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ABSTRACT

Since Indian capital market is vast and attracesters as their investment destination. The Indiemket is
steadily growing and had allured domestic investorsimunity and foreign investors group in the paike major part of
investment in Indian capital market is attributedristitutional investors among whom foreign ingiinal investors (FIIs)
are of primary importance. One eminent concernhi@ matter is whether these foreign institutionalestors (FlIs)
regulate the Indian capital market. This paper eramwhether market movement can be explained ésetinvestors and
their impact on the capital markets. Flls, becapéheir short-term nature, can have bidirectiocalisation with the
returns of other domestic financial markets suchmamey markets, stock markets, and foreign exchangekets.
Hence, the understanding of determinants of F¥keiy important for any emerging economy as Fll exarlarger impact
on the domestic financial markets in the shortand a real impact in the long run. The present papen attempt to find
out determinants of foreign institutional investrhénindia, a country that opened its economy t@iffin capital due to
their foreign exchange crisis. The objective of sihedy is to find out whether there exist relatlipsbetween Fll and

Indian capital market
KEYWORDS: FlI, Indian Capital Market, Correlation and RegiessTrends of Fll in India
INTRODUCTION

Foreign Institutional Investors (FII) means anitasibn established or incorporated outside Indi@cl proposes
to make investment in securities in India. They mgistered as Flls in accordance with Section) »f(the SEBI (FII)
Regulations 1995. FllIs are allowed to subscribeew securities or trade in already issued secsritiethe Union Budget
2013-14, announced on 28 February 2013, vide P&raH®norable FM announced his intention to go bg th
internationally accepted definition for Flls and IEPas follows In order to remove the ambiguitytthgevails on what is
Foreign Direct Investment (FDI) and what is Foreifstitutional Investment (Fll), it is proposed follow the
international practice and lay down a broad prilecthat, where an investor has a stake of 10 pemrdass in a company,
it will be treated as FIl and, where an investas hastake of more than 10 percent, it will be tdats FDI. A committee

will be constituted to examine the applicationtod principle and to work out the details expedilgu
INDIAN CAPITAL MARKET

A capital market is a market where both governnaamt companies raise long-term funds to trade gezion
the bond and the stock market. It consists of bla¢thprimary market where new issues are distribatadng investors,
and the secondary markets where already existentises are traded. In the capital market, morégadponds, equities

and other such investment funds are traded. Thiéataparket also facilitates the procedure wherglvgstors with excess
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funds can channel them to investors in deficit. €hpital market provides both overnight and longatéunds and uses
financial instruments with long maturity periodshelcapital market acts as brake on channeling gawidow yielding
enterprises and impels enterprises to focus oropeance. It continuously monitors the performareeugh movement
of share prices in the market and the threats lafager. This improves efficiency of resource uéitibn and there by
increases the return on investment. As a resullersaand investors are not constrained by theiivididal abilities,
but facilitate by the economies capability to irivesd save, which inevitably enhances savings amestment in the

economy.
REGULATORY FRAMEWORK FOR Fli
The following entities, established or incorpora#ddoad, are eligible to be registered as Flis:
* Pension Funds.
e Mutual Funds.
* Investment Trusts.
» Asset Management Companies.
* Nominee Companies.
* Banks.
» Institutional Portfolio Managers.
* Trustees.
» Power of Attorney holders.
» University funds, endowments, foundations or chaté trusts or charitable societies.

Besides the above, a domestic portfolio managetfoanestic asset management company is also elitpbibe
registered as an FIl to manage the funds of subteats. The Flls can also invest on behalf of sutpants. The following

entities are entitled to be registered as sub-adsou
* Aninstitution or fund or portfolio established iacorporated outside India.
» Aforeign corporate or a foreign individual.
The general permission from the RBI will enable i to:

» Open foreign currency account(s) in a designatei lfthere can be more than one account in the smmk

branch, in different currencies, if so requiredth Fll for its operational purpose).

* Open a special non-resident rupee account in wdliateceipts from the capital inflows, sale proceed shares,

dividends and interest credited.

» Transfer sums from the foreign currency accountthéorupee accounts and vice-versa, at the maakes 1of

exchange.
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» Make investment in securities in India out of tlaamces in the rupee accounts.
« Transfer repatriable (after tax) proceeds fromrtlpee account to the foreign currency accounts.

* Repatriate the capital, capital gains, dividendspime received by the way of interest and any cosgteon
received towards sale/renouncement of rights offerof shares subject to the designated branch of a
bank/custodian being authorized to deduct withimgjdiax on capital gains and arranging to pay saghand

remitting the net proceeds at market rates of exgpba
» Register Fll is holding without any further cleatarunder FERA.

e There would be no restrictions on the volume ofestment-minimum or maximum for the purpose of entry
Flls in the primary/secondary markets and on tlek o period described for the purpose of such stwents
made by Flls. However, portfolio investment in paitym and secondary markets will be subjected tanceibf
24% of issued share capital for the total holdihglbregistered Flls in any one company. Conversjaut of the
fully and partly convertible debentures issued loy tompany will also be taken into account for ploepose.
The holding of a single FIl in any company would dudject to a ceiling of 5% of total issued shaapital for

which purpose, holding of an FlI group will be cteshas holdings of a single FllI.

e The maximum holding of 24% for all non-residentmrtfolio investments, including those of the régied.
Flls will also include NRI corporate and non-corgi@r investments, but will not include; direct fgrei
investment (which are permitted up to 51% or 74%wen full in all priority sector) and investmeritg Flls

through the following alternatives offshore singdgfonal funds, global depository receipts and emmovertibles.

