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SHIFTING DYNAMICS

OF EQUITY MARKET

The rise of Dlls as dominant shareholders in equity market
captures a structural change, but FPIs matter

'SUNDAR SETHURAMAN & SAMIE MODAK
Mumbai, 7 May

n a significant shift, domestic insti-

tutional investors (DIIs), primarily

mutual funds and insurance com-

panies, have surpassed foreign port-
folio investors (FPIs) as dominant share-
holders  in India’s equity market.
According to Prime Database, DIIs held a
17.62 per cent stake in companies listed on
the National Stock Exchange (NSE), edg-
ing out FPIs at 17.22 per cent, as of March
2025. This is the first time DIIs have over-
taken FPIs since tracking began in 2009,
with the value of DII holdings reaching
Z71.76 trillion, 2 per cent higher than that
of FPIs.

Adecadeago, FPIsdominated with
lead of over 10 percentage points. DII
holdings were worth half of FPIs’ at
that point.

This transformationsignalsa
structural change in India’s capital
markets, driven by asurge in domestic
retail participation —both viadirect
equity investingand through the mutual
fund systematic investment plan (SIP)
route. Butwhat does this mean for
markets, howdoes it compare globally,
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Markets have clocked strong gains since FY22 despite record selloff by FPIs
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and do FPIsstill matter?

Amoreresilient market

Theriseof DIIsasthelargest non-
promotershareholder category has
fundamentally altered the dynamics of
India’s equity markets. “Indians are
puttingmoney in equities—something
thatthey never used toearlier.... Because
ofthat, DIlsare getting money, and they '
areinvesting,”says Jyotivardhan
Jaipuria, founder and managing director
of Valentis Advisors. This influx, fuelled
by retailinvestors channelling savings
into mutual funds via SIPs (systematic
investmentplans), has made domestic
money astabilising force. Unlike FPIs,
whose capital flows are often volatile,
-domestic fundsare “stickier,” asJaipuria
notes, remaininginvested through
marketcycles.

Thisstabilitywasevident in recent
months. “In thelast sixmonths, FPIs have
sold quitealotin the market, but the
market fall was not very sharp, unlikein
2008,” Jaipuria explains.

InOctober2024, DIIsabsorbed overi
trillion in FPIselling, preventinga market
rout,accordingto Trivesh D, chief
operatingofficer of Tradejini. The contrast
with pastcrises, like the2008 Lehman
collapse when FPIselling triggered asharp
Sensexdecline, isstark. “Inreality, thisisa
domesticretail investorboom becausethe
retail investor money is poweringthe
DIIs,” says Chokkalingam G, founder of
Equinomics. Theresultisamarketless
pronetopanic-driven crashes.

The growinginfluence of DIIs,
alongside retail and high-net-worth
individuals (HNIs), who collectively hold
271per cent of the marketas of March
2025, hasreduced the market’s
dependenceon foreign capital.

“Foryears, FPIshave been thelargest
non-promotershareholder category with
their investment decisions having a huge
bearingon the overall direction of the
market. Thisisnolongerthe case,” says
PranavHaldea, managingdirector of
Prime Database Group. Domestic mutual
funds, in particular, have hita milestone,
with theirownership reaching10.35 per
centinthe March quarter, a double-digit
figure forthe
firsttime.

Global context: A unique position
India’sshift toward domesticinvestor
dominancesetsitapart from many
emerging markets, where FPIs often hold
sway. “Inthelast two decades ormore,
FPIs have pressed thesell button in all
emerging markets, including India,
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The value of DIl holdings at one point
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whenever there wasa crisis globally,”
points out Ambareesh Baliga, an
independent equity analyst. In contrast,
India’s Dil-led market isincreasingly
insulated fromglobalshocks. “This pole
position of DIls makes our marketssafer
astheyarebacked by SIP flows, which are
continuousand long-termin nature,
unlike the fickle-minded FPIs,”

Baliga adds.

Globally, markets like the US or Japan
also benefit from strongdomestic
participation, but India’s trajectoryis
unique duetoitsdemographicand
economic profile. “DIl ownership will rise
from here on as we have ayoung
population, and they will continue to
converttheirsavingsinto equities,” notes
anindustry expert. With India’s economy
projected to grow at 5-6 per cent annually,
risingincomes and financial literacy are
driving more savings into equities. This
contrasts with other emerging markets,
where domesticinstitutional frameworks
may beless developed, leaving them more
exposed to FPI outflows.

However, India’s high valuations have
occasionally deterred FPIs. “Becauise
Indiahasbecome expensive, we have seen
salesinIndia,” Jaipuriaobserves. Yet,
Indiaremainsabrightspotglobally.

“FPIscanturnbuyersin the future
because they always look for stableand
growing economies, and Indiais
undoubtedly the buy spot,” Baliga says.

| India’srelative attractivenessis enhanced

by global trade dynamics, particularlyif
US tariffs target export-oriented
economieslike China. “Iftariffsare high
against China and other export-oriented
economies, thenIndiacangainasan

economy largely unaffected by UStrade
policy,”an expert suggests.

TheEnduringImportance of FPIs

Despitethe uptickshowed by DIIs,
FPIsremain critical. “FPIsarestill
important because theyhold a significant
numberofsharesin the market,” Jaipuria
emphasises. Their17.22 per cent stake,
while slightly below DIIS’, represénts
substantial capital. FPIsalso bring
liquidity, global expertise, and signals of
confidencetointernational investors. “If .
foreign investors were to buy
significantly, that could be a catalyst for
markets as it would have two strong
buyers,” said the expert quoted earlier.

FPIs’roleis particularly relevant in the
short term, asthey are currently
underweightin India.

“Intheshort term, FPIownership will
riseasIndiaislookingrelatively attractive
now,” Jaipuria predicts. However, their
participation hinges on valuationsand
global factors, such as US trade policies. A
favourable tariff environment could spark
FPIinflows, potentiallyleadingto “a
shortage of paperand major bullishness,”
asBaliga suggests. :

Yet, the long-term trend suggests
further dominance by DIIs. “In thelong
run, DIlownership will go upas more
domesticsavings getchannelised into
equities,” Jaipuria explains. The steady
risein SIPs, which have forcedmutual
fundsto deploy capital, underscores this
shift. “DIIs overtaking FPIs was bound to
happen atsome time asthe SIPs were
shootingup,” Baliga notes. This domestic
resilience reducesthe market’s
vulnerability to FPI exits, arecurring
challenge in pastglobal crises.

Lookingahead

Domestic household flows through SIP
and the Employees’ Provident Fund
Organisation (EPFO) routes could be
upwards of%3 trillion a year into equities
each fiscal year, according toanalysts.
This hasalreadybeen playingoutin
recent years. In FY25, the net DII flows
stood atalmostZ6 trillion, while in the
preceding three financial yearsit was
upwards of 22 trillion. Overseas funds
have been net sellersduringthree out of
the previous four financial years. [ggring
thejust-concluded FY25, overseas funds
pulled out nearly1.3trillion. Despite that,
the benchmark Nifty managed to ekeout
againofover5percent.

Indeed, the interplay between
domesticand foreign capital willshape
India’sequity markets. But for now,
DIIsare firmly in thedriver’sseat, steering
the market toward amoreresilient future.




