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Abstract 
Being a developing Country, India attracts a large sum of FII every 
year. These foreign investments have a great impact on the economy of 
India. Indian Stock Market, which is one of the indicators of the 
economic status, is also being affected by the foreign investments 
made. So this study has been done to validate the null hypothesis that 
this foreign institution investment being made in India affects the stock 
market condition and Indian economy as well. The stock market data 
have been taken from the websites of NSE, BSE etc. and the FII data 
have been taken from the GOI report. A descriptive study has been 
done to validate the null hypothesis of association between FII and 
Stock Market.  The association between these two has been checked on 
yearly, monthly and weekly basis and the data for same have been 
collected for last 10 years. This study has collected the yearly closing 
stock of NSE & BSE and FII values of last 10 years (2003-2013). This 
study has used chi-square as a statistical tool to validate the null 
hypothesis of association between stock market value and FII. It has 
also used correlation to find the extent of association between these 
two variables. The inclusion criteria used for this study are that only 
NSE and BSE stock market values have been taken and FII values 
have been taken only from the government record books available in 
the public domain. 
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1. Introduction 
National Stock Exchange is one of the stock market which acts as a key place in the 
circulation of currency where high volatility is maintained. From the data observed in 
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past few years shows clear evidence that there is a huge investment going into these 
stock markets through various sources and the number of companies listed in the 
National stock exchange has also increased significantly. In 1992 government 
liberalized foreign investment into the Indian market and there was a huge inflow of 
foreign currency into the Indian market. This paper is done to study the relation 
between the stock index movement in the National stock exchange and the FII flow 
into Indian markets. 

 
 

2. Literature Review 
While looking at literatures available it was found that most of the developing 
countries opened up their economies by dismantling capital controls with a view to 
attracting foreign capital, supplementing it with domestic capital in the early 1990’s. ( 
Maram Srikanth and Braj Kishore,2012). 

One of the research studies on the relation between the Foreign institutional 
investment and the equity returns in India indicates that equity returns in India causes 
FII flows and there is a significant volatility clustering in FII investments and NIFTY 
series but there is no transmission or destabilizing effect. (Khan Masood 
Ahmad,Shahid Ashraf and Shahid Ahmed,2005). The other research study states that 
there is no long- run equilibrium relationship between stock returns and exchange 
rate.(Sundaram Kumar,2009). 

Another research study indicates that the growing participation of FII in Indian 
stock market had influence on each other however their timing of influence is different. 
(Ambuja Gupta,2011). 

 
 

3. Objective of the Study 
The objective of this study is to find out the significant relation between the FII and the 
Indian stock market (NSE). 

 
 

4. Research Problem 
This study is done to measure the significant impact of FII in Indian stock market. 

This study is done to measure the relationship between FII and the stock index of 
Indian market. 

 
 

5. Research Methodology 
Descriptive research has been used in this study and the data has been collected from 
NSE website, RBI website, money control website and Government gazette.  

The data has been collected for the past 10 years from the above sources that are 
from 1993-2014 and the following test has been performed to find out the impact of 
FII in Indian stock market. 
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Chi square test has been performed with 5% significance level with the assumption 
of null hypothesis as there is a significant relation between the FII and the stock market 
in India. The correlation between FII and the stock index in India for the past 10 years 
has also been measured to find out the impact of FII in Indian stock market. 

 
 

6. Analysis 
The analysis has been started by taking the past 10 years closing index of NIFTY and 
the FII into India that is from the year 1993 to 2013 to understand the correlation 
between the stock market changes in relation to the FII. 
 

 
Table 1 

 
Year Closing Index of CNX NIFTY FII Inflows(in CR) 

1993 1042.59 13.4 
1994 1182.28 5126.2 
1995 908.53 4796.3 
1996 899.1 6942 
1997 1315.46 8574.5 
1998 960.92 5957.4 
1999 911.02 -1584.4 
2000 1263.55 6370.08 
2001 1410.98 13128.2 
2002 1580.75 3629.6 
2003 3497.25 30459 
2004 2080.5 38965.8 
2005 2836.55 47181.9 
2006 3966.4 36540.2 
2007 6138.6 71486.3 
2008 2959.15 -52987.4 
2009 5201.05 83424.2 
2010 6134.5 133266.8 
2011 4624.3 -2714.2 
2012 5905.1 128360.7 
2013 6304 112968.7 

 
From the above data in table 1 the correlation between the closing stock index of 

every year end of NSE and the corresponding FII of those years was calculated and it 
was found that the relation between them is 0.7859 which indicates that there is very 
high correlation between the FII inflows and the stock index of the Indian market. 
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Further analysis was made to find out the correlation between the Indian stock market 
and the FII for the year 2013 by taking the closing index of all the months in the year 
2013 and the corresponding FII inflow into the Indian market. 

 
 

Table 2 
 

Month(2013) Closing Index of CNX NIFTY FII inflow(CR) 
January 6034.75 22059.2 
February 5963.05 24439.3 
March 5682.55 9124.3 
April 5930.2 5414.1 
May 6124.05 22168.6 
June 5842.2 -11026.9 
July 5755.05 -6253 
August 5471.8 -5922.5 
September 5735.3 13057.8 
October 6251.7 15706.2 
November 6176.1 8116.1 
December 6291.1 16085.8 

 
From the above data in table 2 for the year 2013 the correlation between the 

closing stock index of every month of NSE and the corresponding FII of those years 
was calculated and it was found that the relation between them is 0.44811 which 
indicates that there is a significant correlation between the FII inflows and the stock 
index of the Indian market. 

Further analysis was made to find out in depth the correlation between the Indian 
stock market and the FII inflow for 13 days in the month of March 2014. 

 
 

Table 3 
 

March 2014 Closing index of CNX NIFTY FII Inflow (CR) 
3.3.2014 203.1 6221.45 
4.3.2014 193.3 6297.95 
5.3.2014 770.9 6328.65 
6.3.2014 1299.8 6401.15 
7.3.2014 2672.7 6526.65 

10.3.2014 -3743.2 6537.25 
11.3.2014 1519.3 6511.9 
12.3.2014 907.6 6516.9 
13.3.2014 636.6 6493.1 
14.3.2014 1403.9 6504.2 



Impact of FII on Stock Market in India 769 
 

 

18.3.2014 1254.8 6516.65 
19.3.2014 1120.8 6524.05 
20.3.2014 749.7 6483.1 

 
From the above data in table 3 for the month March 2014 the correlation between 

the closing stock index of every month of NSE and the corresponding FII of those 
years was calculated and it was found that the relation between them is 0.04667 which 
indicates that there is a poor correlation between the FII inflows and the stock index of 
the Indian market. 

 
 

7. Conclusion 
Based on the findings from the table it can be concluded that there is a high correlation 
between FII flow and the raise in the index of Indian stock market in a longer span but 
there is a very less impact in the short span that is the correlation between FII flow and 
the corresponding raise in the index of Indian stock market is very poor and based on 
the chi-square test performed with the help of the above data with the assumption of 
5% significance level where the null hypothesis was assumed as-“ There is relation 
between FII and the stock index of Indian market “and it was found that null 
hypothesis was validated. Thus it is found that FII has a significant impact on Indian 
stock market. 
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