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How FPI flows have moved?

FPI flows in the past few months have been disappointing. This was in line with muted flows globally.
Heightened geopolitical tensions, pressure on currency and volatility in US treasury yields have
impacted investor confidence which in turn got reflected in muted flows. Going ahead with some
correction in US 10Y yield, some reversal in the trend may be expected.

How month wise flows have moved:

Since Aug’23, FPI flows have moderated considerably. From USS 6.8bn inflow seen in May’23, it fell to
USS 2.2bn in Aug’23. Both in Sep’23 and Oct’23, outflow amounted to USS$ 3.8bn. A multitude of
factors came into play which resulted in somber flows. Uncertainty over Fed policy outlook and the
puzzling growth inflation dynamics continue to weigh on US treasury yield, which exhibited sharp
upturn. Upside risks to inflation have also not receded completely. On top of that, heightened
geopolitical tensions have resulted in volatility in crude prices. Growth remained on a mixed footing.
While in the US some high frequency indicators pointed towards resilience; in Eurozone and China, it
remained uncertain. This impacted direction of flows.

Fig 1: Movement in FPI flows in FYTD24
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Source: NSDL, Bank of Baroda Economic Research, Data for Nov’23 till 8 Nov 2023, Debt includes the VRR route as well

Interestingly, equity flows pattern and Sensex moved in tandem. In 4 out of 6 months, Sensex has
moderated on a sequential basis and also witnessed flows getting hampered. Needless to say there is
no one to one correspondence as some degree of support is also provided by domestic intuitional
investors which have often countered these flows. In FYTD24 (Apr-Sep’23), net inflows under Mutual
Fund rose to Rs 2.1bn from Rs 427mn in the same period of previous year. Better quarterly earnings
of companies in Q1 especially profit indicators posting buoyant growth have helped in retaining
confidence of domestic investors.



Fig 2: Movement in Sensex and FPI equity flows
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Source: NSDL, Bank of Baroda Economic Research, Data for Nov’23 till 8 Nov 2023

In FYTD24, US 10Y yield went up considerably. Expectation of a tighter financial condition on the back
of overheated economic conditions have resulted in the same. Despite a falling gap between India and
US 10Y yield (in Apr’'23, it was at 373bps and in Nov’23 it is at 271bps; historical average spread is at
442bps), debt inflows have maintained some momentum. This is attributable to risk off sentiment in
the event when volatility in global markets have resurfaced due to uncertain geopolitical space.

Fig 3: Movement in US treasury yield and FPI debt flows
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How flows in other economies have moved?

In other EMs as well, there have been pressure with regard to flows. During Oct-Nov’23 period, there
have been outflow in the equity segment for almost all EMs. The more pronounced outflow is visible
in case of China, Taiwan, South Korea, amongst others. The macro indicators of these region are
currently giving very conflicting signals. In China, worries persist as major high frequency indicators
such as PMls, exports have remained benign. In economies such as Indonesia and South Korea inflation
is sticky and growth gaining ground. The future direction of flows will also be contingent on Fed’s
policy guidance.



Table 1: Fll outflow witnessed in major economies

Oct-Nov till date Equity, US$ bn Debt, US$ bn

us 29.4 78.2
Japan 21.6 -11.8
Vietnam -0.1

Philippines -0.2 0.9
Malaysia -0.3 -0.3
Thailand -0.5 0.9
Indonesia -0.6 -0.2
S. Korea -1.2 4.3
Taiwan -3.3

China -41.4 -20.3

Source: Bloomberg, Bank of Baroda Research, Outflows are marked in red

How sector wise flows have moved?

As per Assets under Custody as of 31 Oct 2023, sector wise data showed that financial services
followed by IT and oil and gas space dominated the flows in the equity segment.

Table 2: Fll flows of top 10 sectors
Shares of major sectors Equity Debt
Financial Services 32.7 5.5
Information Technology 9.8 0.1
Qil, Gas & Consumable Fuels 8.5 0.1
Fast Moving Consumer Goods 7.1 0.0
Automobile and Auto Components 6.7 0.0
Healthcare 5.4 0.1
Capital Goods 4.2 0.0
Power 35 0.9
Consumer Durables 35 0.0
Metals & Mining 2.8 0.4

Source: NSDL, Bank of Baroda Research

Way forward:

Going ahead, FPI flows will be contingent on a number of factors. The US 10Y yield movement
holds the key narrative. Fed officials gave mixed signals in their recent statement with
Minneapolis Fed President hinting at the fact that fight against inflation is still not over. Fed
Governor Waller on the other hand has called run up in US treasury yield as an ‘earthquake’
for the bond market. The direction of US 10Y yield is hard to predict, yet some correction in
the trajectory is expected in the near term, which might resume some flows into EMs.
Expectation that US Fed policy rate has already peaked will keep a lid on INR. Apart from this,
RBI’s intervention would also arrest fall in currency, this would likely support some degree of
flows in the coming months. Notably, in 4 out of the 7months in this fiscal, INR weakened and
this might be one of the factors that kept flows muted.

Q2 results of India Inc will also hold key to flows. Till now, corporate performance was marked
by higher profitability and lower volume growth, similar to the trend seen in last quarter.
However, pressure on margins were witnessed by major financial companies which has



impacted sentiments of investors. Hence some volatility in Fll flows might persist in this
earning season.
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