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     SANJAY KUMAR
TITLE:

FII’s MOVEMENT AND It’s EFFECT ON THE STOCK MARKET

Background and purpose of study:

I did a project in Security analysis and portfolio management where in we use to predict stock prices over a period of one year but the problem was of two natures:

· First was sentiments of investors and 

· Second were FII inflows. 

We knew that there is a great amount of foreign investment in the stock market and wanted to see its effect on the stock market, as to how it reacts with the volume of the FII inflows and outflows.

This research shows that fundamentals are important but Indian Capital market are truly sentiments driven market if FII's withdraw it gives a negative sentiments to the local investors and this results in a bearish trend in the market.

Foreign Institutional Investor – FII’s
An investor or investment fund that is from or registered in a country outside of the one in which it is currently investing. Institutional investors include hedge funds, insurance companies, pension funds and mutual funds.

The term is used most commonly in India to refer to outside companies investing in the financial markets of India. International institutional investors must register with the Securities and Exchange Board of India to participate in the market. One of the major market regulations pertaining to FIIs involves placing limits on FII ownership in Indian companies.

Foreign Institutional Investors
"Foreign Institutional Investor" means an institution established or incorporated outside India, which proposes to make investments in Indian securities. 

Foreign Institutional Investors have been permitted to invest in Indian securities markets since September 1992 when the Government of India issued Guidelines for Foreign Institutional Investment. In November 1995, SEBI (Foreign Institutional Investors) Regulations 1995 have been notified, these are largely based on the earlier guidelines. 

The regulations require Foreign Institutional Investors to register with SEBI and to obtain approval from the Reserve Bank of India. 

How and where can investments be made? 
Investment in Indian securities is also possible through:

· The purchase of Global Depository Receipts, Foreign Currency Convertible Bonds and Foreign Currency Bonds issued by Indian issuers that are listed, traded and settled overseas and are mainly denominated in US Dollars. 

· Foreign investors, whether registered as Foreign Institutional Investors or otherwise, may also invest in Indian securities outside the Foreign Institutional Investors route. Such investment requires case-by-case approval from the Foreign Investment Promotion Board in the Ministry of Industry in the central government and the Reserve Bank of India or only by the Reserve Bank of India depending on the size of the investment and the industry in which this investment is to be made. 

· Foreign financial services institutions have also been allowed to set up joint ventures in stock broking, asset management companies, merchant banking and other financial services firms along with Indian partners. Foreign participation in financial services requires the approval of Foreign Investment Promotion Board 

Foreign Institutional Investor may invest through 2 routes: 
Equity Investment route 
100% investments could be in equity related instruments in various companies subject to the limit or upto 30% could be invested in debt instruments i.e.70 (equity instruments): 30 (debt instruments)

In case of Equity route the Foreign Institutional Investor can invest in the following instruments: Securities in the primary and secondary market including shares that are unlisted, listed or to be listed on a recognized stock exchange in India, Units of schemes floated by the Unit Trust of India and other domestic mutual funds, whether listed or not and warrants.

Debt route 
100% investment has to be made in debt securities only. In case of  Debt route the Foreign Institutional Investors can invest in the following Instruments: 

· Debentures (Non Convertible Debentures, Partly Convertible Debentures etc.) 

· Bonds 

· Dated government securities 

· Treasury Bills 

· Other Debt Market Instruments 

Equity Investment Limits 
A Foreign Institutional Investor or a sub account can hold upto 10% of paid-up equity capital of any company. The total investment by Foreign Institutional Investors and sub accounts in any Indian company cannot exceed 24% of its total Paid-Up Capital. 

However, in certain companies, which have passed a special resolution in this regard, the total Foreign Institutional Investor Investment can be upto 30% of paid-up capital. 
This 24% limit does not include investments made by the Foreign Institutional Investors outside the Portfolio Investment route, i.e. through the direct investment approval process. Investments made offshore through purchases of GDRs and convertibles are also excluded. 

Reserve Bank of India monitors the overall investment limit. When the overall Foreign Institutional Investors investment level reaches 22% in a company, Reserve Bank of India gives a caution notice. Subsequently, all purchases have to be done by prior approval of Reserve Bank of India. For companies with Foreign Institutional Investors investment limit of  30%  this caution notice is given at 28%. However, for Public Sector Banks (except HDFC Bank), the investment limit is 20% and the trigger point is 18%. 

