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Educate Yourself - An Initiative by SSL Research Centre 

Educate yourself is an educational debate dedicated to the dissemination of stock 

market related terminologies in the use of fundamental and technical analysis for 

traders and investors. Market participants can explore self-developed skills to face 

the growing threats of volatility through Educate yourself.  

Educate yourself is a great way to boost your knowledge in general investing lingo 

and helps you to trade strategically. 

 

Title of the topic: " Understanding FIIs & DIIs: The Twin Forces Moving Indian 

Markets" 
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Introduction: 

In this edition of Educate Yourself, we’ll explore two key participants that play a pivotal role in shaping 

the financial markets – Foreign Institutional Investors (FIIs) and Domestic Institutional Investors (DIIs). 

So let’s begin. Foreign Institutional Investors (FIIs) are investment funds or individuals based outside a 

country who channel their money into its financial markets. In India, the term is widely used to describe 

overseas entities that actively participate in the stock market and other asset classes. In contrast, Domestic 

Institutional Investors (DIIs) are home-grown institutions that invest within their own country’s financial 

ecosystem. The choices made by both FIIs and DIIs are heavily shaped by prevailing economic conditions 

and political developments. Together, their investment activity plays a crucial role in determining the 

overall direction of capital flows in the economy. 

FII Vs DII 

 

The role of Foreign Institutional Investors (FIIs) and Domestic Institutional Investors (DIIs) is central to 

the dynamics of the Indian stock market. Both bring in significant capital, but their origin, investment 

approach, and market impact differ in meaningful ways. 

A detailed comparison helps investors recognize how FIIs and DIIs influence stock prices, market 

sentiment, and long-term stability. While FIIs often drive short-term momentum through large fund flows, 

DIIs act as stabilizers, cushioning the market against volatility. 

 

Aspect
Foreign Institutional 

Investors (FIIs)

Domestic Institutional 

Investors (DIIs)

Investor Origin
Overseas entities and individuals 

investing in India

Indian entities and individuals 

investing within the country

Investment Type
Primarily short to medium-term 

investments in financial assets

A mix of short-term and long-

term investments in financial 

assets and businesses

Control & 

Ownership

Generally hold no control or 

significant influence over 

companies

May hold board positions and 

influence strategic decisions in 

certain cases

Investment Limit

Capped at 24% of a company’s 

paid-up capital (can be raised with 

approval)

No specific cap on investment 

volume

Investment 

Horizon

Short to medium-term (days to 

months)

Flexible horizon – short, medium, 

or long-term (months to years)
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Investment

FIIs have sold equities worth Rs. 

216920.91 crores Between Jan-

Aug 2025

DIIs have bought equities worth 

Rs. 513343.08 crores Between Jan-

Aug 2025

Regulatory 

Oversight

Governed by the host country’s 

financial authorities and SEBI in 

India

Regulated by SEBI, RBI, IRDAI, 

and other domestic authorities

Primary Purpose
Seek portfolio diversification and 

financial returns

Focus on wealth creation, 

retirement corpus, and long-term 

growth

Influence on 

Management
Largely passive investors

Can actively engage in governance 

and company management 

decisions

Sector Focus
Concentrated mainly in financial 

markets and listed assets

Broader sector exposure – 

including financial and non-

financial sectors

Impact on 

Market Behavior

High influence on short-term 

volatility due to large fund flows

Act as stabilizers, reducing 

volatility and supporting long-

term market growth

Taxation

Subject to withholding tax and 

capital gains tax under Indian 

laws

Tax treatment varies depending 

on the type of domestic 

investment  
 

Who are Foreign Institutional Investors (FIIs) 

1. Foreign Pension Funds: Pension funds from overseas markets that invest in India with a long-

term perspective. Their focus is on stable, consistent returns to meet retirement obligations. 

2. Foreign Mutual Funds: International mutual funds that allocate capital into Indian equities, 

bonds, or specific sectors, managing investments on behalf of their global clients. 

3. Sovereign Wealth Funds (SWFs): State-owned funds of foreign governments that diversify 

their holdings by investing a portion of assets into Indian markets—equities, bonds, or 

infrastructure projects. 

4. Hedge Funds: Foreign hedge funds that participate in Indian markets with shorter timeframes 

and high-risk, high-return strategies, often trading aggressively across stocks, bonds, and 

derivatives. 

5. Global Insurance Companies: International insurers that invest in India’s growing insurance 

and financial sectors, seeking both growth potential and long-term returns. 

