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ABSTRACT 

Creating nation like India will have the option to create with sufficient progression of unfamiliar capital. Unfamiliar 
Institutional Investors help to enhance the residential reserve funds and meet the capital prerequisites. FII streams are 
fluctuating in nature and India is among the best entertainers in the securities exchange. India turning into an alluring 
goal for unfamiliar financial specialists can be credited to numerous components. This paper is a push to distinguish 
the variables deciding the development of FIIs in India by taking month to month information for a time of fifteen years. 
Granger causality test was applied to discover the circumstances and logical results of FII ventures with the 
macroeconomic factors and it was discovered that CPI and cash gracefully causes an impact in FII and FIIs are 
affecting an adjustment in the conversion standard and IIP. 
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Introduction 

In India, the significant change in the capital 
streams, especially in portfolio streams, 
occurred because of the changes in exchange 
and mechanical approach. FIIs are substances 
that are fused outside India however put 
resources into India. FIIs are permitted to put 
generally in auxiliary markets and dated 
Government Securities. Permitting FIIs 
diminished the reliance on outside business 
getting. Private unfamiliar capital represented 
70.29% of the absolute net capital record in 
2001-02 against 21% in 1985-86. There has 
been a reliable upsurge in FIIs since 2002-03. 
The inflow of FII ventures has helped the 
securities exchange to rise gigantically. The 
strategies of advancement and changes have 
prompted a great full scale monetary condition. 
According to the reports, net FII ventures added 
to about 28% of the nation's unfamiliar trade 
saves. The development of different 
arrangement changes on FIIs attempted by the 
Indian Government made the nearness of FIIs 
felt in the financial exchange of India. FIIs are 
commonly keen on putting resources into 
capital market and this gives liquidity to capital 
markets and raises desires for higher 
exchanging volume. Increment in the 
progression of capital would expand the stock 
costs. the expense of capital for an organization 
would diminish with the higher progression of 
interests in the essential markets by FIIs. This 
would likewise assist a company with having 

more significant expense income ratio.FII 
inflows are an option for the residential reserve 
funds and accommodates the development and 
perfor-mance of the economy.  

Survey of Literature 

Reetika Garg and Pami Dua (2014), considered 
the macroeconomic determinants of portfolio 
streams to India and found that the FII 
speculations are pulled in by the lower 
conversion scale unpredictability and a superior 
open door for hazard expansion. Aside from 
this FIIs are likewise affected by the 
presentation of residential organizations, higher 
loan fee and the development of the host 
nation. The investigation was led on BSE and 
the ADR/GDR streams were likewise thought 
of. Results propose that India might have the 
option to draw in FPI streams by keeping up 
solid local development, lower conversion 
standard instability and making household 
money related market execution, less 
defenseless against worldwide stuns and this 
can be accomplished by expanding the 
speculator base in monetary markets. Sonia 
Chawla and Priyanka Sharma (2014) 
introduced a survey of studies on FIIs. In spite 
of the fact that different investigations have 
demonstrated that FDI venture is high in 
administration division, development of FDI 
and FPI in India is influenced by numerous 
macroeconomic factors like Balance of 
exchange, cash flexibly which might be M1 or 
M2 or M3, swelling spoke to in India by CPI or 
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WPI, monetary pointers like GDP or IIP, 
unfamiliar conversion scale, and so forth., this 
examination has directed an audit of studies in 
order to build up a connection between 
macroeconomic factors and the progression of 
FIIs in India Sunil Kumar (2014) dissected the 
patterns of Foreign Institutional Investments 
during and past financial emergencies and 
found that there is a difference of FIIs which is 
affected by unfamiliar trade holds and market 
capitalisation. The effect of market 
capitalisation on FII was discovered 
noteworthy over the long haul.  