Debt Route Limits
Foreign Institutional Investors can make 100% investments in debt securities subject to specific approval from SEBI as a separate category of Foreign Institutional Investor or sub-account. 

Foreign Institutional Investors investment in debt through the 100% debt route is subject to an overall cap under the category of external commercial borrowings. SEBI allocates individual ceilings to Foreign Institutional Investors or sub-accounts within this overall limit on the basis of their track record or experience in debt markets. 

Foreign Institutional Investors may invest in the following securities through the 100% debt route: 

· Debentures of companies, which are listed, or to be listed 

· Dated government securities 

· Treasury bills 

· There is no limit on investment in the debt securities of any particular issuer

Foreign Institutional Investor (FII)



One who propose to invest their proprietary funds or on behalf of "broad based" funds or of foreign corporate and individuals and belong to any of the under given categories can be registered for FII.

Pension Funds 

Mutual Funds 

Investment Trust 

Insurance or reinsurance companies 

Endowment Funds 

University Funds 

Foundations or Charitable Trusts or Charitable Societies who propose to invest on their own behalf, and 

Asset Management Companies 

Nominee Companies 

Institutional Portfolio Managers 

Trustees 

Power of Attorney Holders 

Bank 

An application for registration has to be made in Form A, the format of which is provided in the SEBI (FII) Regulations, 1995 and submitted with under mentioned documents in duplicate addressed to SEBI as well as to Reserve Bank of India (RBI) and sent to the following address within 10 to 12 days of receipt of application.

Address for application
The Division Chief 
FII Division 
Securities and Exchange Board of India, 
224, Mittal Court, 'B' Wing, 1st Floor, 
Nariman Point, Mumbai - 400 021. 
INDIA. 

Supporting documents required are 
· Application in Form A duly signed by the authorized signatory of the applicant. 

· Certified copy of the relevant clauses or articles of the Memorandum and Articles of Association or the agreement authorizing the applicant to invest on behalf of its clients.

· Audited financial statements and annual reports for the last one-year, provided that the period covered shall not be less than twelve months

· A declaration by the applicant with registration number and other particulars in support of its registration or regulation by a Securities Commission or Self Regulatory Organisation or any other appropriate regulatory authority with whom the applicant is registered in its home country. 

· A declaration by the applicant that it has entered into a custodian agreement with a domestic custodian together with particulars of the domestic custodian.

< 

· A signed declaration statement that appears at the end of the Form.

· Declaration regarding fit & proper entity.

The eligibility criteria for applicant seeking FII registration


As per Regulation 6 of SEBI (FII) Regulations, 1995, Foreign Institutional Investors are required to fulfill the following conditions to qualify for grant of registration: 

· Applicant should have track record, professional competence, financial soundness, experience, general reputation of fairness and integrity.

· The applicant should be regulated by an appropriate foreign regulatory authority in the same capacity/category where registration is sought from SEBI. 

· Registration with authorities, which are responsible for incorporation, is not adequate to qualify as Foreign Institutional Investor.

· The applicant is required to have the permission under the provisions of the Foreign Exchange Management Act, 1999 from the Reserve Bank of India.

· Applicant must be legally permitted to invest in securities outside the country or its in-corporation / establishment.

· The applicant must be a "fit and proper" person.

· The applicant has to appoint a local custodian and enter into an agreement with the custodian. Besides it also has to appoint a designated bank to route its transactions.

· Payment of registration fee of US $ 5,000.00 

Tax on income of Foreign Institutional Investors from securities or capital gains arising from their transfer.

(1) Where the total income of a Foreign Institutional Investor includes - 

(a) Income other than income by way of dividends referred to in section 115-O received in respect of securities (other than unit referred section 115AB);or

(b) Income by way of short-term or long-term capital gains arising from the transfer of such securities,

The income-tax payable shall be the aggregate of - 

(i) The amount of income-tax calculated on the income in respect of securities referred to in clause (a), if any, included in the total income, at the rate of twenty per cent.;

(ii) The amount of income-tax calculated on the income by way of short-term capital gains referred to in clause (b), if any, included in the total income, at the rate of thirty per cent.;

(iii) The amount of income tax calculated on the income by way of long-term capital gains referred to in clause (b), if any, included in the total income, at the rate of ten per cent. and

(iv) The amount of income-tax with which the Foreign Institutional Investor would have been chargeable had its total income been reduced by the amount of income referred to in clause (a) and clause (b).