» Disinvestment will be allowed only through stockckanges in India including OTCEI. SEBI may pernailes
other than through stock exchanges, provided tleemaes are not significantly different from te®ck market

guotations, where available.

« All secondary market operations would be only tiglouhe recognized intermediaries on the Indian kstoc
exchange including OTCEI. FlIs would not be expédte take delivery of purchased and give deliveirgald

securities.

e FlIs can appoint a custodian, an agency approve8H®l, as a custodian of securities and for cordtrom of
transaction in securities, settlement of purchase sale and for information reporting such a custodhall
establish separate accounts for detailing on & daisis the investment capital utilization and siéies held by
each FII for which it is acting as custodian wilport to the RBI and SEBI semi-annually, as parthefir

disclosure and reporting guidelines.

« RBI may at any time request by an order, a regstdfll to submit information regarding records bét
utilization of the inward remittances of investmeapital and the statement of its securities tretitaas. RBI and

or SEBI may also any time conduct a direct inspectif the records and accounting books of a reggtEll.

* FlIs investing under this scheme will benefit franconcessional tax regime of a flat tax rate of 20%4lividend

and interest income and a tax rate of 10% on leng+-{one or more year) capital gains.

Impact Factor(JCC): 0.8127 - This article can be denloaded from www.impactjournals.us




| 38 Hemkant Kulshrestha |

REVIEW OF LITERATURE

Shrikanth, M. and Kishore B. (2012}, in their paper investigated a cause and effectiosiship between FlI
and Indian capital market. They observed that Edisied the institutional flavor in terms of marletpertise and fund
management by way of pooling small savings fromaitévestors. The main objective of Flls is maxdmg returns and
minimizing risk while keeping liquidity of the ingéments intact. They concluded that net FII inflolnsd a positive

impact on the Indian stock market and foreign ergeareserves.

Loomba, J. (2012}, attempted to testify the behavior of FlI tradingdaits effect on Indian stock market.
He observed that in the course of capital markedréilization, foreign capital has become incredgis@nificant source
of finance and institutional investors are growihgir influence in developing markets. He conclutteat the Indian stock
markets have come in age where there were signtfib@velopments in the last 15 years make the rwédtear with the

developed markets.

Bohra, N. Singh and Dutt, Akash. (201%) studied the behavioral pattern of Fll in India diglire out the
reasons for indifferent responses of BSE Sensexaltd inflows. They found the correlation betweeélh investment and
turnover of different individual groups at BSE sexsThey concluded that there is a positive coticiabetween
FIl investment and stock market but in year 2008 2008, it was also observed that positive or negahovement of

FII's investment leads to a major shift in the smehts of domestic or related investors in market.

Shukla, K. Rajeev et al (201T) investigated the impact of foreign institutionavéstors on Indian stock indices.
He revealed that India, after United States holsés largest number of listed companies and Globatstors now
enthusiastically seek India as their preferredidagon for investment. Many Indians working in éiggn countries now
divert their savings to stocks. They concluded tRks$ have significant impact on the share priceshe Midcap &

Small-cap companies but small and a periodic shitheir behavior leads to market volatility.

Kaur, Manjinder and Dhillon, S. Sharanjit (2010)°, focused on the determinants of Foreign Institwtion
investment in India. Market capitalization and &twmearket turnover of India have significant pogtiinfluence only in
short-run but Stock market risk has negative infage on Flls inflows to India. Among macroeconomatedminants,
economic growth of India has positive impact onsFlhvestment in both long run and short run but ather

macroeconomic factors have significant influencly @mlong run like inflation.

They concluded that host country stock market nstifreturns on Sensex) have positive and signifizapact
whereas home country returns (returns on S&P 5@@8xnhave negative but insignificant influence dts finvestment

inflows in long-run as well as in short-run.

! Shrikanth, Maram and Kishore Braj (2012) ‘Net FIbWwk into India: A Cause and Effect StudySCl Journal of managemenfol.
41 (2), pp. 107-12.

