
© INNOVATIVE RESEARCH THOUGHTS   | REFEREED  |  PEER REVIEWED 

ISSN : 2454 – 308X   |   Volume :  03 , , Issue : 05 |  July - September 2017 

 

 

118 

 

Foreign Direct Investment: Impact on Indian Economy 

Dr. Kavita Saxena 

Associate Professor, Department of Economics 

D.N. (PG) College, Meerut, ks96735@gmail.com 

Abstract 

When a foreign investor invests in a business operating in a different economy than their own, 

they are known as "foreign direct investment" (FDI), or foreign investment. All long-term and 

short-term capital that a company has as evidenced in its balance of payments is included in 

this total figure. Participation in management, joint venture, transfer of technology and 

experience are all common ways in which it may be done. Foreign Direct Investment (FDI) is 

divided into two categories: "Inward Foreign Direct Investment" and "Outward Foreign Direct 

Investment," both of which lead to a net FDI inflow (positive or negative) and "Stock of 

Foreign Direct Investment." Investing directly does not include stock purchases. Foreign direct 

investment (FDI) is a kind of international factor movement that occurs. An investment in a 

foreign firm, often one that is owned by the foreign corporation. The simplest definition of FDI 

would be a company making a direct investment in another country's business. As a 

consequence of globalisation, FDI has increased dramatically in developing countries, 

particularly in Asia, during the previous two decades. The attractiveness of a more free policy 

environment has lasted despite India's late entry into the FDI arena, and it has a considerable 

market potential in comparison to other East Asian countries. A top choice for international 

speculators. The purpose of this study is to investigate the foreign investment's (FDI) influence 

on India's economy, especially after to place itself in an advantageous position in terms of 

economic changes and challenges There is a worldwide rivalry for foreign direct investment. 

Major policy decisions are made in this document.  
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Objectives: 

• “To study the trends and pattern of flow of FDI. 

• To study the FDI Policy in India 

• To study the Share of Top Investing Countries FDI Equity Inflows 

• To know the flow of investment in India” 
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Introduction 

Financial inflows from overseas that are invested in or used to increase the economic output of 

a country are known as foreign direct investment (FDI). FDI and economic growth have long 

been hotly debated topics in the international development community. The stability of FDI 

appears as an efficient avenue for quicker development in developing nations in an age of 

turbulent global capital flows. International investment is critical to the long-term growth of 

countries, not just as a source of cash and expertise, but also for improving the home economy's 

competitiveness and creating new job possibilities. In India, foreign direct investment (FDI) is 

seen as a development instrument that aids the country's economic growth by enabling it to 

become self-sufficient in a variety of industries. 

Foreign direct investment poured into India when it opened up its economy to the rest of the 

world in 1991. In developing nations like India, foreign direct investment (FDI) is typically 

seen as a key driver of economic progress. FDI stimulates domestic investment, increases 

human capital creation, and facilitates knowledge transfer in the host nations, all of which 

contribute to economic growth. 

Foreign Direct Investment in India 

A recent UNCTAD poll predicted that India will be the second most popular destination for 

foreign direct investment (FDI) after China by the years 2010-2012, based on a 1990 baseline 

of less than $1 billion. The data shows that services, telecommunications, construction, and 

computer software and hardware were the industries with the highest inflows. FDI from 

Mauritius, Singapore, the United States, and the United Kingdom were among the most 

common. The amount of foreign direct investment (FDI) in the United States in 2009-10 fell 

by five percent from the previous year's total of USD 27.33 billion. According to figures issued 

by the industry department, foreign direct investment in August fell by over 60% to around 

USD 34 billion, the lowest level in the 2010 fiscal year. All-time high FDI influx into India of 

$7.78 billion was recorded in the first two months of the 2010-11 fiscal year, an increase of 77 

percent over the previous year. 

