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Abstract

One of the most striking developments during the last two decades is the spectacular growth of FDI in
the global economic landscape. This unprecedented growth of global FDI in 1990 around the world
make FDI an important and vital component of development strategy in both developed and
developing nations and policies are designed in order to stimulate inward flows. In fact, FDI provides a
win - win situation to the host and the home countries. Both countries are directly interested in inviting
FDI, because they benefit a lot from such type of investment. The 'home' countries want to take the
advantage of the vast markets opened by industrial growth. On the other hand the 'host’ countries want
to acquire technological and managerial skills and supplement domestic savings and foreign
exchange. Moreover, the paucity of all types of resources viz. financial, capital, entrepreneurship,
technological know- how, skills and practices, access to markets- abroad- in their economic
development, developing nations accepted FDI as a sole visible panacea for all their scarcities. Further,
the integration of global financial markets paves ways to this explosive growth of FDI around the globe.
The growth of FDI is tremendous in India it was only 256 crores in 1948 which reached to 147518
crores in 2014. Further, the explosive growth of FDI gives opportunities to Indian industry for
technological up gradation, gaining access to global managerial skills and practices, optimizing
utilization of human and natural resources and competing internationally with higher efficiency. Most
importantly FDI is central for India's integration into global production chains which involves
production by MNCs spread across locations all over the world. The present paper has been aimed at to
find out the trends and patterns of flow of FDI, to assess the determinants of FDI inflows and to evaluate
theimpactof FDI on the Economy.
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Introduction

Foreign Direct Investment (FDI) in India is the invest directly in fast growing private Indian
major monetary source for economic businesses to take benefits of cheaper wages
development in India. Foreign companies and changing business environment of India.
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Economic liberalisation started in India in
wake of the 1991 economic crisis and since
then FDI has steadily increased in India. It
were Manmohan Singh and P. V Narasimha Rao
who brought FDI in India, which subsequently
generated more than one crore jobs. According
to the Financial Times, in 2015 India overtook
China and the US as the top destination for the
Foreign Direct Investment. In first half of the
2015, India attracted investment of $31 billion
compared to $28 billion and $27 billion of
Chinaand the USrespectively.

Routes: There are two routes by which India
gets FDI.

* Automatic Route: By this route FDI is
allowed without prior approval by
Government or Reserve Bank of India.

* Government Route: Prior approval by
government is needed via this route.
Foreign Investment Promotion Board is the

responsible agency to oversee this route.

Government Initiatives to Attract FDI

The Government of India has amended FDI
policy to increase FDI inflow. In 2014, the
government increased foreign investment
upper limit from 26% to 49% in insurance
sector. [t also launched Make in India initiative
in September 2014 under which FDI policy for
25 sectors was liberalised further. As of April
2015, FDI inflow in India increased by 48%
since the launch of "Make in India" initiative.
India was ranking 15th in the world in 2013 in
terms of FDI inflow, it rose up to 9th position in
2014 while in 2015 India became top
destination for foreign direct investment.
During 2014-15, India received most of its FDI
from Mauritius, Singapore, Netherlands, Japan
and the US.

On 25 September 2014, Government of India
launched Make in India initiative in which
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policy statement on 25 sectors were released
with relaxed norms on each sector. Following

are some of major sectors for Foreign Direct
Investment.

B. DIPP’S - FINANCIAL YEAR-WISE FDI EQUITY INFLOWS

(As per DIPP’S FDI database - equity capital components only)
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Major Sectors of FDI

1. Infrastructure: 10% of India's GDP is
based on construction activity. Indian
government has plans to invest $1 trillion
on infrastructure from 2012-2017. 40% of
this $1 trillion is to be funded by private
sector. 100% FDI under automatic route is
permitted in construction sector for cities
and townships.

2. Automotive: FDI in automotive sector was

increased by 89% between April 2014 to
February 2015. India is 7th largest
producer of vehicles in the world with 17.5
million vehicles annually. 100% FDI is
permitted in this sector via automatic route.
Automobiles shares 7% of the India's GDP.

. Pharmaceuticals: Indian pharmaceutical
marketis 3rd largestin terms of volume and

13th largest in terms of value. Indian
pharma industry is expected to grow at
20% compound annual growth rate from
2015t02020.100% FDI is permitted in this
sector.