Loomba, Jatinder. (2012) ‘Do FllIs Impact Volatility Indian Stock Market?nternational Journal of Marketing, Financial Seceis
& Management Researdfol.1 Issue 7.
3 Bohra, N. Singh and Dutt, Akash.(2011) ‘Foreigntitational Investment in Indian Capital Market: Auly of Last One Decade’
International Research Journal of Finance and Eauiug Retrieved 24 Jan. 2012<http://www.eurojournals /fioence.htm>
4 Shukla, K. Rajeev et al (2011) ‘FIl Equity Investrhemd Indian Capital Market: - An Empirical Investigpn.’ Pacific business
review international
° Kaur, Manjinder. & Dhillon, S.Sharanjit (2010) ‘BBeminants of Foreign Institutional Investor’s Istment in India’Eurasian
Journal of Business and Econom&&10, 3 (6), 57-70.

| Index Copernicus Value: 3.0 - Articles can be sernb editor@impactjournals.us |




| Impact of Foreign Institutional Investors (Flls) on Indian Capital Market 39 |

Saha, Malayendu. (2009) investigated the participation of foreign instioutal investors and the other financial
institutions in India and the performance of thelifm stock markets and she concluded that Indiacksiarket is
regarded at par with the developed markets Moredvdrad a very unique economic model and is bamedtrong

economic growth with huge liquidity and it is n&pended on the US economy for its GDP growth.

Singh, Sumanjeet(2009Y, revealed that the size of net capital inflowsrtdia increased from US $ 7.1 billion in
1990-91 to US $ 108.0 billion in 2007-08. India ha®e of the highest net capital inflows among tiMES of Asia.
Capital inflows, however, not an unmitigated blegsithe main danger posed by large and volatiléalapflows is that
they may destabilize macroeconomic management.ddeleded that the intensified pressures due tcelamd volatile

capital flows in India in the recent period in dmasphere of global uncertainties

Sethi, Narayan and Sucharita, Sanhita(2009¥, attempted to explain the effects of private foneizapital
inflows (FINV) on some macroeconomic variables mdi& using the time series data between April 1@9bec 2007.
They found that Foreign Direct Investment (FDIpissitively affecting the economic growth, while Emgn Institutional

Investment (FII) is negatively affecting the econogrowth.

Prasanna, P.K. (2008) discussed role of Fll in Indian Capital market aexamined thecontribution of
foreign institutional investment particularly among compenincluded in sensitivity indeSense&) of Bombay Stock
Exchange. She found that Higher Sensex indiceshégtu price earnings ratio are the country levattos attracting
more foreign investment in Indiandthe foreign investment is more in the compamié higher volume of publically

held sharesThe promoter’sholdings and the foreigimvestmentsre inversely related.

Chittedi, Krishna Reddy. (2008}°, analyzed a performance of the sensex Vs Flls énltidian stock market.
She revealed that the liquidity as well as the tili@ghawere highly influenced by Fll inflows in BSEensex so the Foreign
institutional investment is the significant factimr determining the liquidity and volatility in thetock market prices.
She concluded that the Flls who have been so hultisindia for the last so many years might stadking at other
cheaper emerging markets for better returns. S itery tough to predict that whether the sensdék sustain the

momentum in future or not.

Sethi, Narayan. (2008}, evaluated the impact of international capital flow economic growth, trends and
composition and suggested the policy implicatioer¢iof. He observed that the foreign institutiomadeistors (Flls) have
negative impact on growth, but it is very negligibHe concluded that India should move to influeboth the size and
composition of capital flows, strengthened theinkiag system rather than promoting financial markeinks can provide

the surest vehicle for promoting long term growtid endustrialization.

6 Saha, Malayendu. (2009) ‘Stock Market in India dfmateign Institutional Investments: An Appraisdburnal of Business and
Economic Issugd/ol.1 No.1.

! Singh, Sumanjeet. (2009) ‘Foreign capital flowsoinhdia: Compositions, regulations, issues and potiptions’ Journal of
Economics and International Finan&®l. 1(1), pp. 014-029.

8 Sethi, Narayan. & Sucharita, Sanhita.(2009) ‘ lotpH Private Foreign Capital Inflows On Economic®th In India: An Empirical
Analysis’ Singapore Economic Review Confererf8&RC) 2009, Singapore Economic Review and Natiomaveysity Singapore,
Swissotel-The Stamford, Singapore, held from 6thAigust, 2009.

o Prasanna, P.K. (2008) ‘Foreign Institutional Ineestnvestment preference in India’ JOAAG, Vol.Ng. 2, pp 40-51.
10 Chittedi Krishna Reddy (2008) ‘Volatility of Indiart&k Market and FlIsThe Indian Economy RevieWol.5, No. 31.
M Sethi Narayan (2008). Op.cit pp.560-580.
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Poshakwale, Sunil and Thapa, Chandra. (200 compared the influence of foreign institutionatéstments
in the long and short run on Indian equity markéhwhe main developed equity markets of the US thiedUK by Using
daily return series and portfolio investments mhgdoreign institutional investors. They found thatlian stock returns

are significantly influenced by the short and Ie@gnm innovations in the US and UK stock market.

Dhamija, Nidhi. (2007)*, described that the increase in the volume of gorénstitutional investment (FII)
inflows in recent years has led to concerns reggrthe volatility of these flows, threat of capitédht, its impact on the
stock markets and influence of changes in regujategimes. She suggested that as the pace of foireigstment began

to accelerate, regulatory policies have changdéeép up with changed domestic scenarios.

Singh, Manmohan. (2007, attempted to explain the use of participatory sgfNs) by foreign investors, as a
conduit of portfolio flows into Indian capital mats for more than a decade. The broadening of 'mébeeign investor
base, in recent years, has a bias towards hedgs/tumegistered foreign investors who invest prilpatia participatory
notes (PNs).

