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Abstract  

This paper probes the behavior of foreign portfolio flows and the interactions between flows and 

returns in one of the fastest growing emerging market, India. This study uses time varying generalized 

Hurst exponents and long memory volatility model combined with adaptive market framework to 

examine the issue. The results suggest that the degree of efficiency of stock market is time varying 

and inefficiency attracts excess returns seeking flows. But foreign institutional investors do not 

influence the level of efficiency in India. There exist a contemporaneous relationship between flows 

and returns volatility. This paper shows the significant influence of the push factors on the flows. The 

findings suggest effectiveness of present policy framework in India, and prudential norms are the best 

way to deal with the volatile portfolio flows. 
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