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ABSTRACT 
 

The Indian stock exchanges hold a place of prominence not only in Asia but also at the global 

stage. The foreign direct investment (FDI) and foreign institutional investment (FII)) have played 

an important role in the process of development of many economies. Further, many developing 

countries consider foreign direct investment (FDI) and foreign institutional investment (FII) as 

an important element in their development strategy among the various forms of foreign 

assistance. 

The Foreign direct investment (FDI) and foreign institutional investment (FII) flows are usually 

preferred over the other form of external finance, because they are not debt creating, nonvolatile 

in nature and their returns depend upon the projects financed by the investor. The Foreign direct 

investment (FDI) and foreign institutional investment (FII) would also facilitate international 

trade and transfer of knowledge, skills and technology. 

 The Foreign direct investment (FDI) and foreign institutional investment (FII) are the process 

by which the resident of one country (the source country) acquires the ownership of assets for 

the purpose of controlling the production, distribution and other productive activities of a firm 

in another country. 
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RESEARCH METHODOLOGY 
The lifeblood of business and commerce in 
the modern world is information. The ability 
to gather, analyze, evaluate, present and 
utilize information is therefore is a vital skill 
for the manager of today. 
In order to accomplish this project 
successfully I will take following steps. 
HYPOTHESIS: The researcher assumes if 
the hypothesis holds good then we can infer 
that FIIs have significant impact on the 
Indian capital market. This will help the 
investors to decide on their investments in 
stocks and shares.  
NULL HYPOTHESIS (Ho): There is no 
influence of FIIs on the Stock indexes. 
ALTERNATIVE HYPOTHESIS (Ho):  
There is an influence of FIIs on Stock 
indexes. 
If we reject the Ho, then we accept the Ho, 
setting the significance level to 5% and 1%  
1) SAMPLING- The study is limited to a 
sample of top 10 investing countries e.g. 
Mauritius, USA etc. and top 10 sectors e.g. 
electrical instruments, telecommunications 
etc. which had attracted larger inflow of FDI 
and data of NSE stock exchange will be 
taken to know the impact of FII. 
2) DATA COLLECTION 
➢ The research will be done with the help 
Secondary data (from internet site and 
journals). 
➢The data is collected mainly from 
websites, annual reports, World Bank 
reports, research reports, already conducted 
survey analysis, database available etc. 

 
 

3) ANALYSIS: 
Appropriate Statistical tools like correlation 
and regression will be used to analyze the 
data like to analyze the growth and patterns of 
the FDI and FII flows in India during the post 
liberalization period, the liner trend model 
will be used. Further the percentage analysis 
will be used to measure the share of each 
investing countries and the share of each 
sectors in the overall flow of FDI and FII into 
India. 
1) Impact of FIIs on Sensex:  In 2007, the 
correlation coefficient is more than in 2008 
which interprets that the relationship between 
these two variables is more in the period 
when there is bearish trend. But in both the 
years FIIs were not much positively 
correlated, so a less significant impact of FIIs 
is seen. The error is very high in both the 
years which doesn’t mean that relation is false 
but we can say that the error in linear relation 
is high. 
2) Impact of FIIs on Nifty: The correlation 
coefficient of FIIs and Nifty is unrelated in 
2007 and 2008. The regression coefficient 
predicts the value from an independent 
variable i.e. FII for the dependent variable 
Nifty. Regression coefficient is 0.26 in 2008 
and 0.91 in 2007 which replicates that how 
Nifty index has gone down by withdrawal of 
FIIs.  
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3) Impact of FIIs on Industrial Sectoral 
Indices: In different Industrial sectoral 
indices of BSE ( BSE Auto, BSE Banking, 
BSE CD, BSE FMCG, BSE Realty) the 
correlation is always less. And also the 
coefficient of determination reveals that the 
explained variance ( FII ) doesn’t has much 
impact on the sectoral indices. And in 2008 
the regression coefficient is giving a clear 
picture that the withdrawal by FIIs is 
resulting a fall in indices and so FIIs are 
playing good role during this time. 
4) FIIs have less impact on Indian stock 
indices and other unexplained variables are 
also influencing the Indices.  
5) In bearish trend of 2008 the volatility in 
Indian Stock indices due to FIIs is more than 
in bullish trend of 2007. No doubt FII inflow 
is more in 2007. The domestic investors were 
also playing an important role in 2007 but in 
2008 FIIs is influencing market more as 
domestic investors are not in the market.  
CONCLUSION 
In developing countries like India foreign 
capital helps in increasing the productivity of 
labour and to build up foreign exchange 
reserves to meet the current account deficit. 
Foreign Investment provides a channel 
through which country can have access to 
foreign capital.  
 

According to data analysis and findings, it 
can be concluded that FII do have any 
significant impact on the Indian Stock 
Market but there are other factors like 
government policies, budgets, bullion 
market, inflation, economical and political 
condition, etc. do also have an impact on the 
Indian stock market. There is a positive 
correlation between stock indices and FIIs 
but FIIs didn’t have any significant impact 
on Indian Stock Market. The null hypothesis 
is rejected. BSE CD and Nifty showed some 
positive correlation with FII in 2007 and 
2008 but rest of the indices showed very less 
positive correlation with FII. Also the 
coefficient of determination is less in all the 
case. It shows the absence of linear relation 
between FII and stock index. This does not 
mean that there is no relation between them.  
One of the reasons for absence of any linear 
relation can also be due to the sample data. 
The data was taken on monthly basis. The 
data on daily basis can give more positive 
results (may be). Also FII is not the only 
factor affecting the stock indices. There are 
other major factors that influence the bourses 
in the stock market.  
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