Foreign institutional investors (FlIs) are keemyerested in the Indian equity market and have lmeemveight
the MSCI index since 2003, while market capital@aif the large Indian stock exchanges is pregeiibut 100 percent
of GDP (around $1.3 trillion) and tax arbitrage e&pital gains tax has almost disappeared singe20@4.

SCOPE OF THE STUDY

Since economic liberalization FlI flows to Indiavieasteadily grown its importance. Foreign capitdllows have
been acknowledged as one of the important sourfchsds for developing economies that would grovaatte higher
than what domestic savings can support. This mdutt the integration of global financial markefs a result, capital

started flowing freely across national borders segkut the highest rate of return.

India is considered as one of the best investmestirthtion for foreign institutional investors ipite of political
differences and lack of infrastructure facility e8ince Indian market have vast potential, solitrilg and encouraging
foreign investors continuously but on January 208MBSE Sensex saw the largest ever fall in recBRE shack by
2000 points intra-day due to global economic meltdqSubprime lending crises in US). This made eweeyvery

cautious whether the FIlI positions have kept Indiapital market in such a miserable condition.

Foreign portfolio inflows through Flis, in Indiareaimportant from the policy perspective, espegiathen the
country has emerged as one of the most attraativestment destinations in Asia. The present studydes on Fll
investment pattern in the Indian capital markeexamines the factors expected to affect the invest decisions of Flls.
The Foreign Institutional Investors (FlIs) have egeel as important players in the Indian equity reaik the recent past.

This paper makes an attempt to understand whdtbaeg exists a relationship between Fll and EquisyKdt.

12 Poshakwale, Sunil. & Thapa,Chandra.(2007). ‘Impd&dbreign Portfolio investments on market investinerarket co movements:
Evidence from the Emerging Indian stock marketésented in th&merging Market Group ESRC Seminar on Internatidbauity
Markets Comovements and ContagidnMay 2007 Cass Business School, London.

13 Dhamija, Nidhi. (2007). ‘Foreign Institutional Instenent in India’Research on Indian Stock Volatiltyol. 14, Publisher: Emerald
Group Publishing Limited.

14 Singh, Manmohan. (2007). ‘Use of Participatory Noie Indian Equity Markets and Recent Regulatory CeahtMF Working
paperMonetary and Capital Markets DepartmeW¢P/07/291.
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OBJECTIVE OF THE STUDY

e To find out the impact of FIl on Indian capital rket.

* To determine the behavior and trend of FII's onidndstock market.

* To determine the factors that influence investnaeaision of FII’s.

* To examine whether Flls have any influence on B8&s8x and CNX Nifty.
RESEARCH METHODOLOGY

The paper examines The Impact of Foreign Instihaionvestors (FIl) on Indian capital market. Tlee of the
research comprises of information derived from sdeoy data from Sensex, Nifty and FIl investmens wanatural choice
for inclusion in the study, as it is the most p@pumarket indicies and widely used by market pipaicts for
benchmarking. The study period covered under thi®i the years 2000-2011. The main source of oistginecessary

data for the study was Secondary Data.

This study is empirical in nature and hence secgndata is used to conduct the research. The sacpmthta
constitutes of daily net FIl inflows and the dalBBENSEX and NIFTY from BSE and NSE websites respelsti
Findings are included which transmits the importaoints, which were gathered from the study. Regjoesand
correlation techniques have been used for analysipose. The sample data consists of 2931 obsengafor FlI,
BSE Sensex and S&P CNX Nifty starting from Jan 2@0December 2011.

HYPOTHESIS OF THE STUDY

Null Hypothesis (Ho): There is no significant impad Foreign institutional investors (FlIs) on ladi Capital
market Alternative Hypothesis (Ha): There is sigaift impact of Foreign institutional investorsI@¥lon Indian Capital

market.
LIMITATION OF THE STUDY

Since the subject is very vast the study is mdmtysed on identifying whether there exist a relaghip between
Flls and Indian capital market. It is mainly basedthe data available in various websites. The ohpzade on purely

from the past eleven year’s performance.
Flls Trends in India

Table 1: Fll Investment in Indian Capital Market (Rs in Cror €)

Year Flls Change in FlIs %
Investment Investment Change

1991-92 0

1992-93 13

1993-94 5126 5113

1994-95 4796 -330 -6.4377V
1995-96 6942 2146 44.74562
1996-97 8575 1633 23.52348
1997-98 5998 -2577 -30.052b
1998-99 -1584 -7582 -126.400
1999-00 10122 11706 -739.015
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Table 1: Contd.,

2000-01 9933 -189 -1.8672p
2001-02 8763 -1170 -11.778p
2002-03 2689 -6074 -69.314p
2003-04 45764 43075 1601.897
2004-05 45880 116 0.253474
2005-06 41467 -4413 -9.6185|7
2006-07 30841 -10626 -25.6252
2007-08 66179 35338 114.5812
2008-09 -45811 -111990 -169.223
2009-10 142658 188469 -411.4Q06
2010-11 146438 3780 2.649694
2011-12 93725 -52713 -35.9968