. Service: FDIin service sector was increased

by 46% in 2014-15. Service sector includes
banking, insurance, outsourcing, research &
development, courier and technology
testing. FDI limit in insurance sector was
raised from 26% to 49% in 2014.

. Railways: 100% FDI is allowed under

automatic route in most of areas of railway
like High speed train, railway
electrification, passenger terminal, mass
rapid transport systems etc. Mumbai-
Ahemdabad high speed corridor project is
single largest railway project in India, other
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being CSTM-Panvel suburban corridor.
Foreign investment more than390,000
crore (US$13 billion) is expected in these
projects.

. Chemicals: Chemical industry of India
earned revenue of $155-160 billion in
2013. 100% FDI is allowed in Chemical
sector under automatic route. Except
Hydrocynic acid, Phosgene, Isocynates and
their derivatives, production of all other
chemicals is de-licensed in India. India's
share in global specialty chemical industry
is expected to rise from 2.8% in 2013 to
6-7%in2023.

7. Textile: Textile is one major contributor to

India's export. Nearly 11% of India's total
export is textile. This sector has attracted
about $1647 million from April 2000 to May
2015.100% FDI is allowed under automatic
route. During year 2013-14, FDI in textile
sector was increased by 91%. Indian textile
industry is expected reach up to $141
billion till 2021.

8. Airlines: Foreign investmentin a scheduled

or regional air transport service or
domestic scheduled passenger airline is
permitted to 100,with FDI up to 49%
permitted under automatic route and
beyond 49% through governmentapproval.
For airport modernization, 100 % FDI will
be allowed for existing airport under
automaticroute.

Positive Impact of FDI on Indian Economy

1. Economic Development Stimulation:

Foreign direct investment can stimulate the
target country's economic development,
creating a more conducive environment for
you as the investor and benefits for the local
industry.

2. Easy International Trade: Commonly, a

country has its own import tariff, and this is
one of the reasons why trading with it is
quite difficult. Also, there are industries that
usually require their presence in the
international markets to ensure their sales
and goals will be completely met. With FDI,
all these will be made easier.

. Employment and Economic Boost:

Foreign direct investment creates new jobs,
as investors build new companies in the
target country, create new opportunities.
This leads to an increase in income and
more buying power to the people, which in
turnleadstoan economicboost.

.Development of Human Capital

Resources: One big advantage brought
about by FDI is the development of human
capital resources, which is also often
understated as it is not immediately
apparent. Human capital is the competence
and knowledge of those able to perform
labor, more known to us as the workforce.
The attributes gained by training and
sharing experience would increase the
education and overall human capital of a
country. Its resource is not a tangible asset
that is owned by companies, but instead
something thatis onloan. With this in mind,
a country with FDI can benefit greatly by
developing its human resources while
maintaining ownership.

5. Tax Incentives: Parent enterprises would

also provide foreign direct investment to
get additional expertise, technology and
products. As the foreign investor, you can
receive tax incentives that will be highly
usefulin your selected field of business.

. Resource Transfer: Foreign direct

investment will allow resource transfer and
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other exchanges of knowledge, where
various countries are given access to new
technologies and skills.

. Reduced Disparity between Revenues

and Costs: Foreign direct investment can
reduce the disparity between revenues and
costs. With such, countries will be able to
make sure that production costs will be the
same and can be sold easily.

. Increased Productivity: The facilities and

equipment provided by foreign investors
can increase a workforce's productivity in
the target country.

. Increment in Income: Another big

advantage of foreign direct investment is
the increase of the target country's income.
With more jobs and higher wages, the
national income normally increases. As a
result, economic growth is spurred. Take
note thatlarger corporations would usually
offer higher salary levels than what you
would normally find in the target country,
which canlead toincrementinincome.

Negative Impact of FDI on Indian Economy

1.

Hindrance to Domestic Investment: As it
focuses its resources elsewhere other than
the investor's home country, foreign direct
investment can sometimes hinder domestic
investment.

. Risk from Political Changes: Because

political issues in other countries can
instantly change, foreign direct investment
is very risky. Plus, most of the risk factors
that you are going to experience are
extremely high.

. Negative Influence on Exchange Rates:

Foreign direct investments can occasionally

affect exchange rates to the advantage of
one country and the detriment ofanother.

