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Abstract - The presence of FII in India reduces the financial 

risk of Risk operators. How far this particular idea goes is the 

basic study of this Paper. This paper examines the 

relationship between NIFTY index and the flow of Foreign 

Institutional Investors and Foreign Direct Investment and the 

use of this by the stock market operators to mitigate Risk. 

Foreign Direct Investment as the name signifies insists on 

Gross investment in the economy which enhances the 

development process of the nation and adds to the skills of the 

workforce, resulting in buoyancy and radiance to the 

economy. This definitely helps in enhancing the Indexes 

which reflect the changes in Stock Markets.  

Secondly, the nature of the Foreign Institutional Investors is 

generally for a less time period it has an effect on the NIFTY 

but the fluctuations are of ephemeral changes, and like a 

bubble it goes off. The risk takers however mitigate Risk by 

working on both the scenes and will have different hedging 

and portfolio techniques. 
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1. Foreign Institutional Investors 

The presence of FII in India reduces the financial 

risk of Risk operators on stock market Exchange. 

Foreign Institutional Investors are financial 

companies or entities established or incorporated 

outside India and make proposals for Investments in 

India. The biggest source with which FII invest is the 

issuance of Participatory Notes, which are also 

called as P Notes or off shore Derivatives. These 

institutions work with assigned banks given to them 

by RBI. The FII invest in the stocks and debentures 

of the Indian Companies, through the Portfolio 

Investment Schemes. The Reserve Bank of India 

regularizes the limit of Investment of FII which on 

the Indian paid up capital is 24%, and for public 

sector banks the limit on paid up capital by FII is 

20%. This may change based on the approval of 

Board to 24% but only on sect oral cap of that 

segment. In the process of increasing the FII 

participation, SEBI has given approval to FII to 

invest in unlisted exchanges; this would imply that 

BSE and NSE can allot shares to FII also. Due to this 

stand it is but natural that more investing space has 

been given to stock operators and this will help them 

in enhancing their skills of Risk Mitigation. 

2. Risk Mitigation 

Risk mitigation techniques would imply a balanced 

risk taking, with a consideration of the right types of 

risk to balance with. The appropriate corporate 

governance structure for the risk taking firm would 

therefore require decision makers to be invested in 

the equity of the firm but to be diversified at the 

same time, which is a tough balance to maintain 

since one often precludes the other. 

The venture capital and private equity investors who 

provide equity for young, high growth firms are 

perhaps the closest that we get to this ideal. They 
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invest significant amounts in high-growth, high-risk 

businesses, but they spread their bets across multiple 

investments, thus generating diversification benefits. 

The essence of risk management is not avoiding or 

eliminating risk but deciding which risks to exploit, 

which ones to let pass through to investors and 

which ones to avoid or hedge. 

3. Types of Funds registered under FII 

The scope of being registered under FII for the 

purpose of Investment is quite large and broadly it 

includes pension funds, mutual funds, insurance 

companies, investment trusts, and university funds  

endowements, hedge funds, charitable funds, 

sovereign wealth funds , different foundation funds 

and many such type of funds that may also include 

Asset Management companies, Advisors and 

Institutional Portfolio set up by NRIs. They have 

their presence in India under the guidance and 

control of SEBI, and they must comply with the 

RBI’s exchange control regulations. 

The scope of FII not only is in the primary and 

secondary market but they can also invest in mutual 

funds, govrnment securities, derivatives traded on a 

recognized stock exchange and comercial papers, 

this can help in risk mitigation strategies. 

4. NSE high Beta 50 Index 

‘Nifty High Beta 50 Index is a well-diversified 50 

stock index. The index aims to measure the 

performance of the stocks listed on NSE that have 

High Beta. Beta can be referred to as a measure of 

the sensitivity of stock returns to market returns. The 

market is represented by the performance of the 

Nifty 50. In order to make the 50 stock index 

investible and replicable, criteria’s such as turnover 

and market capitalization are applied while selection 

of securities. Nifty High Beta 50 Index can be used 

for a variety of purposes such as benchmarking fund 

portfolios, launching of index funds, ETFs and 

structured products. This index is rebalanced on 

quarterly basis and is managed by IISL. the 

eligibility criteria is that the companies should be out 

of the top 300 companies by average free-float 

market capitalization and aggregate turnover for the 

last six months The company should have a listing 

history of 1 year. The company's trading frequency 

should be 100% in the last one year period. Beta of 

eligible securities is calculated using 1 year trailing 

prices (Adjusted for corporate actions) are ranked in 

descending order. Top 50 securities with high beta 

form part of the index. Securities having beta greater 

than 1 will be selected to form part of the index at 

each review. In case this criterion is not fulfilled, 

scrip with highest beta in replacement pool will be 

considered for selection.  