Source: Various Issues of SEBI Handbook
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Figure 1: Year Wise Flls Investment

Flls were allowed to invest in capital market sé@s since September 1992. However, these hawsiad from
January, 1993 only. The net inflow has risen froga 5126 crores in 1993-94 to Rs.146438 crores 10204 with relative
ups and downs during the period as per the abde. tBuring the period of 19 years there has beerease in eight years
while decline in the rest years It may be concluded there are significant variations in the ygamflow of Flls into the
Indian capital market during 1993-94 to 2011-12riBgyithe initial year 1992-93, the Fll flows statte September 1992,
which amounted to Rs. 13 crores because at thisembgovernment was framing policy guidelines folsFHowever,
within a year, the FlIs rose to 5126 i.e. 99.76%1692-93 during 1993-94 because government hadeopdoor for
investment in India. Thereafter, the FIl inflowstméssed a dip of 6.44%. However, the year 1995-18Btessed a
turnaround, gliding up the contribution by FIl tooemous amount of Rs. 6942 crores. Investments rhgddls during
1996-1997 rose a little i.e. 23.52% of that of pneceding year.

This period was ripe enough for Fll Investmentstad time the Indian economy posted strong fundaatgn
stable exchange rate expectations and offeredtimess incentives and congenial climate for investhtd these funds in
India. During 1997-98, FllI inflows posted a fall8®.05 %. This slack in investments by FlIs wasnarily because of the
S-East Asian Crisis and the months of volatility pesenced during November 1997 and February 1998.

The net investment flows by Flls have always beesitive from the year of their entry. However, orily the
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yearl998-99, an outflow nearly of Rs. 17699 cromes witnessed for the first time. This was primaxdue to the
economic sanctions imposed on India by Japan, WSo#rer industrialized economies. These economictems were
the result of the testing of series of nuclear bsimp India in May 1998. Fll investment posted ary@ayear decline of
1.86 % in 2000-01, 11.78 % in 2001-02 and 69.31n%002-03. Investments by FII posted a fall of 80r22002-03 as
compared with investments in the period of 1999i@0estments by Flls rebounded from depressedddveim the year
2003-04 and witnessed an unprecedented surge.flbWls were recycled to India following readjustmeuit global

portfolios of institutional investors, triggered bgbust growth in Indian economy and attractiveug#ibns in the Indian

equity market as compared with other emerging nt@&enomies in Asia.

The slowdown in 2004-05 was on account of globa&lentainties caused by hardening of crude oil praoes the
upturn in the interest rate cycle. The resumptiorthie net FIl inflows to India from August 2004 tiooned till end
2004-05. The inflows of FlIs during the year 20(®®as Rs. 45881 crore. During 2006-07 the foreigstitutional
investors continued to invest large funds in Indsanurities market. Strong Fll flows had been a degracteristic of the
period prior to December 2007. However, 2008-09 Haevhighest FIlI outflow in any financial year snimception.
This could be attributed to the global financialltaewn and the home bias of FlIs in the crisis. Tness purchases of
debt and equity by FlIs declined by 35.2 per cerR$.6, 14, 576 crore in 2008-09 from Rs. 9, 4& €&bre in 2007-08.
The combined gross sales by Flls also declineday ger cent to Rs.6, 60, 386 crore from Rs.8.889, crore during the
same period. The total net outflow of FIl was Rs.&5b1 crore in 2008-09 as against a net inflow sf6R, 179 crore in
2007-08. This was the highest net outflow for aingificial year so far. Flls made a record investmetite Indian equity
market in 2009, surpassing the 2007 inflows.

The total net inflow of FIl was Rs.1, 42, 658 craeagainst an outflow of FIl was Rs.45, 811 cinr2008-09.

This was the highest net inflow for any financiaby so far. Flls made a record investment in tkgamequity market in
2010-11, surpassing the 2009-10 inflows. The tatl investment of FIl was Rs 1, 46, 438 crore awpared to of
Rs.1, 42, 658 crore in 2009-10. This was the highesFIl investments into Indian securities maikeany financial year
so far. Cumulative investment by FlIs at acquisitaost, which was US$ 89,335 million at the endMiarch, 2010,

increased to US$ 1, 21, 561 million at the end airéh, 2011. The total net inflow of FIl was ~ 93%72rore in

2011-12 compared to 1, 46, 438 crore in 2010-11edsed by 36%. The cumulative investment by Flecguisition cost,
which was USD 121.6 billion at the end of March 20ihcreased to USD 140.5 billion at the end of &ha2012.

No. of registered foreign institutional investonsrieases from the year to year when they are alldaénvest in

Indian capital market Year wise registration ofshH given by the following table 2.