Vanita Tripathi and Shilpa Maggo (2014), 
examined the determinants of unfamiliar 
institutional interest in the Indian obligation 
advertise utilizing multivariate relapse 
investigation and factor examination to 
distinguish the significant determinants 
in the obligation showcase. It was discovered 
that IIP and trade rates were the significant 
determinants of FII streams to obligation 
showcase in India. Krishnan Dandapani and 
Edward R.Lawrence (2013) considered the 
impact of FII on the securities 
India and found that FII has a direct critical 
impact on the profits of the Indian stock. They 
additionally contemplated the variables 
affecting the FII interest in India. Vinod 
K.Bhatnagar, (2011) investigated the patterns 
of month to month inflows of FIIs interest in 
India during 2004-2010, and found that, FIIs 
speculation conduct is controlled by the 
financial exchange returns and hazard in 
monetary elements of India. Higher Sensex 
records and high PE proportions are the nation 
level elements drawing in FIIs in India and 
there is a development pattern in FIIs interest in 
India Mishra.P.K (2010) endeavored to 
examine the elements of connection between 
FIIs venture streams and the monetary 
development in India over the period 1993
2009. It was discovered that the development of 
genuine GDP may advance FIIs interest in 
India. The measurable outcomes and translation 
can be delimited by the way that FIIs stream 
can likewise impact the financial development 
of the nation.  
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Need of study

Examining the effect of main considerations 
impacting FII streams will be more compelling 
in helping the chiefs, strategy producers and 
financial specialists. It will help to under
the market powers and to examine a more 
extensive range which is past the minor
and flexibly levels. This will likewise assist 
with understanding the full scale financial 
components that straightforwardly or in a 
roundabout way influence the 
gratefulness/devaluation of the market and thus 
could affect the venture choices. La
factors like expansion, month to month returns 
in the financial exchange, instability in the 
securities exchange. Scarcely any elements 
influence the instability called as the easygoing 
components. They are large scale monetary 
effects, worldwide markets, job of institutional 
financial specialists and industry execution.

Objectives of 

1. To study the growth of foreign institutional 
investments in India.  
2. To identify the factors influencing the FII 
investments in India.  

Methodology

The required data for the study has been 
collected from secondary sources from the 
official websites of BSE, SEBI and RBI. Since 
the data is time series, tests for checking the 
stationarity was conducted. To find out the lag 
lengths at which the data could b
Auto Regressive Distributed Lags method was 
followed and the cause and effect of the 
determinants of FII was found out using 
Granger causality test. 
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Estimation of Direction In Different Lag 
Lengths Between Fii Ratio & Money Supply 

Lag length N F-Statistics Prob. 

1 180 
5.03930 0.0260 

0.03991 0.8419 

2 179 
2.92745 0.0562 

0.22159 0.8015 

3 178 
1.57470 0.1973 

0.38277 0.7656 

Lag-1 [5% Level Of Significance] 

In the first lag, Money supply is causing an 
effect on the FII investments as there is uni 
directional causality between the two variables. 
On the other hand, FII investments are not 
causing any impact on the money supply in 
India in the first month at 5%.  

Lag-2 [5% Level Of Si3gnificance] 

Both the variables are not causing any effect on 
each other in the second month at 5%.  

Lag-3 [5% Level Of Significance] 

In the third lag, there is absolutely no causation 
between the two variables. Neither FII 
investments nor the money supply are 
influenced by each other at 5.  
It is found that a good money supply position is 
causing an impact on the flow of FIIs in the 
first lag at 5% Level of Significance 
 

Estimation of Direction In Different Lag 
Lengths Between Fii Ratio And Index of 

Industrial Production 

Lag length N F-Statistics Prob. 

1 180 
0.77998 0.3783 

0.00309 0.9558 

2 179 
1.48759 0.2288 

2.87865 0.0589 

3 178 
0.56582 0.6383 

4.10727 0.0076 

Lag-1 [5% Level Of Significance] 

In the first lag, causation between FII ratio and 
Index of industrial production, as ‘p’ value is 
more than 0.05. 

Lag-2 [5% Level Of Significance] 

There is no causation between Fii ratio and IIP 
in second month 

Lag-3 [5% Level Of Significance] 

In the third lag, there is no effect caused by IIP 
on the FII flows at 5% FII investments cause 

the change in the index of industrial production 
in the second and third months of their 
investments in India. 

