
Airo International Research Journal      November , 2015 
ISSN: 2320-3714 Vol  VI 

Impact of Foreign Direct Investment on Indian Economy 

G.SUDHA RANI, Research Scholar, Sunrise University, Rajasthan 

Dr. BAWNA GARG, Supervisor, Sunrise University, Rajasthan 

Abstract 

With the start of globalization, creating nations, especially those in Asia, have been seeing 

a massive surge of FDI inflows amid the previous two decades. Despite the fact that India 

has been a latecomer to the FDI scene contrasted with other East Asian nations, its 

impressive business sector potential and a changed arrangement administration has 

managed its fascination as a good goal for outside financial specialists. This examination 

paper intends to inspect the effect of FDI on the Indian economy, especially following two 

many years of economic changes, and breaks down the difficulties to position itself 

positively in the worldwide rivalry for FDI. The paper gives the significant strategy 

suggestions from this investigation, other than drawing consideration on the complexities 

in deciphering FDI information in India. 

Introduction 

At the point when a firm controls (or have a 

solid say in) another firm found abroad, e.g. 

by owing more than 10% of its value, the 

previous is said "guardian venture" (or 

"speculator") and the last "remote member". 

For a nation, pulling in an inflow of FDI 

fortify the association with world exchange 

systems and money its improvement way. 

Be that as it may, one-sided generous FDI to 

a nation can make it reliant on the outer 

weight that remote proprietors may apply on 

it. Outside speculation assumes a huge part 

being developed of Indian economy. 

Numerous nations give numerous 

motivators to pulling in the outside direct 

speculation (FDI). Need of FDI relies on  

 

upon sparing and venture rate in any nation. 

Remote Direct speculation goes about as an 

extension to satisfy the crevice amongst 

venture and sparing. During the time spent 

economic advancement remote capital 

covers the household sparing imperative and 

give access to the predominant innovation 

that advances effectiveness and profitability 

of the current creation limit and produce 

new generation opportunity. 

Objectives: 

The research paper covers the following 

objectives: 

 To study the trends and pattern of 
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flow of FDI.  

 To assess the determinants of FDI 

inflows.  

 To evaluate the impact of FDI on 

the Indian economy.  

 To know the flow of investment in 

India  

Foreign direct investment in India: FDI 

and Economic Growth 

The authentic foundation of FDI in India 

can be followed back with the foundation of 

East India Company of Britain. English 

capital came to India amid the frontier 

period of Britain in India. After Second 

World War, Japanese organizations entered 

Indian market and upgraded their exchange 

with India, yet U.K. remained the most 

predominant financial specialist in India. 

Further, after Independence issues 

identifying with outside capital, operations 

of MNCs, picked up consideration of the 

strategy producers. Remembering the 

national interests the strategy creators 

composed the FDI approach which points 

FDI as a medium for procuring propelled 

innovation and to assemble remote trade 

assets. With time and according to economic 

and political administrations there have been 

changes in the FDI approach as well. The 

mechanical approach of 1965, permitted 

MNCs to wander through specialized joint 

effort in India. In this way, the 

administration received a liberal mentality 

by permitting more incessant value.  

In the basic face of Indian economy the 

administration of India with the assistance 

of World Bank and IMF presented the full 

scale economic adjustment and basic 

conformity program. As an aftereffect of 

these changes India open its way to FDI 

inflows and embraced a more liberal remote 

strategy with a specific end goal to 

reestablish the certainty of outside financial 

specialists. Further, under the new outside 

speculation approach Government of India 

constituted FIPB (Foreign Investment 

Promotion Board) whose primary capacity 

was to welcome and encourage remote 

venture  

The January–November period in 2013 saw 

mergers and acquisitions bargains worth US 

$ 26.76 billion in India, as per a review by 

assessment consultative firm Grant 

Thornton. 

Recent Developments 

New Zealand is hoping to set up an office in 

Mumbai to expand its instruction impression 

in India. It arrangements to set up a training 

advancement and business sector 

improvement part inside the New Zealand 

Consulate General, Mumbai. There was an 
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expansion of more than 10 for every penny 

in understudy visas issued to Indian 

nationals in 2013, making India among the 

quickest developing understudy markets for 

New Zealand.  

France's Lactalis, the greatest dairy items 

bunch on the planet, will in all likelihood 

purchase out Hyderabad-based Tirumala 

Milk Products for US $275–300 million. 

Lactalis has a yearly turnover of about US 

$21 billion. Tirumala had a turnover of Rs 

1, 424 crore (US$ 226.71 million) for FY 

2012–13. The Hyderabad-based 

organization, which was established in 

1998, makes dairy items, for example, 

desserts, seasoned milk, curd, frozen yogurt, 

and so on. 

Recent policy initiatives 

The Ministry of Home Affairs has at long 

last given the endorsement to the 

proposition of permitting FDI in railroads. 

The Cabinet Committee on Economic 

Affairs (CCEA) is required to consider the 

proposition. Outside speculators can put just 

in development and support of railroad 

activities, and not in operations.  

India's Prime Minister Mr. Manmohan 

Singh has looked for expanded Japanese 

interest in the nation. The two nations are as 

of now taking a gander at the likelihood of 

solid participation in ranges, for example, 

assembling and innovative work in the 

electronic business and vitality proficient 

and vitality sparing advances. "I accept 

there is gigantic undiscovered potential in 

our business ties, " Mr Singh said taking 

after the yearly summit level meeting 

amongst Japan and India. The nearness of 

Japanese organizations in India expanded by 

16 for every penny in 2013.  