(2) Where the gross total income of the Foreign Institutional Investor - 

(a) consists only of income in respect of securities referred to in clause (a) of sub-section (1), no deduction shall be allowed to it under sections 28 to 44C or clause (i) or clause (iii) of section 57 or under Chapter VI-A;

(b) Includes any income referred to in clause (a) or clause (b) of sub-section (1), the gross total income shall be reduced by the amount of such income and the deduction under Chapter VI-A shall be allowed as if the gross total income as so reduced, were the gross total income of the Foreign Institutional Investor.

(3) Nothing contained in the first and second provisos to section 48 shall apply for the computation of capital gains arising out of the transfer of securities referred to in clause (b) of sub-section (1). 

Explanation. -For the purposes of this section, 

(a) The expression “Foreign Institutional Investor " means such investor as the Central Government may, by notification in the Official Gazette, specify in this behalf;

(b) The expression " securities " shall have the meaning assigned to it in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 (42 of 1956).

Euro Issues by Indian Companies

Indian companies are permitted to raise foreign currency resources through issue of Foreign Currency Convertible Bonds (FCCBs) and/or issue of ordinary equity shares through Global Depository Receipts (GDRs)/American Depository Receipts (ADRs) to foreign investors i.e. institutional investors or individuals (including NRIs) residing abroad. Applications for necessary permission should be made to the Government of India, Ministry of Finance, Department of Economic Affairs, New Delhi.

The Boosters: India Inc’s growth story

Indian growth story is being talked world over. Unlike China India’s growth is being backed by strong financial sector making it less risky investment heaven. With fiscal deficit of the country reduced to 4.1% of GDP and inflation as low as 4%-4.5%, forex reserves swelling to $154 billion, India has become an attractive destination for the foreign investors. India has witnessed three consecutive years of high growth. The government expects an overall GDP growth of 8.1% in 2005-06 up from 7.5% last year. Per capita income in 2005-06 is estimated at Rs.25,788 at current prices, up 11% from the estimated Rs.23,222 for 2004-05. 

The global rating agency S&P has raised its outlook on India’s sovereign credit rating from stable to positive on grounds of strong growth outlook and improved prospects of a stabilizing public debt burden. This will also help in bringing down the cost of borrowing for Indian companies, particularly from the overseas market and increase foreign inflows in the domestic market. 

According to some experts, the share of the US in world GDP is expected to fall (from 21% to 18%) and that of India to rise (from 6% to 11% in 2025), and hence the latter will emerge as the third pole in the global economy after the US and China. 

On a micro view, the third quarter performance of the corporate sector has been satisfactory. The net profit of 517 companies for the December quarter has gone up by 32.40% on the back of a 17.52% growth in sales. Their operating profit rose 20.45%. The operating profit margins rose marginally by 60 basis points to 24.68% for the quarter ended December 2005 and the net profit margins rose by 139 basis points to 12.35%. The performance of India Inc, as highlighted by the early trend of robust financial results of FY06 is expected to be the further growth driver to scale Sensex to new highs. 

The Mutual Funds: 

The markets saw increased buying from the mutual funds because of huge money mobilized through launch of new equity schemes. FY06 witnessed massive growth in inflows in equity market from Mutual Funds to Rs.14, 305crore from mere Rs.448crore in FY05 (31 fold increase in the inflows). Mutual funds got flushed with funds from the hefty collection mopped up by new equity schemes in the past three months. Fund houses have managed to mobilize huge amounts of money through new fund offerings (NFOs). It is estimated that over Rs.12,000 crore have entered these schemes in 2006. On 16 March, Reliance Mutual Fund's new equity scheme 'Reliance Equity' had collected Rs 5800crore in the Scheme. This is the largest ever collection by a New Fund. SBI Mutual Fund, UTI Mutual Fund and HSBC AMC have together garnered over Rs.6,000 crore. These AMCs are now deploying funds in the market. From April 1 to April 21, 2006, net buying in equity market by mutual funds is around Rs. 1, 365 crore alone.
The FIIs: 