4. Higher Costs: If you invest in some foreign
countries, you might notice that it is more
expensive than when you export goods. So,
it is very imperative to prepare sufficient
money to setup your operations.

5. Economic Non-Viability: Considering that
foreign direct investments may be capital-
intensive from the point of view of the
investor, it can sometimes be very risky or
economically non-viable.

6. Expropriation: Remember that political
changes can also lead to expropriation,
which is a scenario where the government
will have control over your property and
assets.

7. Negative Impact on the Country's
Investment: The rules that govern foreign
exchange rates and direct investments
might negatively have an impact on the
investing country. Investment may be
banned in some foreign markets, which
means that it is impossible to pursue an
inviting opportunity.

8. Modern-Day Economic Colonialism:
Many third-world countries, or at least
those with history of colonialism, worry
that foreign direct investment would result
in some kind of modern day economic
colonialism, which exposes host countries
and leave them vulnerable to foreign
companies' exploitations.

Conclusion

Investing into another country's economy,
buying into a foreign company or otherwise
expanding your business abroad can be
extremely financially rewarding and might
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provide you with the boost needed to jump to a
new level of success. However, foreign direct
investment also carries risks, and it is highly
important for you to evaluate the economic
climate thoroughly before doing it. Also, it is
essential to hire a financial expert who is
accustomed to working internationally, as he
can give you a clear view of the prevailing
economic landscape in your target country. He
can even help you monitor market stability
and predict future growth.

References

R. Nagaraji. "What Has Happened since 1991:
Assessment of India's Economic Reforms"
(PDF).Igidr.ac.in. Retrieved 2015-10-12.

"How the Indian economy changed in
1991-2011". The Economic Times. 24 July
2011.Retrieved 11 October 2015.

"India pips US, China as No. 1 foreign direct
investment destination". The Times of India.
30 September 2015. Retrieved 11 October
2015.

"India grabs investment league pole position".
Financial Times.

"Reserve Bank of India - Frequently Asked
Questions". Reserve Bank of India. Retrieved
11 October 2015.

"Eyeing big-billions in 2015, government rolls
out FDI red carpet". The Economic Times. 28
December 2014. Retrieved 11 October 2015.

"Govt initiatives help revive FDI inflow after 3-
year slump, up 54% in FY15". The Indian
Express. 31 August 2015. Retrieved 11
October 2015.

"FDI up 48% since 'Make in India' campaign
launch". The Economic Times. 14 July 2015.
Retrieved 2015-10-11.

ISTJun 25,2015 (2015-06-25). "India Attracts
Enough FDI to Join Global Top Ten - India Real

Time - WSJ". The Wall Street Journal.
Retrieved 2015-10-11.

"Welcome to India in Business".
Indiainbusiness.nic.in. Retrieved 2015-10-17.

"Government relaxes FDI norms for
construction, real estate sector”. The Indian
Express. 29 October 2014. Retrieved 11
October2015.

"FDI in automobile sector up 89% in
April-February FY'15". The Economic Times.
25May 2015. Retrieved 11 October 2015.

Invest India (16 March 2012). "Automobile”.
InvestIndia. Retrieved 11 October 2015.

"Indian Pharmaceutical Industry,
Pharmaceutical Industry In India, Pharma".
Ibef.org.2015-09-09. Retrieved 2015-10-17.

"Review of the policy on Foreign Direct
Investment in Pharmaceutical Sector - carve
out for medical devices". Pib.nic.in. 24
December 2014. Retrieved 11 October 2015.

"Government keeps 100% FDI policy in
pharma unchanged | Business Standard
News". Business Standard. Retrieved 11
October2015.

"FDI inflows in services sector increased by
46% in 2014-15: Department of Industrial
Policy and Promotion data". Economic Times.
15]June 2015. Retrieved 11 October 2015.

"Six insurance companies evince interest to
raise FDI cap to 49%". The Times of India.
Retrieved 2015-10-11.

"Railways". Make In India. Retrieved 2015-10-
13.

"Specialty chemicals industry: Making India a
global manufacturing powerhouse | Business
Standard News". Business Standard. Retrieved
2015-10-17.

“Textile Industry in India, Indian Textile
Industry, Garment Industry". Ibef.org.
Retrieved 2015-10-17.