Determinants of Foreign Institutional 
Investment Flows 

There is no accord about the variables which is 
resolved as affecting the progression of FIIs. 
This is on the grounds that, the components 
preferring or being negative for pulling in FIIs 
contrast from nation to nation including the 
miniaturized scale and large scale financial 
variables winning in that nation. 
Comprehensively, coming up next are 
considered as the central point impacting FII 
speculations in the wake of looking into past 
investigations in this perspective.  

1. Expantion  
Expansion has a reverse connection with the 
unfamiliar speculation inflow, as the speculator 
will consistently keep into thought, the buying 
intensity of the assets contributed also, the 
swelling increment. When there is an expansion 
in swelling rate, it prompts the decrease in the 
buying intensity of the financial specialist. In 
this way, the speculator would want to pull 
back his assets contributed. Likewise, if the 
expansion in outside nation builds, the buying 
intensity of assets put resources into far off 
nation would decay. This would make the 
speculator to pull back and put resources into 
the province where swelling is lesser.  

2. Record of Industrial Production (IIP)  
IIP is likewise as significant reflex on the 
development of an economy. IIP mirrors the 
development of various parts of an economy 
like assembling, mining, quarrying, power, and 
so on. IIP in India demonstrates the momentary 
changes in the creation volume of certain 
modern items which are covered together for a 
specific period in connection with the base time 
frame taken for computation. Since FIIs are 
roused by the development of the 
organizations/segments in which they are 
contributing, IIP as a factor deciding FII 
streams into India is advocated.  

3. Financing Cost in India and other 
Countries [MIBOR]  
At the point when the financing costs in India 
are high, it builds the expense of capital for an 
organization and thusly will influence the 
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benefit of the organization. Diminishing 
corporate benefit, thus, will lessen the market 
estimation of an organization's value share. 
This will be less alluring for local just as 
unfamiliar financial specialists. In such a 
circumstance, FIIs will move their 
concentration from value markets to obligation 
markets since they will get better yields in the 
obligation showcase. Accordingly, increasing 
loan costs in an economy will influence FII 
speculation streams in value and value related 
instruments.  

4. Unfamilier Exchange Rate  
Unfamiliar Exchange Rate winning between 
the cash of host nation and the money the 
financial specialist's local money varies 
dependent on the interest and flexibly of 
monetary forms against one another. The 
swapping scale influences the successful or 
anticipated pace of profit for ventures. At the 
point when the estimation of home money is 
more grounded, the FII ventures will increment. 
This is on the grounds that; the level of profits 
of FIIs will increment with the solid estimation 
of cash and its appreciation. At the end of the 
day, on the off chance that the cash estimation 
of the host nation is more fragile or devalues, at 
that point this will give a superior thankfulness 
in the estimation of FII contribute ments.  

5. Cash Supply  
In an economy, the measure of cash available 
for use at a given purpose of time is called as 
cash flexibly. It incorporates money, coins, 
balance in investment account, short term 
ventures and so on., held by people and 
business houses. The expansion in cash flexibly 
will assist with diminishing the financing costs 

and when the cash gracefully decreases, there 
will be a decrease in the development of an 
economy. M3 is a more extensive idea which 
incorporates the reserve funds and time stores 
held by banks.  

6. Effect Cost  
Effect cost is in any case called as the exchange 
cost which would be brought about by a 
purchaser or merchant of the stock at the hour 
of executing the agreement and it is a great 
measure for checking the liquidity of a market.  

7. Government Policies  
Speculation streams of FIIs likewise to a great 
extent rely on the Government Policies of a 
nation in which the venture is to be finished. 
For Instance, when the Indian Government 
reported capital increases expense and least 
interchange charge for FII's that imparted an 
exceptionally negative sign and FII's begun 
pulling out their ventures driving to 
unpredictability in the securities exchange. 
Since the Government approaches can't be 
estimated numerically, it isn't considered in this 
investigation.  

Conclusion 

The FII inflows into a nation rely on different 
elements and there are sure factors which are a 
lot of powerful. In this investigation, it was 
discovered that there was unidirectional 
causation from FII ventures towards the 
conversion scale and IIP in India. Likewise it 
was discovered that there was a unidirectional 
causation from cash flexibly and CPI towards 
the FII inflows and there was no causation 
between sway cost and MIBOR towards the FII 
ventures.  
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