The rise in market values of the Indian shares by more than double has been attributed to the persistent buying by foreign institutional investors. The surging index signals that the growth story of Asia's third largest economy is intact and liquidity flows into the bourses would continue to remain. FII net investment in the India equity market in the FY05 is around $4.02 billion (Rs.17,999.3 crore). Foreign portfolio investors have invested $1.52 billion in March alone. Money from Japan accounted for almost 40% of the net inflow from all foreign funds to Indian equities in 2005. Large portion of the FII inflows come in broadly through four to five categories. The first comes through India-dedicated funds. The second category of investments comes in as part of the allocation to India from emerging market funds. The third segment of inflow is through the hedge funds. And the fourth category includes long-term pension funds such as Fidelity. 
Outlook:

The Sensex has given a return of almost 96% and the PE multiples have moved from 14.4 times in April last year to 21.82 times on 21st April 2006, characterized by higher money flows from domestic and foreign investors which were waiting to be invested pushed the markets to new highs. The valuations seem stretched when compared to other emerging markets which are trading at a PE of around 12-13 times.  However, current 1,000 point run to 12,000 has been odd one out in terms it was mainly driven by the local mutual fund players. FIIs have witnessed buying of only $125.1million (around Rs.546crore) in contrast; mutual funds have pumped in around Rs 3466crore during the period. S & P has 

upgraded India’s sovereign credit rating to positive. With other positive developments like current budget & credit policy signaling low government regulations, Indo-US nuclear deal and recent move towards first roadmap to be announced by RBI on capital account convertibility soon is expected to attract more foreign funds and also allow local companies to tap foreign debt market more easily. Also, expectation of robust corporate results even on higher base is a confidence booster for the investors in the market. It seems there is lot of upside remaining for the Sensex going ahead. 

Though in near term liquidity may drive the Sensex higher, but with interest rate heading north directions and oil prices crossing $70 per barrel might act as party spoiler of this bull-run. 

As an investor one must get cautious of the market and avoid playing impatient short-term bets on market, instead a more patient and long term view is advisable. Since secular growth trend in the market is not sustainable, hence one must balance their fear and greed and adopt a bottom up approach for stocks.

RESEARCH METHODOLOGY

Research methodology is a way to systematically solve the research problem. It may be understood as a science of studying how research is done scientifically. In it we study the various steps that are generally adopted by a researcher in studying his research problem along with the logic behind them. It is necessary for the researcher to know not only the research method / technique but also the methodology.

Types of Business Researches:

1. Marketing research (Consumer research).

2. Market research.

3. Product research.

4. Advertising research.
Research:

Research in common parlance refers to a search for knowledge. One can also define research as a scientific and systematic research for pertinent information on a specific topic. In fact, research is an art of scientific investigation.

Research process:

1. Formulating the research problem.

2. Extensive literature survey.

3. Developing the hypothesis.

4. Preparing the research design. 

5. Determining the research design.

6. Collecting the data.

7. Execution of the project.

8. Analysis of the data.

9. Hypothesis testing.

10. Generalization and interpretation.

11. Preparation of the report or the thesis.

4Formulating the research problem: The first step in research is formulating a research problem. It is most important stage in applied research, as poorly defined problems will not yield useful results. It is rightly said that: “a problem well defined is half solved”.

Extensive literature survey: Once the problem is formulated, the next step is to write down a brief summary. For this the researcher should undertake extensive literature survey connected with the problem. For this purpose, the abstracting and indexing journals and published or unpublished bibliographies are the first place to go to. Academic journals, conference proceedings, government report, books etc.; must be taped depending on the nature of the problem.

Development of working hypothesis: Now the researcher should state in clear terms the working hypothesis or hypothesis. Working hypothesis is tentative assumption made in order to draw out and test its logical or empirical consequences the role of hypothesis is to guide the researcher by delimiting the area of research and to keep him in the right track. 

Preparing the research design: Research designs the conceptual structure with in which research should be conducted. A research design specifies the methods and procedures for conducting a particular study.

Determining the sample design: A sample design is a definite plan determined before any data are actually collected for obtaining a sample from a given sample. Sample can be either probability sample or non-probability sample. With probability sample each element has a known probability of being included in the sample but the non-probability samples do not allow the researcher to determine this probability.

Important sample designs are as follow.

1. Deliberate sampling.

2. Simple random sampling.

3. Systematic sampling.

4. Stratified sampling.

5. Quota sampling.

6. Cluster sampling and area sampling.

7. Multi-stage sampling.

8. Sequential sampling.

Collecting the data: The next step is to determine the sources of data to be used. The researcher has to decide whether he has collect primary data or depend on secondary data. There are two methods available for collecting the data.

