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Abstract:  

This study investigates the impact of Foreign Institutional Investment (FII) on the Indian stock 

market through a comprehensive trend analysis spanning the period from 2000 to 2024. As FIIs 

have emerged as a significant source of capital inflow, their influence on market dynamics, 

volatility, and investor sentiment has grown substantially. The paper explores the patterns of FII 

inflows and outflows and their correlation with key stock indices such as the BSE Sensex and NSE 

Nifty. Sectoral preferences and shifting trends in FII behaviour are examined, alongside 

macroeconomic and global factors that drive foreign investment decisions. The analysis reveals 

that FII inflows are positively associated with market rallies, while sudden withdrawals often 

coincide with heightened volatility and market downturns. Additionally, the study highlights the 

increasing sectoral concentration of FIIs in high-growth areas like technology, banking, and 

infrastructure. By offering both empirical and trend-based insights, the paper underscores the dual 

role of FIIs as catalysts of market growth and sources of vulnerability, thereby emphasizing the 

need for balanced policy measures to sustain investor confidence and market stability. 
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1. Introduction 

In recent decades, emerging markets like India have become increasingly attractive to foreign 

investors. Among these, Foreign Institutional Investors (FIIs) play a pivotal role in the Indian stock 

market. The liberalization of the Indian economy in 1991 allowed FIIs to invest in Indian capital 

markets, significantly altering the investment landscape. Their presence is often viewed as a 

barometer of global confidence in India's economic prospects. FIIs bring in much-needed capital, 

improve liquidity, and often lead to more efficient price discovery. However, their volatile 

investment patterns can also amplify market volatility. FIIs are characterized by their huge 

investments, liquidity contribution, oversight by the RBI and SEBI, influence on stock price 

movements, sectoral preferences, and sensitivity to global economic conditions, all of which have 

a considerable impact on market stability and capital flows. 

In India, FIIs are primarily responsible for improving market liquidity, influencing stock prices, 

and propelling economic expansion. Their investments increase market depth, enhance corporate 

governance, and inspire investor confidence, making Indian markets more appealing and 

competitive on a global scale. FIIs have a significant impact on stock prices through their 

substantial withdrawals and investments. Their inflows cause market corrections and volatility, 

while their outflows drive benchmark indices like the Nifty and Sensex higher. Sectoral trends are 

also driven by FIIs, who frequently favor stocks in infrastructure, IT, and banking. High-growth 

industries like banking, technology, consumer goods, pharmaceuticals, and infrastructure are 

preferred by FIIs. These sectors provide excellent returns, scalability, and solid financials. For 

long-term stability, FIIs also make investments in manufacturing, real estate, and government 

bonds.SEBI and RBI regulate FIIs, guaranteeing adherence to foreign exchange laws, transparency 

requirements, and investment limitations. They have to adhere to sectoral investment caps and tax 

laws, as well as register under the Foreign Portfolio Investor (FPI) system. 

This paper explores the extent of FII impact on Indian stock markets, focusing on identifying long-

term trends and short-term market reactions. 

2. Literature Review 

The influence of Foreign Institutional Investment (FII) on the Indian stock market has been widely 

researched, with scholars highlighting its pivotal role in market development, volatility, and 

integration with global markets. According to Rai and Bhanumurthy (2004), FIIs have 

significantly contributed to the growth and deepening of the Indian capital market post-

liberalization. Their study emphasizes that FII inflows are closely linked with macroeconomic 

fundamentals and policy environment, thereby affecting market confidence and liquidity. 
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Mukherjee, Bose, and Coondoo (2002) explored the causality between FIIs and stock market 

returns in India. They found that FII inflows often follow market performance, but there is also 

evidence of reverse causality where FIIs influence stock market indices, suggesting a bidirectional 

relationship. Similarly, Srivastava (2007) analysed the volatility patterns in the Indian market and noted 

that FII investments often contribute to short-term volatility but play a stabilizing role in the long run. 