Table 2: Year Wise Registration of FlIsRegistered with SEBI

No. of Flls

Year Registered Trend %
1990-91
1992-93 18
1993-94 158 777.77
1994-95 308 94.93
1995-96 367 19.15
1996-97 439 19.61
1997-98 496 12.98
1998-99 450 -9.27
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1999-00 506 12.44
2000-01 527 4.15
2001-02 490 -7.02
2002-03 502 2.44
2003-04 540 7.56
2004-05 685 26.85
2005-06 882 28.75
2006-07 997 13.03
2007-08 1319 32.29
2008-09 1635 23.95
2009-10 1713 4.77
2010-11 1722 0.52
2011-12 1765 2.49
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Source: Compiled from Various Issues of SEBI Handbook
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Figure 2: No. of Flls Registered

From the table and figure 2 it is revealed thaidrid the important destination for foreign investihtherefore
the number of Flls is going on increasing yeardary The number of Flls in 1992-93 was only 18 Wwhace increased to
1765 in 2011-12; maximum number of FlIs registeB22 in 2007-08 subsequently 316 in 2008-09. No.Fb$
registration was decreased in 1998-99 due to Afgiancial crises in 1997 and subsequently in 20Rhde toearly 2000s
recession in USA. Major increase in the trend gfsieation of Flls in 1993-94 and 1993-94 i.e. 7#7% and 94.93 %.

Country wise domination of FlIs registered with SEBIndian Capital market is as follows:-

Table 3: Country Wise Domination of Flls Registeredwith SEBI

Name of the No. of
Country Flis

USA 576
UK 259
Luxemburg 113
Mauritius 101
Canada 75
Hong Kong 71
Singapore 80
Australia 63
Ireland 63
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Table 3: Contd.,

Netherland 32
South Korea 23
Taiwan 21
Denmark 21
Switzerland 24
France 26
Malaysia 20
Sweden 11
Cayman Island 16
Channel Island 11
Norway 10
Austria 11
UAE 15
Germany 17
Others* 94
Total 1753

Source: Compiled from Fll Index (sebi.org.in)
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Figure 3: No. of FlIs

From the above mentioned table and Pie - chart 8 itevealed that number of Flls from USA is about
33% therefore any economic destabilization in USAses heavy turmoil in Indian Stock Market. AfteeAJnumbers of
Flls are from Europe is about 27% (U.K., LuxemburgJand and Netherland) which also causes thetilitlain the
Indian stock market and after Europe numbers of ffim Asia is about 15% (Mauritius, Hong Kong &idgapore) also
causes the volatility in the Indian stock market.

DETERMINANTS OF FIl FLOW IN INDIA

* Risk: Whenever risk in home market increases, the far@igestors would start to pull out their moneytheir
home country thereby creating a deficiency of fuimdglomestic market, so to attract the foreign gtmeent

domestic interest rate would increase thereby soienthat the above equality is restored.

« Inflation: At the time of high inflation, the real return oimed income securities like bonds and fixed degosit
declines. Thus a bond which gives say around 8/#rast rate actually gives a real return of ju4t it the

inflation is 7.5%. If the inflation increases fueth the real return would decline more.

Impact Factor(JCC): 0.8127 - This article can be denloaded from www.impactjournals.us




Hemkant Kulshrestha |

Interest Rates: For the business, cost of borrowing rises this dasegative result on their profit margins.
As a result they might even delay any investmetiviac which may be funded by borrowing to someelgperiod
when the interest rates are lower so as to recgieihvestment costs. Over the past year RBI haieased the
repo rate reverse repo rate, CRR and SLR. Thi¢eldat® an increase in the Prime Lending Rate (PriR) hence

the general interest rate in the economy.

Good News /Bad Newslif say there is some bad news in the nation, whiffacts that is decreases the asset
price, which in turn decreases the return and hé&icevould withdraw from the market. However on tbeher
hand, if there is good news, asset prices wouldease; thereby increasing return and hence FlIl dvbel
attracted. But the sensitivity with which investerghdraw is greater than with which they invest they would
be more cautious while investing than at the tirh&ithdrawing. This is primarily due to their basiature of

being risk averser, thus they would react morenagsly to bad news than to good news.

GDP of India: Both have more or less direct relationship. Tlasoa is change in capital account. When interest
rates were high India was attracting lot of investits so the credit balance was high for that petiokiept on
increasing form 2003-04 to 2007-08 and interesesradlso kept on increasing from 2003-04 to 2007-08.

Besides there are various other factors like ratesregulation, taxation, govt. policies etc.
Impact of FIl on Economic Indicators in India-Fll flow affects the economy of country

Balance of Payment:A net positive swing in invisibles (due to increas software exports and remittances sent
by Indians working abroad) and increase in investsi¢both FDI and FlIl), has been improving the Baé&of
Payment (BOP) of the Indian economy and increasirgdemand of rupee in the international currenayket.
In view of this the RBI had been following a polic§ buying dollars (by selling rupee) in the intational

market, thereby avoiding an appreciation of rupgeeawiz the dollar.

Currency Fluctuation: Flls convert Dollars to Rupees to invest in IndMarkets- FIl money comes in India at
high Dollar rates. FIl money would go out when Roltlips to low values. Thereby the new nomencldur¢his
Fll dollars let be SMART MONEY which finds more msyn We’ll now see some major points on Sensex from

2003 with peaks of dollar as that could trigger eppush into India ideally-

Jan -May 2003 - USD/INR roughly 47-48. Sensex mofvech 3000 to 6000 and dollar dipped till 43 by May
Market corrected to 4200 after that.