1. Observational method.

2. Survey method.

Observation: This method implies the collection of information by way of investigator own observation, without interviewing the respondents. While the observational method may be suitable in case of some studies, several things of interest such as attitudes, opinions, motivation and other tangible state of mind cannot be observed.

Surveys: In marketing research field survey are commonly used to collect primary data from the respondents.

Surveys can be:

Through personal interviews:

Through telephone interview:

By mailing of questionnaires:

Through schedule:

Execution of the project: The researcher should see that the project is executed in a systematic manner and in time.

Analysis of data: After the data have been collected, the researcher turns to the task of analyzing them. The analysis of data require a number of closely related operation such as establishment of categories, the application of these categories to raw data through coding, tabulation and then drawing statistical inferences.

Hypothesis testing: After analyzing the data the researcher has to test the hypothesis, various test such as, Chi square test, t-test, F-test, have been developed by statisticians for the purpose.

Generalization and interpretation: If a hypothesis is tested and upheld several times, it may be possible for the researcher to arrive at generalization, i.e., to build a theory. If the researcher had no hypothesis to start with, he might seek to explain findings on the basis of some theory. It is know as interpretation. The process of interpretation may quite often trigger of new questions, which in turn may lead to further researcher.

Preparation of the report or the thesis: main text of the report should have the following parts:

1. Introduction.

2. Summary of findings.

3. Main report.

4. Conclusion.

Research Objective:  
The objective was to find the extent of correlation of Sensex and Nifty with respect to the movement in FII’s volumes.

Methodology of Data Collection and tools used 

Data was collected from:

The report has been prepared entirely on the basis of Secondary Data. An extensive desk research regarding FII’s was undertaken. Books from various authors were referred to get a thorough knowledge of FII’s. As regards all the data regarding FII’s in India, the historical data was collected from various books and old journals of concerned ministries. All the recent data regarding FII’s in India has been collected from, recent issues of Business Magazines like Business Today, Business World, India Today etc., Newspapers like Economic Times, Business Standard etc., recent Journals and Newsletters of concerned Ministries and Federations like that of CII, SIA and Ministry of Commerce and Industry etc., and from the Internet. After collecting data from all these sources, I have made an attempt to analyse the data and have looked into the areas in India where FII’S is of utmost importance. To bring about a sea change in the existing situation what are the measures required have also been looked into. The project has been prepared on the basis of Secondary Data only. This is because relevant Primary Data could be collected only from Top Businessmen and Government Officers, approaching whom was not practical.

ANALYSIS AND INTERPRETATION

UNDER-STANDING FII FLOWS TO INDIA
Since the beginning of liberalization FII flows to India have steadily grown in importance. Portfolio investment flows from industrial countries have become increasingly important for developing countries in recent years. The Indian situation has been no different. In the year 2000-01 portfolio investments in India accounted for over 37% of total foreign investment in the country. The corresponding figures in the previous year were 59% and 64% respectively. A significant part of these portfolio flows to India comes in the form of Foreign Institutional Investors’ (FIIs’) investments, mostly in equities. Ever since the opening of the Indian equity markets to foreigners, FII investments have steadily grown from about Rs. 2600 crores in 1993 to over Rs.11, 000 crores in the first half of 2001 alone. Their share in total portfolio flows to India grew from 47% in 1993-94 to over 70% in 1999-2001.

We are mainly focusing on the 1990’s (1993-1999) figures, as this was the transitional phase when most of the money came in our market due to most of liberalized policy taking birth.
The nature of the foreign investor’s decision-making process lies at the heart of the portfolio flows, while it is generally held that portfolio flows benefit the economies of recipient countries, policy-makers worldwide have been more than a little uneasy about such investments. Portfolio flows – often referred to as “hot money” – are notoriously volatile compared to other forms of capital flows. Investors are known to pull back portfolio investments at the slightest hint of trouble in the host country often leading to disastrous consequences to its economy. They have been blamed for exacerbating small economic problems in a country by making large and concerted withdrawals at the first sign of economic weakness. They have also been held responsible for spreading financial crises – causing ‘contagion’ in international financial markets.