Chakrabarti (2001) argued that while FIIs tend to invest in countries with strong economic 

indicators, their flows are also influenced by global economic trends and risk perceptions. His 

findings indicate that foreign investors exhibit herding behaviour, which can amplify stock market 

movements. In contrast, Gordon and Gupta (2003) showed that FIIs prefer markets with higher 

returns, and their entry has led to enhanced efficiency and better corporate governance practices. 

More recent studies, such as Bose and Coondoo (2004), have employed trend analysis and 

econometric models to assess the impact of FII on market indices like the BSE Sensex and NSE 

Nifty. Their research found a strong correlation between FII inflows and market movements, 

especially during periods of economic reforms and global financial crises. 

Moreover, Tripathi and Garg (2013) used Granger causality tests and co-integration analysis to 

study the dynamic relationship between FII and stock indices. Their results confirmed that FII 

inflows are both a cause and consequence of stock market trends, indicating a complex interplay 

shaped by domestic economic indicators, interest rates, and exchange rate volatility. 

Rai and Bhanumurthy (2004) observed a significant correlation between FII flow and stock 

market performance. Mukherjee et al. (2002) found that FIIs tend to follow market fundamentals 

and are influenced by domestic and global economic indicators. Garg and Bodla (2011) argued 

that FIIs contribute to increased liquidity but also lead to higher volatility. 

More recent studies, such as by Babu and Prabheesh (2008), show that FII inflows have a 

causative effect on stock market returns. On the contrary, Bhunia (2010) highlighted that FII flows 

follow market trends rather than causing them. These mixed findings necessitate a deeper trend 

analysis using updated and comprehensive data. 

Overall, the literature suggests a significant and nuanced impact of FIIs on the Indian stock market, 

highlighting both opportunities and challenges. While FIIs bring in capital, expertise, and 

credibility, their mobility also introduces vulnerability to external shocks and speculative 

behaviour, warranting careful monitoring and regulatory oversight. 

3. Objectives of the Study 

 To analyse the trends in FII inflows and outflows in the Indian stock market. 

 To examine the relationship between FII activity and stock market indices such as BSE 

Sensex and NSE Nifty. 

 To understand the impact of global economic and political developments on FII behaviour. 
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 To assess the implications of FII trends for Indian policymakers and investors. 

4. Methodology 

The study employs a quantitative research approach, using secondary data from sources such as 

the National Stock Exchange (NSE), Bombay Stock Exchange (BSE), Securities and Exchange 

Board of India (SEBI), and financial databases like Bloomberg and CMIE. Data covering a period 

from 2000 to 2024 is analysed. 

Statistical tools such as correlation analysis, regression models, and time-series trend analysis are 

employed to examine the relationship between FII flows and market indices. The analysis also 

considers global events (e.g., financial crises, geopolitical tensions) and domestic policy changes 

(e.g., GST implementation, demonetization). 

5. Trend Analysis of FII in Indian Stock Market 

Foreign Institutional Investors (FIIs) have played a transformative role in the evolution of the 

Indian stock market, especially since the economic liberalization of the 1990s. Over the period 

from 2000 to 2024, the trend of FII inflows and outflows in the Indian stock market reveals 

significant insights into the global and domestic economic landscape, investor sentiment, policy 

environment, and the resilience of India’s financial markets. 

In the early 2000s, India witnessed steady FII inflows, driven by strong GDP growth, market 

liberalization, and reforms that enhanced investor confidence. Between 2000 and 2007, FIIs 

increasingly viewed India as a favourable investment destination due to its robust economic 

indicators and the performance of key indices such as the BSE Sensex and NSE Nifty. The year 

2007 marked a high point with record-breaking FII inflows, reflecting a global appetite for 

emerging markets. 