July - Sept 2005 - USD/INR 46 Sensex again movernfr5k to 12k and dollar dipped to 44- 43.5.
Market corrected to 8800 after that.

July - Sept 2006 - USD /INR 46 -47 Sensex movechfBk to 21k and dollar dipped to 39. Market cormeecto
13k. Maybe this is confusing but from the datadems FIl dollars starts entering into India wherlldbois

guoting at a price of 45-47 or tops out and thiseycreates the next Bull Run.

The withdrawal by the FliIs lead to a sharp deptamsieof the rupee Between January 1 and Octobe20®3, the
RBI reference rate for the rupee fell by nearly@5 cent, in relative to dollar, from Rs 39.20 be dollar to
Rs 48.86. This was despite the sale of dollarshbyRBI, which was reflected in a decline of $2518dn in its

foreign currency assets between the end of Mar€8 2id October 3, 2008. The result has been olibsharp
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Depreciation of the rupee. While this depreciatiagty be good for India’s exports that are adveraéfigcted by
the slowdown in global markets, it is not so good those who have accumulated foreign exchange @atym

commitments. Nor does it assist the Government&teb rein in inflation.

» Stock Market: Mathematicians and Statisticians use a measurerkras the correlation coefficient, which is
used to depict a relationship between two variableathematically. This coefficient ranges from
minus 1 to plus 1. So, if we consider two variapsesl the coefficient is -1, it means that when mowes up, the
other moves down in the same proportion. When it,i# means when one moves up or down, the otlser a
moves in the same manner, and when it is zerogdtrs there is no correlation. So when one movésrugown),
there’s no way to figure out how the other variabi#é behave. So basically, one can compute theetation

coefficient between the Sensex and FII flows.
DATA ANALYSIS AND INTERPRETATION
» BSE Sensex and FllIs

In running the regression analysis, daily BSE Semses been taken as the dependent variable ardhtlyeFIl
investment is considered as the independent varidld test the above-mentioned hypothesis, linegression model
fitted with the econometric technique of ordinapadt square (OLS) has been done. Regression eguatiking at

relationship between BSE Sensex and Fll flows if®baws:
Y(BSE Sensex) =+ (FIl) + €

Y (BSE Sensex) is dependent variable, Fll investnisnindependent variabley is the intercept and € is

white-noice (Random shock)

Table 4: Model Summary

Model R R |Adjusted R| Std. Err_or of R Square Clr:lange SIalSlcs Sig. F
Squarg Square |the Estimate Change |Change dfl | df2 Change
1 .138 .019 .019 5775.387 .019 57.135| 1 | 2923 .000

Predictors: (Constant), Fll

Table 5: Coefficient$

Unstandardized |Standardized
Model Coefficients Coefficients T Sig.
B Std. Error Beta
1 (Constant] 9688.501| 109.117 88.790 | .000
Fll 1.197 .158 .138 7.559 | .000

®Dependent Variable:BSE
Interpretation

From the above table, it is found that the corretabetween Daily net Fll investment and Daily BSEnsex is
0.138 which shows a very low degree of relationdl@pveen Daily Fll investment and Daily BSE Sensehe positive
correlation between the two reveals the fact thatdaily FIl investment is an important factor imhancing the Daily
BSE Sensex of Bombay stock exchange consequenttyadaositive impact on Indian capital market. gt extent of the

enhancement in BSE Sensex by Fll flows can be exediridy running the regression analysis. It canldseived from the
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above table that all explanatory variables, takmyether establish a relationship nearly 1.9 % bexdle coefficient of

determinationis 0.019 of the total variables in the daily BS#hSex of Bombay stock exchange.

This means that whatever changes have taken platiee daily BSE Sensex, the Fll investments ipoesible
up to 1.9 % only. This implies that there are mantlyer macro economic factors have indirectly a#fdcthe daily
BSE Sensex of Bombay stock exchange. The regressjoation Y (BSE Sensex)e=+ p (FlIl) + € shows that for every
unit change inp (that is FIl) there is 1.197 unit change in Y (thea BSE Sensex). The value aof (Alpha) is
9688.501 which show that the other factors are mesponsible for this relationship. The t valug 859 and significant
value is 0.000 which is less than 0.05, therefbee dlternative hypothesis is accepted and null thgsis is rejected.