FDI Policy in India 

Dictionary of Economics defines Foreign Direct Investment (FDI) as "investment in a foreign 

nation via the purchase of a local firm or by establishing a new operation on the site of an 

existing business." To put it another way, foreign direct investment (FDI) is money that comes 

into a country with the intention of being invested in or used to boost the country's 
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manufacturing capability. The Foreign Exchange Management Act (FEMA) 1999 and the FDI 

policies published by the Government of India control foreign investment in India. The Foreign 

Exchange Management (Transfer or Issue of Security by a Person Residing Outside India) 

Regulations, 2000 were published by the Reserve Bank of India (the "RBI"). In the course of 

time, this notice has been updated. The Government of India's Ministry of Commerce and 

Industry is in charge of overseeing the country's transportation sector's FDI policy and any 

adjustments to the sector-specific equity limit. The SIA (Secretariat for Industrial Assistance) 

of the Department of Industrial Policy and Promotion (DIPP) issues press releases announcing 

the FDI policy (DIPP). For the most part, international investors may invest in India without 

prior authorisation from the Reserve Bank of India (RBI) or Foreign Investment Promotion 

Board (known as FIPB). 

 

Findings 

Foreign investors have been flocking to India for a long time. Telecommunications, 

construction, and computer hardware and software have all seen significant influxes of foreign 

investment into India. According to a survey by AT Kearney, India ranks third in the worldwide 

FDI Confidence Index. Third position is held by investors in Europe and North America; fourth 

place is held by investors based in the Asia-Pacific region. Non-financial services investments 

are very strong in India, as are investments in heavy industry, light industry, and financial 

services. Foreign Direct Investment (FDI) inflows to India increased from US$25.1billion in 

2007 to US$41.6billion in 2008, despite the global economic crisis. Investors from all over the 

globe are drawn to the government's efforts to liberalise FDI regulations in 1991. 

 
TOTAL FDI INFLOWS (from April, 2000 to March, 2016): 

 
Sources: Fact Sheets on FDI, DIPP 

 

Source of FDI 

In 2008, India has 120 countries on its list of investment destinations, up from 15 in 1991. There are 

several sources of foreign direct investment (FDI) in India, however the majority of the FDI comes 

from a small number of nations. Over the period 1991-2008, Mauritius was the nation that invested the 



© INNOVATIVE RESEARCH THOUGHTS   | REFEREED  |  PEER REVIEWED 

ISSN : 2454 – 308X   |   Volume :  03 , , Issue : 05 |  July - September 2017 

 

 

121 

 

most in India. The United States, Singapore, the United Kingdom, the Netherlands, Japan, Germany, 

Cyprus, France, and Switzerland are among the other prominent investors. More than half of the 

country's FDI inflows come from only five countries: Mauritius, the United States, Singapore, the 

United Kingdom, and the Netherlands, according to an examination of FDI inflows during the previous 

eighteen years. Investors from Mauritius and the United States retain the top two spots in India's foreign 

direct investment (FDI) rankings. 

Top investing countries share 

 
Sectors wise Highest FDI Inflows: 
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Sources: Fact Sheets on FDI, DIPP 
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FDI- Sectoral Analysis 

Inflows of foreign direct investment (FDI) are now accepted in 63 industries, up from 16 in 

1991. Up to 2010, the service sector and the software and hardware industries each received 

22.14 percent and 9.48 percent of total FDI inflows, respectively. Then came the 

telecommunications, real estate, building, and car industries. Manufacturing, information, and 

professional, scientific, and technical services were the most popular industries for M&A 

activity in India. 

Conclusion 

When India's regulatory economic policies were overhauled to allow more foreign direct 

investment (FDI), the amount of FDI flowing into the economy surged to a structurally 

unprecedented level, which lasted for many years. 

There has been an up-and-down pattern recently. Indian infrastructure might be secured by 

FDI, allowing for a fast expansion of India's capital base. India's ability to attract foreign direct 

investment (FDI) in the long term is a favourable development. But there are certain 

drawbacks, such as the impact on local communities and the threat to domestic businesses from 

international competition. The Government should modify the sectoral cap and expand the 

automatic route to include additional sectors. In order to boost bilateral trade, India should also 

establish agreements on double taxation with foreign nations. The Government of India must 

thus implement innovative policies and excellent corporate governance procedures on par with 

international norms in order to attract more and more foreign money into different sectors of 

the economy and make India a developed economy. 
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