However, the 2008 global financial crisis led to a sudden reversal of this trend. FIIs withdrew 

significant capital due to global risk aversion and liquidity crunches, resulting in a sharp correction 

in the Indian stock market. Despite this downturn, India’s relatively strong macroeconomic 

fundamentals and quick recovery mechanisms helped regain investor trust by 2009, and FII flows 

returned with renewed vigor. 

Between 2010 and 2014, the trend remained generally positive, although marked by intermittent 

volatility due to events such as the Eurozone crisis and policy uncertainties within India. The 

landmark 2014 general elections brought political stability, and investor sentiment surged 

following the pro-reform stance of the newly elected government. This led to a resurgence of FII 

inflows, especially in sectors like banking, infrastructure, and consumer goods. 

The period from 2015 to 2019 reflected cautious optimism. Global developments such as the US-

China trade war, interest rate changes by the US Federal Reserve, and crude oil price fluctuations 
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influenced FII behaviour. Domestically, regulatory reforms like the implementation of the Goods 

and Services Tax (GST) and the Insolvency and Bankruptcy Code (IBC) signalled long-term 

growth potential, although short-term uncertainties led to mixed FII trends. 

The outbreak of the COVID-19 pandemic in 2020 triggered panic selling across global markets, 

including India. FIIs pulled out billions from the Indian markets in the initial months. However, 

by mid-2020, FIIs began returning, encouraged by India's digital and healthcare transformation, 

aggressive monetary policies, and strong corporate earnings. The rally in Indian equities from 2020 

to 2021 was significantly fuelled by foreign capital, indicating renewed global confidence in 

India’s recovery. 

In recent years (2022–2024), the trend has been shaped by geopolitical tensions (such as the 

Russia-Ukraine war), inflationary pressures, and the tightening of monetary policy by global 

central banks. While 2022 saw moderate outflows, the Indian market demonstrated resilience. By 

2023 and early 2024, FIIs started returning amid signs of global economic stabilization, robust 

Indian GDP growth, and increased retail participation that cushioned volatility. 

Overall, the trend analysis of FII from 2000 to 2024 highlights a dynamic interplay of global 

events, domestic policies, and economic fundamentals. FIIs continue to be significant drivers of 

liquidity, market depth, and investor sentiment in India. However, their inherently volatile nature 

underscores the importance of strengthening domestic institutional investment and enhancing 

regulatory mechanisms to ensure market stability. 

5.1 FII Inflows and Outflows (2000-2024) 

FII investments in India have shown considerable fluctuations over the years. The early 2000s saw 

increasing inflows, with a peak around 2007 before the global financial crisis hit in 2008. The 

crisis led to massive outflows, which were later reversed post-2009 with renewed global 

confidence. 

The period from 2014 to 2019 witnessed robust FII inflows, driven by political stability and 

economic reforms. However, the COVID-19 pandemic caused another period of significant 

outflows, followed by a sharp rebound in 2021-2022. Recent trends indicate cautious optimism, 

with selective sectoral investments. 

2000–2007: Strong Bullish Trend 

 India’s growth story began to attract global investors during this period. 

 FII inflows were consistently strong, aided by economic reforms, IT sector boom, and 

improved governance. 

 Notable inflows: 

o 2003: ₹47,000 crore 

o 2005: ₹47,181 crore 
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o 2007: ₹60,358 crore (peak before the crisis) 

2008: Global Financial Crisis – Massive Outflows 

 Net FII outflow: ₹52,987 crore (approx. US$13 billion) 

 Stock markets crashed—Sensex fell nearly 50% from its peak. 

 Reflects how global risk aversion can pull money out of emerging markets like India. 

2009–2010: Strong Recovery 

 2009: ₹83,423 crore inflows (massive recovery year) 

 2010: ₹1,33,266 crore inflows (record-breaking) 

 FIIs returned with confidence in India’s resilience and stimulus packages globally. 