Factors affecting FII flows
FII flows and stock returns – determining the cause and the effect

FII flows and contemporaneous stock returns are strongly correlated in India. The correlation coefficients between different measures of FII flows and market returns on the

Bombay Stock Exchange and national stock exchange during different sample periods shows a strong positive correlation. These positive correlations have often been held as evidence of FII actions determining Indian equity market returns. However, correlation itself does not imply causality. 

A positive relationship between portfolio inflows and stock returns is consistent

With at least four distinct theories: 

1) The “omitted variables” hypothesis; 

2) The “downward sloping demand curve” view; 

3) The “base-broadening” theory; 

And 4) the “positive feedback strategy” view.

· The “omitted variables” view is the classic case of spurious correlation – that the correlated variables, in fact, have no causal relationship between them but are both affected by one or more other variables missed out in the analysis. 

· The “downward sloping demand curve” view contends that foreign investment creates a buying pressure for stocks in the emerging market in question and causes stock prices to rise much in the same way as suddenly higher demand for a commodity would cause its price to rise. 

· The ‘base-broadening’ argument contends that once foreigners begin to invest in a country, the financial markets in that country are no longer moved by national economic factors alone but rather begin to be affected by foreign market movements as well. As the market itself is now affected by more factors than before, its exposure to domestic shocks decline. Consequently the ‘risk’ of the market itself falls, people demand a lower risk Premium to buy stocks, and stock prices rise to higher levels. 

· Finally the ‘positive feedback view’ asserts that if investors ‘chase’ returns in the immediate past (like the previous day or week) then aggregating their fund flows over the month can lead to a positive relationship in the contemporaneous monthly data.

In the present context, both directions of causation are equally plausible. Detailed statistical tests, however, indicate that the FII flows are likely to have been more of an effect  of market returns in India than their cause.

Further statistical tests suggest that returns on the BSE Index explain close to a one third of the total variation in FII flows during the entire period. They also indicate, however, that the Asian crisis marked a regime shift in the relationship between fii’s flows and Indian stock market return. During and after the crisis, the returns explained about 40% of the total variation in fii’s flow.

The positive relationship between market return and FII flows, however, serves only as a first-pass in understanding the nature of such flows and their implications for the Indian markets. Since the FII flows essentially serve to diversify the portfolio of foreign investors, it is only normal to expect that several factors – both domestic as well as external to India – are likely to affect them along with the expected stock returns in India. Past research suggests that the declining world interest rates have been among the important “push” factors for international portfolio flows in the early 90’s. The “usual suspects” in the literature include US and world equity returns, changes in interest rates, stock market volatility, some measure of the country risk and the exchange rate. In the Indian case, however these factors do not appear to have had a prominent role in motivating FII flows. Finally it also appears that there has been no significant informational disadvantage for FIIs vis-à-vis the local investors in the Indian market.

STATISTICS OF FII’s FLOWS TO INDIA
As it is not possible to show all the data here I am showing the sample data that I took for correlation and regression and so as to establish a relationship between the FII’s and stock market

.

DOLLAR RAIN: FII INFLOW IN RECENT TIMES

	Year
	FII INFLOW

(Rs. Crore)
	FII INFLOW

(in $Bn)



	2004
	38,963
	8.7

	2005
	47,179
	10.7

	2006
	35,525
	8.1

	2007
	71,483
	17.1

	2008
	-52,983
	-12.0

	2009
	83,396
	17.5

	2010
	98,763
	20.5


FII’S MONTHLY FIGURES 

	Date
	Purchases
	Sales
	Net Investments
	Net

	    
	(Rs mn)
	(Rs mn)
	(Rs mn)
	(US$ mn)

	Cumulative April
	257,243
	275,208
	(17,965)
	(12)

	20-Apr-06
	25,146
	27,157
	(2,011)
	(45)

	19-Apr-06
	21,839
	24,578
	(2,739)
	62

	18-Apr-06
	19,476
	16,947
	2,529
	57

	17-Apr-06
	22,391
	31,996
	(9,605)
	(216)

	13-Apr-06
	26,367
	33,715
	(7,348)
	(165)

	12-Apr-06
	18,840
	23,057
	(4,217)
	(95)

	10-Apr-06
	35,385
	39,655
	(4,270)
	(96)