Who are Domestic Institutional Investors (DIIs) 

1. Mutual Funds: Among the largest DIIs in India, these funds pool resources from retail and 

institutional investors to invest across stocks, bonds, and other securities. 

2. Insurance Companies: Indian insurers deploy policyholder premiums into equities and fixed-

income instruments, balancing growth with safety. 
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3. Banks: Indian banks invest in government securities, corporate bonds, and equity markets, while 

also holding a significant share of public sector bonds. 

4. Non-Banking Financial Companies (NBFCs): NBFCs channel investments into loans, 

debentures, and equity markets to generate returns, complementing the role of banks in the 

financial ecosystem. 

5. Pension Funds: Domestic pension funds manage retirement savings, diversifying into equities 

and bonds to provide long-term stability and growth for retirees. 

6. Exchange-Traded Funds (ETFs): ETFs listed on Indian exchanges track indices or specific 

sectors, offering investors a low-cost, passive way to participate in the market. 

How Do FIIs and DIIs Impact the Indian Equity Market? 

Reaction to Global Cues (FIIs): Foreign Institutional Investors (FIIs) closely track global factors such 

as U.S. Federal Reserve policies, geopolitical events, crude oil prices, and currency fluctuations. When 

FIIs bring in large inflows, markets often witness strong rallies. Conversely, heavy FII outflows can trigger 

sharp corrections or sudden volatility. 

Market Stability (DIIs): Domestic Institutional Investors (DIIs), including mutual funds, insurance 

companies, and banks, act as stabilizers. They generally follow long-term investment strategies and often 

step in to buy during market dips, cushioning the impact of FII sell-offs and supporting overall price 

stability. 

Net Flow Effect: The combined action of FIIs and DIIs plays a critical role in driving market trends. 

When both are net buyers, markets typically see sustained rallies. If both are net sellers, sharp declines 

can follow. Mixed flows (e.g., FIIs selling and DIIs buying) often result in range-bound or less volatile 

market behaviour. 

Why Do FIIs and DIIs Matter to Retail Investors? 

Market Sentiment Indicator: FII and DII activity provides valuable insights into broader market 

sentiment. Heavy FII inflows reflect strong global investor confidence in India’s growth story, while 

strong DII participation signals domestic confidence in the market’s long-term outlook. 

Influence on Market Direction: Tracking the daily or weekly net flows of FIIs and DIIs helps retail 

investors anticipate short-term rallies, corrections, or consolidation phases. These flows often act as a 

guide to understanding whether the market is risk-on (bullish) or risk-off (bearish). 

Volatility and Stability Balance: FIIs tend to amplify short-term volatility because their strategies are 

more sensitive to global events. In contrast, DIIs balance this volatility by taking a contrarian and long-

term approach, which benefits retail investors by keeping markets relatively stable. 

Investment Strategy Insights: Observing FII and DII behaviour can help retail investors fine-tune their 

own strategies. For instance: 
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 High FII inflows may suggest strong momentum and growth opportunities. 

 Strong DII inflows during corrections can signal confidence that the market is undervalued, 

providing attractive entry points. 

Gross Turnover and Share in FY26 

 

Value 

(Rs'000 cr)

Share 

(%)

Value 

(Rs'000 cr)

Share 

(%)

Value 

(Rs'000 cr)

Share 

(%)

DIIs 2915 13.8 15 0.1 3785 11.6

FIIs 3253 15.4 821 7.8 8809 27.1

Client Category

CM Equity Options Equity Futures

 

Institutional Net Inflows into Indian equities 

 

 

 

Conclusion: 

 

Foreign Institutional Investors (FIIs) and Domestic Institutional Investors (DIIs) are two of the most 

influential participants in the Indian stock market. Both inject significant capital, but their strategies, 

motivations, and impact differ. 

FIIs are largely guided by global economic trends, interest rate policies, and geopolitical events. Their 

large-scale fund flows can amplify short-term market movements and volatility. On the other hand, DIIs 

generally adopt a long-term, stability-driven approach, focusing on domestic growth opportunities, 

retirement savings, and wealth creation. 

For investors, understanding these differences is critical. Monitoring the actions of FIIs and DIIs can offer 

valuable clues about market direction, sentiment shifts, and potential risks, helping in more informed 

decision-making. 

