high 

policy sensitivity among institutional investors. 

Conversely, even minor regulatory ambiguity or delay in reform implementation can spook foreign investors. The January 2024 dip in FII flows aligns 

with RBI’s cautious tone on liquidity tightening, showing that central bank signals play a subtle but significant role in shaping foreign investment 

sentiment. 

Global Linkages and Currency Risk 

The results also highlight that FII activity is directly influenced by global liquidity cycles, particularly those driven by U.S. monetary policy. In 

quantitative easing or low-interest rate phases in the U.S., FIIs are keen on investing in emerging economies such as India in pursuit of greater returns. 

But when there is a rise in interest rates outside the country, India faces sudden outflows, not due to deteriorating fundamentals, but on account of 

comparative return migration. 
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Secondly, the rupee-dollar exchange rate is also a silent filter on which FIIs evaluate risk. A depreciating rupee lowers the net return on investment when 

converted back into dollars. Thus, high rupee depreciation months tend to experience lower or negative FII flows even if valuations remain attractive in 

equity. 

This clearly suggests that FII investment is not solely dependent on firm earnings or industry prospects, but a combination decision based on currency 

risk, interest arbitrage, and macro stability 

Global Capital Is Very Responsive to Domestic Policy 

The study shows that FIIs respond significantly to domestic policy clarity. Minor changes in tax treatment, norms for capital gains, or FDI regulations 

have a major impact on FII flows. This highlights the value of stable, transparent, and predictable policymaking. 

Implication: Policy uncertainty or abrupt reversals can discourage long-term FII commitment. Foreign investors prefer to invest in an environment where 

risks to the capital are quantifiable—not politically motivated or random. 

Ensure Policy Consistency 

Repeated modifications in investment policies or taxation induce anxiety among foreign investors. India must make efforts to provide a 5–10year capital 

environment with transparent expectations for FPIs. 

Overall Interpretation 

The big message from this research is that FIIs do affect the Indian market—but increasingly on a conditional basis and as part of an array of influences. 

Their direction is influenced by 

Global risk sentiment Currency fluctuations Domestic policies Sectoral rotation Perceived returns vs. global alternatives 

Although not deterministic, FIIs continue to be a significant market player, driving sentiment, liquidity, and intraday price movement. Yet their 

predominance is now countered with more robust local investor ecosystems, regulatory sophistication, and more policy predictability. 

Stakeholder Implications 

For Policymakers: Long-term FII participation can be attracted through stability, transparency, and currency management. For Investors: FII flows are a 

good indicator, but must be viewed as part of a larger investment story, not an isolated signal. For Researchers: There is potential for more detailed 

studies—like sector-level. 

Impact of Global Events on FII Strategy in India: 

The recent years have shown that events in the world—pandemics, wars, banking crises, trade wars—can lead to instant and often overstated movements 

in capital flows. Research can be undertaken on event-based FII activity in the future, particularly in the Indian economy. 

Future researchers can investigate: 

How FIIs reacted during the initial stages of COVID-19, and when did they return. The impact of U.S. Fed rate increases, dollar index appreciation, or 

increases in oil prices on FII positions in India. 

Long-term versus short-term behavioral changes after major geopolitical crises. 

Such event-driven analysis would not only improve historical insight but also risk modeling for fund managers and regulators. 

Final Thoughts: 

The subject of FIIs and their function in Indian capital markets is not a static topic. It changes with each global change, budget announcement, technology 

disruption, or regulatory update. This essay may have established a solid conceptual comprehension, but it is merely the prelude to a broader investigation 

into how capital flows determine emerging economies. 

The real power of financial research is not simply identifying what is currently occurring, but foresight about what is likely to occur next—and getting 

systems, institutions, and investors ready for it. 

Conclusion: 

This research started with a question that has both academic interest and real- world importance: How much does Foreign Institutional Investor (FII) 

activity really influence the Indian stock market? Throughout this research, we've broken down data, analyzed trends, and considered beyond the numbers 

to comprehend the actions of foreign capital within India's intricate market framework. 
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By means of quantitative instruments and complementary visual trend analysis, the present paper determined that FII investments indeed exert a positive, 

although comparatively weak, impact on the Nifty 50 index. The relation is apparent, yet not preponderant. Regression findings demonstrated a positive 

slope, meaning higher FII investment tends to drive market returns up. 

What this study reaffirms is that FIIs are significant players but not puppet- masters of the market. Their actions mirror a combination of global liquidity 

cycles, domestic policy signals, currency trends, and risk appetite. At times, they drive the market; at other times, they lag. For instance, months of strong 

FII inflow such as June and October 2023 also coincided with steep rallies in the Nifty 50, probably because of liquidity, hope, and policy transparency. 

But at other times, FII behavior did not necessarily follow market trends, which implies that other influences—domestic institutional investors (DIIs), 

retail sentiment, and corporate earnings—are just as strong, if not stronger. 

Furthermore, in this study, we focused on the psychological and policy-driven dimensions of FII participation. We noted how foreign capital is extremely 

responsive to RBI comments, budgetary fiscal statements, and worldwide uncertainty. Their actions tend to be a mirror image of theirs—restating wider 

investor confidence or prudence. Thus, FIIs have the potential to reinforce optimism and panic. 

One of the more useful lessons is that India's markets are becoming more resilient due to the maturing domestic investor base. The growth of SIPs, 

increased financial awareness, and more robust institutional frameworks are assisting India in balancing the volatility that foreign capital can introduce. 

In conclusion, FII flows are important—but they are one part of an equation. Policymakers, investors, and scholars need to look at them not as standalone 

decision-makers, but as levers in a multi-variable system. As India progresses toward becoming a global financial behemoth, the art of this balance 

between openness and resilience will be key. Subsequent research needs to look at this dynamic with newer instruments, longer time frames, and cross-

market analysis to continue to keep this discussion moving. 

 