	07-Apr-06
	21,200
	18,060
	3,140
	71

	05-Apr-06
	22,679
	21,354
	1,325
	298

	04-Apr-06
	20,396
	15,617
	4,779
	108

	03-Apr-06
	23,524
	23,072
	452
	10


FII’S YEARLY FIGURES

	Year*
	Purchases
	Sales
	Net
	Net

	 
	(Rs mn)
	(Rs mn)
	(Rs mn)
	(US$ mn)

	2006
	1,230,964
	1,052,897
	178,067
	4,824

	2005
	2,860,214
	2,388,409
	471,805
	10,701

	2004
	1,856,720
	1,467,070
	389,650
	8,519.4

	2003
	944,120
	639,535
	304,585
	6,594.6

	2002
	464,790
	428,498
	36,292
	752.9

	2001
	517,792
	386,510
	131,284
	2,807.3

	2000
	747,907
	684,211
	63,697
	1,461.4

	1999
	364,303
	298,630
	65,672
	1,534.8

	1998
	138,998
	153,797
	(14,799)
	(338.0)

	1997
	189,265
	127,192
	62,073
	1,746.7

	1996
	157,392
	49,356
	108,036
	3,058.2

	1995
	66,659
	28,122
	38,538
	1,191.4

	1994
	92,672
	24,761
	67,912
	2,164.8

	1993
	26,619
	668
	25,951
	827.2


* Year - Jan to Dec
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FINDINGS AND CONCLUSIONS

Main Findings and Conclusion

The empirical investigations of FII flows to India have elicited the following ‘stylized facts’ about the such flows:

a) FII flows are correlated with contemporaneous returns in the Indian markets.

b) This high correlation is not necessarily evidence of FII flows causing ‘price pressure’ – if anything, the causality is likely to be the other way around.

c) A collection of domestic and international variables likely to affect both flows and returns fail to diminish the importance of contemporaneous returns in explaining FII flows.

d) Since the US and world returns are not significant in explaining the FII flows, there is no evidence of any informational disadvantage of FIIs in comparison with the domestic investors in India. 

e) Changes in country risk ratings for India do not appear to affect the FII flows. A Granger causality test fails to reject the null hypothesis that the rating does not cause FII flows at the 10% level. In the sense of the Brennan and Cao (1997) model..

f) There appears to be significant differences in the nature of FII flows before and after the Asian crisis. In the post Asian crisis period it seems that the returns on the BSE National Index have become the sole driving force behind FII flows. The stylized facts listed above lead to a better understanding of FII flows to India. The weakness of the evidence of causality from flows to returns contradicts the view that the FIIs determine market returns in general, though ‘herding’ effects – particularly with domestic speculators imitating FII moves – may well be present in cases of individual stocks. Particularly since the Asian crisis – which seems to have brought about a regime shift in the relationship between FII flows and stock market returns –                                                           the direction of causation seems to be running from the returns to the flows.           

The relative stability in the exchange rate of the Indian Rupee in the post-Asian crisis era seems to have outweighed fluctuations in the country’s credit rating among foreign portfolio investors. It is notable that the Asian crisis appears to have acted as a watershed in several of the key relationships affecting the FII flows to India. This is not an overly surprising result. Recent research has demonstrated that the Asian crisis caused several major changes in the financial relationship among European countries halfway across the globe. In fact the crisis appeared to have altered several of the ‘ground rules’ of International portfolio investing around the world. 

Broader and more long-term issues involving foreign portfolio investment in India and their economy-wide implications19 have not been addressed in this paper. Such issues would invariably require an estimation of the societal costs of the volatility and uncertainty associated with FII flows. A detailed understanding of the nature and determinants of FII flows to India would help us address such questions in a more informed manner and allow us to better evaluate the risks and benefits of foreign Portfolio investment in India.

RECOMMENDATIONS AND SUGGESTIONS

This research truly brings out the fact about the Indian capital market and my recommendation to an investor after this study is:

· Firstly don’t just rely upon fundamentals of a company, one should take note of both FUNDAMENTAL ANALYSIS AND TECHNICAL ANALYSIS of the market and try to build a picture of the sentiments of the market.

· A volume of the market as well as the volumes of the stock price coupled with volumes of FII’s also gives a fair idea about the price of a particular stock.

· Don’t rely completely on news in the market as the companies give you a picture, which they want you to perceive, one should see company’s balance sheet and annual results achieved by the company. 

· Nothing is perfect in the market and mostly all the fundas fail at one point or the other soon should mainly play on strong stocks with a delivery based attitude.
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