So we can say that there is significant impacbeéifyn institutional investment (FIl) on BSE Sensex

e CNX Nifty and FllIs

In running the regression analysis, daily CNX Niftgs been taken as the dependent variable andailyeFd
investment is considered as the independent varidld test the above-mentioned hypothesis, linegression model
fitted with the econometric technique of ordinapadt square (OLS) has been done. Regression eguatiking at

relationship between CNX Nifty of NSE and FlI flowgsas follows:
Y(CNX Nifty) = a +p (FIl) + €

Y (CNX Nifty) is dependent variable, Fll investmerst independent variabley is the intercept and € is

white-noice (Random shock)

Table 6: Model Summary

Change Statistics
R Square| F Sig. F
Change |Change G| @ Change
1 |.139| .019 .019 1690.319 .019 |57.673| 1 | 2923| .000
 Predictors: (Constant), Fll

R |Adjusted R|Std. Error of

Model| R | square| Square |the Estimate

Table 7: Coefficient$

Unstandardized Standardized
Model Coefficients Coefficients T Sig.
B Std. Error Beta
1 (Constant)| 2927.416| 31.936 91.665| .000
Fll .352 .046 .139 7.594 | .000

% Dependent Variable:NSE
Interpretation

From the above table, it is found that the corietatbetween daily Fll investment and daily CNX Mifis
0.139 which shows a very low degree of relationdigpween daily Fll investment and daily CNX Niffjhe positive
correlation between the two reveals the fact thatdaily Fll investment is an important factor imhancing the daily
CNX Nifty of National stock exchange consequentyé a positive impact on Indian capital market. Betextent of the

enhancement in daily CNX Nifty by daily FIl flowsue be examined by running the regression analysis.

It can be observed from the above table that gilaaratory variables, taken together establish atioglship
nearly 1.9 % because the coefficient of determimatf is 0.019 of the total variables in the daily CNXft)} of NSE.
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This means that whatever changes have taken piattee daily CNX Nifty of NSE, the Fll investmenisresponsible up
to 1.9 % only. This implies that there are manyeotimacro economic factors have indirectly affed¢teridaily CNX Nifty
of NSE. The regression equation Y (CNX Niftyp=p (FIl) + € shows that for every unit changeifthat is Fll) there is
0.352 unit change in Y (that is CNX Nifty). The ualofa (Alpha) is 2927.416 which show that the otherdegiare more
responsible for this relationship. The t value 894 and significant value is 0.000 which is ldssnt0.05, therefore the
alternative hypothesis is accepted and null hysithis rejected. So we can say that there is $ogmnif impact of foreign
institutional investment (FII) on CNX Nifty.

FINDINGS OF THE STUDY

« Daily BSE Sensex and daily CNX Nifty has very loegdee of positive correlation with daily FII's irstenent.
This implies that there are many other macro ecandactors have indirectly affected the daily BS&nSex and
daily CNX Nifty but their influence on the stockiges cannot be completely ignored. Hence both @xlimove in

direction of FII's investment.
» Largest number of Fll is from USA ultimately thedgyn investment from USA is maximum.

* Economic growth i.e. IIP and GDP, inflation andeir@st rate are the basic parameters used by Bllisvest in
any countries. FlI's investments also guide to ecoic growth of country since they bring the mucleded

capital.

* FlI's helped in the improvement of market efficign&ince investment of Fll's increasing therefoEEBS have to

improve market trading efficiency in order to surstall’s investment.
CONCLUSIONS

The study conducted observed that investments lsydfid the movements of BSE Sensex and CNX nifty ar
quite closely correlated. According to findings aedults, foreign institutional investors (Flis)vkasignificant impact on
the movement of Indian capital market. Therefohe, alternate hypothesis is accepted. FII'S havétipesmpact on
BSE Sensex and Nifty. However there are other nemnoomic factors also influence the bourses irstbek market, but
Fll is definitely one of the factors. This signsighat market rise with increase in FlI's and quda when FII's are
withdrawn from the market. In the absence of arheptsubstantial form of capital inflows, the poiehtll effects of
decrease in the FllI flows into the Indian econorag be severe which was evident at the time of Wkpime lending
crisis. The findings of this study also indicatatttroreign Institutional Investors have emergedhasmost dominant

investor group in the domestic capital market patérly, in the companies that constitute in BSBEs®x and CNX Nifty.
SUGGESTIONS

Portfolio capital flows are invariably short terrmda speculative and are often not related to ecomomi
fundamentals but rather to whims and fads prevaieninternational financial markets. There are deling policy

implications, which emerge from this analysis.

» India should focus on strengthening their bankiygjesm rather than promoting financial markets beedtlls are

fair weather friends. Banks can provide the swebicle for promoting long-term growth and induslidgation.
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Since financial markets in India have its vital m@ance, but government should try to shield tts¢ eeonomy

from FllIs vagaries.

The new code should Proposed to remove the cudistihction between short-term investments and -iemm
investments on the basis of the length of holdifighe assets. From an investor’'s point of viewréhis no

incentive to stay long term.

Government should set a minimum limit as well aimam limit, within which Fll invest in India, inraler to
avoid volatility in Indian stock market (BSE sensexCNX Nifty).

Government should allow more than 10% limit in LIBank, Mutual Funds, Pension Fund & other small

companies to invest in India.

Implementation of act is must & imperative in ordereschew from seasonal variation, Rules & reguiaare

made, but follow up is not there.

Apart from the money that is brought in, Flls intraent is a testament of increasing global investmfidence in

a particular economy and capital market. For a trguike India this money brought in by the Flisdsdto the foreign

reserves which can be used to import oil, machie&ry

With increased FIl investment in a country and timereased confidence about the economy, FDI

(Foreign Direct Investors) follow suit. How can cemgalyze Fll investment in the stocks and benedinfit?
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