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

DIIs -73052 -28557 67587 35363 90738 109662 42257 -35663 94846 275726 181482 527438 513343

FPIs 113136 97069 17946 20493 49234 34252 101111 170260 24004 -121439 171107 427 -130634
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The research recommendations and information are solely for the personal information of the authorized recipient and 

does not construe to be an offer document or any investment, legal or taxation advice or solicitation of any action 

based upon it. 

The research services (“Report”) provided is for the personal information of the authorized recipient(s) and is not for 

public distribution. The report is based on the facts, figures and information gathered from reliable sources that are 

considered true, correct and reliable. The report is provided for information of clients only and does not construe to 

be an investment advice. This report does not constitute an offer or solicitation for the purchase or sale of any financial 

instrument or as a confirmation of any transaction. Each recipient of this report should make such investigations as it 

deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in 

this report and should consult its own advisors to determine the merits and risks of such an investment. Such 

information has not been independently verified and no guaranty, representation of warranty, express or implied, is 

made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without 

notice. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. 

SSL is not obliged to update this report for such changes. SSL has the right to make changes and modifications at any 

time. This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to 

or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction 

where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what 

would subject SSL or its affiliates to any registration or licensing requirement within such jurisdiction. Stockholding 

Services Limited (formerly known as SHCIL Services Limited)-(SSL) and its associate companies, their directors and 

their employees shall not be in any way responsible for any loss or damage that may arise to any recipient from any 

inadvertent error in the information contained in this report or any action taken on the basis of this information. 

Disclosure 
 

StockHolding Services Limited (formerly known as SHCIL Services Limited) -(SSL) is a SEBI Registered Research 

Analyst having registration no.: INH000001121. SSL is a SEBI Registered Corporate Stock broker having SEBI 

Single Registration No.: INZ000199936 and is a member of Bombay Stock Exchange (BSE)- Cash Segment and 

Derivatives Segment, National Stock Exchange (NSE)-Cash, derivatives and Currency Derivatives Segments and 

Multi Commodity Exchange of India (MCX) – Commodity Derivative. SSL has registered with SEBI to act as 

Portfolio Manager under the SEBI (Portfolio Managers) Regulations, 2020, bearing registration no. INP000007304 

and also obtained registration as Depository Participant (DP) with CDSL and NSDL, SEBI Registration No.: IN-DP-

471-2020. SSL is a wholly owned subsidiary of Stock Holding Corporation of India Limited (StockHolding). 

StockHolding is primarily engaged in the business of providing custodial services, designated depository participant 

(DDP) post trading services, Depositary Participant Services, Professional Clearing Services, Authorized Person 

services in association with SSL. Neither SSL nor its Research Analysts have been engaged in market making activity 

for the companies mentioned in the report /recommendation. SSL or their Research Analysts have not managed or co–

managed public offering of securities for the subject company (ies) in the past twelve months. 

Registrations granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or 

provide any assurance of returns to investors. We also certify that no part of our compensation was, is, or will be 

directly or indirectly related to the specific recommendation(s) or view(s) in this report. 
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The Analysts engaged in preparation of this Report or his/her relative or SSL’s associates: - (a) do not have any 

financial interests in the subject company mentioned in this Report; (b) do not own 1% or more of the equity 

securities of the subject company mentioned in the report as of the last day of the month preceding the publication 

of the research report; (c) do not have any material conflict of interest at the time of publication of the Report.  

 

The Analysts engaged in preparation of this Report or his/her relatives or SSL’s associates:- (a) have not received 

any compensation from the subject company in the past twelve months; (b) have not managed or co-managed public 

offering of securities for the subject company in the past twelve months; (c)have not received any compensation for 

investment banking or merchant banking or brokerage services from the subject company in the past twelve months; 

(d) have not received any compensation for products or services other than investment banking or merchant banking 

or brokerage services from the subject company in the past twelve months; (e) has not received any compensation 

or other benefits from the subject company or third party in connection with the Report; (f) has not served as an 

officer, director or employee of the subject company; (g) is not engaged in market making activity for the subject 

company.                                                                                          

 

Investment in securities market are subject to market risks. Read all the related documents carefully before 

investing. Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM 

in no way guarantee performance of the intermediary or provide any assurance of returns to investors.  

 

"The securities quoted are for illustration only and are not recommendatory".  

 

The investor is requested to take into consideration all the risk factors before actually trading in equity and derivative 

contracts. For grievances write to grievances@stockholdingservices.com. 

 

 In case you require any clarification or have any query/concern, kindly write to us at 

ssl.research@stockholdingservices.com. 
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