Evaluation of FDI and GDP in India 

during (1991-92 to 2011-2012) 

The following table depicts the picture of 

FDI inflow and its impact on GDP. 
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The above table demonstrates the FDI inflow and GDP in India from the year 1991-92 to 

2011-2012(post-advancement period). The table expresses that India had demonstrated a 

lot of FDI inflow. It demonstrated that FDI inflow has been expanded by more than 210 

times amid the study period in light of the fact that the FDI Inflow has been expanded from 

Rs. 409 crore in 1991-92 to Rs. 173947 crore in 20011-2012. Because of mechanical up 

degree, access to worldwide administrative abilities and practices, ideal usage of human 

and characteristic assets, making Indian industry universally aggressive, opening up fare 

markets, giving in reverse forward linkages and access to global quality products and 

enterprises the Indian Government has utilized numerous means to pull in more FDI. The 

most astounding measure of FDI was gotten in the year 2011-2012, adding up to Rs. 

173947crore. The most noteworthy growth rate of FDI inflow is in the year 2006-07 i.e., 

186.9622 percent. The table likewise demonstrates that FDI as a rate of GDP was short of 

what one until 2005-06 after then it is expanding a seemingly endless amount of time. 

Future Outlook 

India is evaluated to require around US $ 1 trillion amid the twelfth Five-Year Plan period 

(2012–17), to reserve base in divisions, for example, streets, air terminals and ports. The 
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administration is changing FDI standards in development exercises and railroads, which 

could get ventures to meet the objective.  

The administration is likewise unwinding FDI standards in different divisions for outside 

financial specialists to contribute. FDI in multi-mark retail has been permitted up to 51 for 

each penny. The base necessity for the FDI is US$ 100 million, of which no less than 50 

for every penny must be put resources into 'backend framework' inside three years taking 

after the start of the FDI. FDI limit in single-brand retail has been expanded to 100 for each 

penny; 49 for each penny will be under the programmed course and the rest through the 

FIPB course. 

A Brief Review of The Literature: 

Agarwal and Khan led the study on "Effect of FDI on GDP: A Comparative Study of China 

and India", the study found that 1% expansion in FDI would bring about 0.07%increase in 

GDP of China and 0.02% increment in GDP of India. We likewise found that China's 

growth is more influenced by FDI, than India's growth [1].  

Kumar and Karthika discovered in their study on "Sectoral Performance through Inflows of 

Foreign Direct Investment (FDI)", that Foreign Direct Investment has a noteworthy part to 

play in the economic advancement of the host nation. A large portion of the nations have 

been making utilization of remote speculation and outside innovation to quicken the spot of 

their economic growth. FDI guarantees a gigantic measure of local capital, creation level 

and job open doors in the creating nations, which a noteworthy stride towards the economic 

growth of the nation [2].  

Conclusion 

India's Foreign Direct Investment (FDI) arrangement has been bit by bit changed to 

make the business sector more financial specialist neighborly. The outcomes have been 

empowering. Nowadays, the nation is reliably positioned among the main three worldwide 

venture goals by all universal bodies, including the World Bank, as per a United Nations 

(UN) report.  

For Indian economy which has enormous potential, FDI has had a positive effect. FDI 

inflow supplements household capital, and in addition innovation and abilities of existing 
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organizations. It likewise builds up new organizations. These add to economic growth of 

the Indian Economy. 

Current Challenges and Improvement Areas 

India is unquestionably a lucrative spot for FDI, yet there are positively a few difficulties 

and regions for development still present. Until, these regions are sharpened to 

flawlessness, India won't turn into the main spot for FDI.  

India is concentrating on boosting political and social soundness alongside an 

administrative situation. Disregarding the conspicuous points of interest of FDIs, there are 

many difficulties confronting bigger FDIs in India, for example,  

• Resource challenge: India is known not gigantic measures of assets. There is labor and 

huge accessibility of altered and working capital. In the meantime, there are some 

underexploited or unexploited assets. The assets are well accessible in the provincial and 

also the urban regions. The center is to build foundation 10 years down the line, for which 

the necessity will be a measure of about US$ 150 billion. This is the initial step to defeat 

challenges confronting bigger FDI.  

• Equity challenge: India is unquestionably creating in a much quicker pace now than 

before yet despite that it can be distinguished that improvements have occurred unevenly. 

This implies while the more urban ranges have been tapped, the poorer segments are 

insufficiently abused. To get the complete picture of growth, it is key to ensure that the 

country segment has pretty much the same measure of advancement as the urbanized ones. 

In this way, cultivating social uniformity and in the meantime, an adjusted economic 

growth.  

• Political Challenge: The backing of the political structure must be there towards the 

contributing nations abroad. This can be worked out when remote financial specialists set 

forward their influence for expanding FDI capital in different segments like managing an 

account, and protection. In this way, there must be a shared view between the Parliament 

and the Foreign nations putting resources into India. This would build the changes in the 

FDI range of the nation.  

• Federal Challenge: Very imperative among the real difficulties confronting bigger FDI, is 
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the need to accelerate the usage of approaches, tenets, and controls. The fundamental part is 

to keep the execution of arrangements in every one of the conditions of India at standard. In 

this manner, requesting measure up to speed in arrangement usage among the states in 

India is essential.  

• India should likewise concentrate on zones of neediness decrease, exchange 

advancement, and saving money and protection progression. Challenges confronting bigger 

FDI are not simply confined to the ones said above, in light of the fact that exchange 

relations with remote financial specialists will continually acquire new difficulties in 

speculations. 
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