2011–2013: Mixed Sentiment 

 Volatility due to Eurozone crisis, inflation, and domestic policy paralysis. 

o 2011: Slight outflows 

o 2012–13: Modest inflows (~₹1 lakh crore combined) 

2014: Political Stability Boost 

 Landmark general elections → pro-reform government boosted market optimism. 

 FII inflows: ₹97,000 crore 

 Stock markets surged (Nifty crossed 8,000). 

2015–2019: Volatile but Positive 

 Mixed reactions to demonetization, GST rollout, and global cues. 

o 2015: Net outflows ~₹18,000 crore 

o 2016–2019: Mostly positive net inflows, averaging ₹40,000–₹80,000 crore 

annually 

2020: Pandemic Panic and Rebound 

 March–April 2020: ₹61,973 crore outflow (Covid panic) 

 Recovery Phase (May–Dec): Huge comeback with tech, pharma, and digital sectors 

booming. 

 Net FII inflow 2020: ~₹1.03 lakh crore 

2021: Record Inflows 

 FII inflows: ₹50,088 crore (mostly in H1) 
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 Market buoyed by vaccination drive, strong corporate earnings, digital transformation. 

2022: Historic Outflows 

 Net outflows: ₹1.21 lakh crore (~US$16 billion) 

 Triggered by US Fed rate hikes, Russia-Ukraine war, inflation fears. 

2023: Massive Recovery 

 FII inflows: ₹1.71 lakh crore 

 Driven by India’s robust GDP growth, global fund rotation to emerging markets, tech 

rally. 

2024 (up to March): Sharp Decline 

 Net inflows: ₹2,026 crore (99% drop from 2023) 

 Causes: 

o High US interest rates 

o Indian GDP growth tapering slightly 

o Weak earnings in some sectors 

o Pre-election uncertainty 

The trend from 2000 to 2024 clearly shows that FII flows are highly sensitive to global 

macroeconomic conditions, interest rate cycles, and domestic policy clarity. While they bring 

much-needed liquidity and depth to Indian markets, the volatility they introduce also necessitates 

strong domestic participation and resilient financial systems. 

5.2 Impact on BSE Sensex and NSE Nifty  

Foreign Institutional Investors (FIIs) have played a pivotal role in shaping the performance and 

direction of India’s two major stock indices—the BSE Sensex and NSE Nifty. Due to their massive 

investment capabilities and quick capital mobility, their actions significantly affect market 

liquidity, volatility, and sentiment. 

Correlation analysis reveals a strong positive relationship between FII flows and stock market 

indices. For instance, in years of high FII inflows (e.g., 2017, 2021), the Sensex and Nifty recorded 

substantial gains. Conversely, during periods of heavy outflows (e.g., 2008, 2020), the indices 

showed marked declines. Regression analysis suggests that FII flows explain a significant portion 

of the variation in index movements, although other factors like domestic consumption, corporate 

earnings, and monetary policy also play a role. 

5.3 Sectoral Trends 
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Foreign Institutional Investors (FIIs) have strategically allocated their funds across different 

sectors based on macroeconomic conditions, policy reforms, global trends, and growth potential. 

Over the years, their preferences have shifted in response to changing market dynamics and 

economic cycles. FIIs tend to favour sectors with high growth potential such as technology, 

finance, and healthcare. Periods of heavy investment in these sectors often coincide with index 

rallies. On the contrary, cyclical sectors like infrastructure and real estate attract FIIs during periods 

of economic boom. 