5. Research Methodology 

The research is exploratory in nature and is based on 

secondary data. 

6. Area of Study 

FII and NSE high Beta 50 Index for the first 

fortnight of June 2016 
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Research Instrument   

Published data of SEBI and NIFTY 

Data Representation 

Data has been collected from the sites of Sebi and 

Nifty. The transactions of FII in terms of equity and 

debt for the month of May and 12 June 2016 have 

been taken and the NSE high Beta Index is taken. 

The table consists of FII/FPI trading activity on 

NSE, BSE and MSEI on Capital Market Segment. 

The following is combined FII/FPI trading data 

across NSE, BSE and MSEI collated on the basis of 

trades executed by FIIs/FPIs and the turnover of 

NSE high beta 50 indexes is given: 

Table 

The above report is compiled on the basis of reports 

submitted to SEBI by custodians and constitutes 

trades conducted by FIIs on and up to the previous 

trading day. 

Source: 

http://www.moneycontrol.com/india/stockmarket/for

eigninstitutionalinvestors/09/49/activity/FII/2016052

01606 

Analysis The stock market operators in the process 

of Risk mitigation strategy will indulge in active 

trading strategy with the FII incoming or increase of 

their activity on the exchange as this will help them 

in taking advantage of different indexes and 

diversifying the unsystematic risk. As can be seen in 

table 1 the FII increased activity in Equity and along 

with that the trading on high beta index was high in 

the month of May 2016 , when the FII decreased its 

activity in equity in the half month of June, the 

turnover of NSE high beta 50 index too came down. 

The Covariance calculated is Rs. 43312.83773 and 

the correlation is 0.09443266 (Calculated by Excel) 

Covariance and correlation are closely related and 

measure the level of dependence. The index taken 

for study is highly sensitive to changes in the stock 

market operation as high beta index is greatly 

sensitive to changes and therefore a covariance of 

the given level and correlation value of 0.094 would 

indicate a high level dependence of the two. 

Date 

FII 

purchases 

(Rs. In Crs.) 

NSE high Beta 50 

Index (Rs. 

Turnover) 

1/6/16 
2886.71 5002.1 

2/6/16 
3847.7 4316.09 

3/6/16 
3510.34 4695.16 

6/6/16 
3552 3846.32 

7/6/16 
4207.27 5308.06 

8/6/16 
6011.96 4932.06 

9/6/16 
5016.42 4514.43 

1o/6/16 
5571.69 4496.2 

13/6/16 
4472.29 3767.56 
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Secondly the published correlation between Nifty 

(50) and Beta Nifty (50) is 0.84 in 2015 and till date 

2016, it is 0.87. 

7. Conclusions and Findings 

From the above it can be concluded that 

1. The increased level of FII in different form as 

been revised by RBI and SEBI is a welcome sign 

for the business sector as this enhances the equity 

participation of FII and hence results in capital 

width in the economy. 

2. The FII being in almost any type of accumulated 

funds can be invested in the emerging economies 

and hence the parallel economies running in 

different countries can come at par with the 

growth and enhancing growth. This will result in 

Risk mitigation not only of the stock investors 

but also reduces the risk of the FII. 

3. High beta indexes are the equities which 

demonstrate a greater level of vulnerability 

therefore it also depict the sensitivity of 

systematic risk in risk mitigation practices. 

4. FII as depicted helps in enhancing the trading 

activities on the bourses. 

5. The pooling on different types of funds helps in 

reducing the risk as the capital deepening and 

increased turnover on the exchange will result in 

high price earnings ratio. 

6. The additional risk taking improves operating 

performance or leads to higher stock prices.  

7. The Indian economy requires equity participation 

even in Micro small and medium enterprises 

hence an increase activity of FII and widening its 

scope to unregistered bourses will help in the 

growth of the economy as FII incoming is 

welcomed as a technique for Risk Mitigation. 
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