Sectoral Allocation Snapshot (Illustration 1) 

Sector FII                                     Interest (2000–2024) 

 

IT & Tech                             High across most years 

Banking & Finance                 Highest allocation overall 

Infrastructure                             High in 2004–2008, resurging post-2021 

Pharma & Healthcare                 Defensive pick, especially 2008, 2020 

FMCG & Consumer                 Gained attention during slowdowns 

Energy & Utilities                 Renewed interest post-2022 

Capital Goods/Defence     Strong focus post-2022 reforms 

6. Factors Influencing FII Behaviour 

Foreign Institutional Investor (FII) behaviour in India is shaped by a range of global and domestic 

factors that affect their risk-return assessments. Globally, changes in interest rates—especially 

those set by the U.S. Federal Reserve—significantly influence capital flows, as higher rates in 

developed markets tend to pull money out of emerging economies like India (Rai & Bhanumurthy, 

2004). Global economic growth, liquidity conditions, and geopolitical developments such as wars 

or pandemics also contribute to FII volatility (Mukherjee et al., 2002). Domestically, 

macroeconomic fundamentals such as GDP growth, inflation, fiscal deficit, and current account 

balance play a pivotal role in attracting or deterring foreign capital (Babu & Prabheesh, 2008). 

Political stability and policy reforms, including the implementation of the Goods and Services Tax 

(GST), the Insolvency and Bankruptcy Code (IBC), and make in India, signal a favourable 

investment climate and boost investor confidence (Chakrabarti, 2001). Exchange rate movements 

are another key factor, as rupee depreciation can reduce returns for foreign investors (Singh & 

Pandey, 2010). Additionally, FIIs are sensitive to market performance, sectoral prospects—

especially in IT, banking, and infrastructure—and corporate earnings, which influence their short- 

and long-term investment decisions (Behera & Mishra, 2021). Regulatory transparency, ease of 

entry, and taxation norms also determine FII participation levels. Thus, FII behaviour is a complex 

function of interrelated economic, political, and market-specific variables. 

6.1 Global Factors 

 US Federal Reserve interest rate policy 
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 Global geopolitical tensions 

 Commodity prices, especially crude oil 

 Economic performance of developed markets 

6.2 Domestic Factors 

 Macroeconomic indicators (GDP growth, inflation, fiscal deficit) 

 Political stability 

 Regulatory environment (SEBI norms, taxation) 

 Performance of Indian companies. 

6.3 Policy and Reform Initiatives 

 Reforms such as the introduction of GST, Real Estate Regulation Act (RERA), and banking 

sector recapitalization have significantly influenced investor sentiment. Similarly, increased 

digitalization and 'Make in India' initiatives have added to India's attractiveness as an 

investment destination. 

7. Implications and Recommendations 

 For Policymakers: Ensure a stable and transparent regulatory environment to sustain FII 

interest. Macroeconomic stability and policy predictability are crucial. 

 For Investors: Understand FII trends as indicators of market sentiment. While FII flows 

impact short-term volatility, long-term investment decisions should also consider 

fundamentals. 

 For Researchers: Further studies can explore high-frequency data and intraday market 

movements to assess FII impact in more granular detail. 

8. Conclusion 

The trend analysis of Foreign Institutional Investment (FII) in the Indian stock market from 2000 

to 2024 reveals a strong correlation between FII flows and market performance. FIIs have emerged 

as a vital force in shaping the direction, liquidity, and volatility of Indian equity markets, 

particularly the benchmark indices like BSE Sensex and NSE Nifty. Periods of strong FII inflows 

have typically been associated with bullish trends, market rallies, and improved investor sentiment, 

while sudden outflows have triggered corrections, increased volatility, and bearish phases. Sectoral 

preferences of FIIs have also significantly influenced the growth trajectories of industries such as 

IT, banking, pharmaceuticals, and infrastructure. However, FII behaviour remains sensitive to a 

multitude of global and domestic factors including interest rates, exchange rates, economic 

policies, political stability, and market valuations. While FIIs bring depth and global credibility to 

Indian markets, their high responsiveness to global uncertainties makes them a source of volatility 

as well. Thus, while FII investments continue to be an important driver of India’s capital market 

development, building strong domestic investor participation and ensuring macroeconomic 
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stability remain key to reducing dependence on foreign capital and achieving sustainable long-

term growth. 
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