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ABSTRACT 

Foreign Direct investment plays a very crucial role in the upliftment of the nation. 

When domestically available capital is insufficient for the purpose of overall development 

of the country, foreign capital is seen as a way of filling up this gap. India can attract much 

larger foreign investments than it has done in the past. FDI inflows to India remained 

sluggish, when global FDI flows to EMEs had recovered in 2017- 18, despite sound 

domestic economic performance ahead of global recovery. This paper gathers evidence 

through a panel exercise that actual FDI to India during the year 2017-18 fell short of its 

potential level. An attempt is made through this paper to know the FDI equity inflows from 

various countries to India.  

KEYWORDS: FDI, OECD, MNCS, OGL, SIA, FIPB, OCB’s, MIGA, NRI’s, FEMA, 

FERA, FIIA, GIIN’s, UNCTAD. 

INTRODUCTION 

Foreign direct investment (FDI) is an investment made by a company or individual in one 

country in business interests in another country, in the form of either establishing business 

operations or acquiring business assets in the other country, such as ownership or controlling 

interest in a foreign company. Foreign direct investments are distinguished from portfolio 

investments in which an investor merely purchases equities of foreign-based companies. The key 

feature of foreign direct investment is that it is an investment made that establishes either 

effective control of, or at least substantial influence over, the decision making of a foreign 

business. The role of Foreign Direct Investment (FDI) in this development is very crucial. It is 

widely recognized that foreign direct investment (FDI) produces economic benefits to the 

recipient countries by providing capital, foreign exchange, technology and by enhancing 

competition and access to foreign markets. Foreign Direct Investment take place when an 

investor based in one country acquires asset in another country in this process, the company 
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investing in the host country also transfers assets such as technology, management and 

marketing. 

The Organization of Economic Cooperation and Development (OECD) define control as 

owning 10% or more of the business. Businesses that make foreign direct investments are often 

called multinational corporations (MNCs) or multinational enterprises (MNEs). An MNE may 

make a direct investment by creating a new foreign enterprise, which is called a ‘Greenfield 

investment’, or by the acquisition of a foreign firm, either called an acquisition or Brownfield 

investment. 

According to the IMF and OECD definitions, direct investment reflects the aim of 

obtaining a lasting interest by a resident entity of one economy (direct investor) in an enterprise 

that is resident in another economy (the direct investment enterprise). The ―lasting interest 

implies the existence of a long-term relationship between the direct investor and the direct 

investment enterprise and a significant degree of influence on the management of the latter. 

Direct investment involves both the initial transaction establishing the relationship between the 

investor and the enterprise and all subsequent capital transactions between them and among 

affiliated enterprises, both incorporated and unincorporated.  

SIGNIFICANCE 

1. Through foreign direct investment (FDI) corporations extend their business activity into 

foreign countries. 

2. The main object of FDI is to acquire or retain control over markets and/or productive 

resources. 

3. Major areas of FDI are: oil, coal and ores, as well as service sector including banking/ 

finance, legal services, marketing and distribution. 

4. Capital movement in the form of foreign investment is advantageous to the economies of 

both the lending and borrowing nations. 

5. To the lending country, foreign investments may prove to be an additional source of 

supply of the required products when investment is made in the exporting industries 

abroad. Lending of capital raises the purchasing power of borrowing nations in the 

foreign market which may enable the lender country to increase its exports. 
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6. FDI offers number of benefits like overture of new technology, innovative products, and 

extension of new markets, opportunities of employment and introduction of new skills 

etc., which reflect in the growth of income of any nation. 

7. Foreign direct investment is one of the measures of growing economic globalization. 

Investment has always been an issue for the developing economies such as India. The 

world has been globalizing and all the countries are liberalizing their policies for 

welcoming investment from countries which are abundant in capital resources. 

8. The countries which are developed are focusing on new markets where there is 

availability of abundant labors, scope for products, and high profits are achieved. 

Therefore Foreign Direct Investment (FDI) has become a battle ground in the emerging 

markets. 

FDI POLICY IN PRE-LIBERALISATION PERIOD 

Historically, India had followed an extremely cautious and selective approach while 

formulating FDI policy in view of the dominance of import-substitution strategy of 

industrialization. With the objective of becoming self reliant, there was a dual nature of policy 

intention – FDI through foreign collaboration was welcomed in the areas of high technology and 

high priorities to build national capability and discouraged in low technology areas to protect and 

nurture domestic industries. The regulatory framework was consolidated through the enactment 

of Foreign Exchange Regulation Act (FERA), 1973 wherein foreign equity holding in a joint 

venture was allowed only up to 40 per cent. Subsequently, various exemptions were extended to 

foreign companies engaged in export oriented businesses and high technology and high priority 

areas including allowing equity holdings of over 40 per cent. Moreover, drawing from successes 

of other country experiences in Asia, Government not only established special economic zones 

(SEZs) but also designed liberal policy and provided incentives for promoting FDI in these zones 

with a view to promote exports. As India continued to be highly protective, these measures did 

not add substantially to export competitiveness. Recognizing these limitations, partial 

liberalisation in the trade and investment policy was introduced in the 1980s with the objective 

of enhancing export competitiveness, modernization and marketing of exports through 

Transnational Corporations (TNCs). The announcements of Industrial Policy (1980 and 1982) 

and Technology Policy (1983) provided for a liberal attitude towards foreign investments in 
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terms of changes in policy directions. The policy was characterized by de-licensing of some of 

the industrial rules and promotion of Indian manufacturing exports as well as emphasizing on 

modernization of industries through liberalized imports of capital goods and technology. This 

was supported by trade liberalization measures in the form of tariff reduction and shifting of 

large number of items from import licensing to Open General Licensing (OGL). 

FDI POLICY IN POST-LIBERALISATION PERIOD 

A major shift occurred when India embarked upon economic liberalization and reforms 

program in 1991 aiming to raise its growth potential and integrating with the world economy. 

Industrial policy reforms gradually removed restrictions on investment projects and business 

expansion on the one hand and allowed increased access to foreign technology and funding on 

the other. A series of measures that were directed towards liberalizing foreign investment 

included:  

(i) Introduction of dual route of approval of FDI – RBI‟s automatic route and 

Government’s approval (SIA/FIPB) route,  

(ii) Automatic permission for technology agreements in high priority industries and 

removal of restriction of FDI in low technology areas as well as liberalisation of 

technology imports 

(iii) Permission to Non-resident Indians (NRIs) and Overseas Corporate Bodies (OCBs) to 

invest up to 100 per cent in high priorities sectors,  

(iv) Hike in the foreign equity participation limits to 51 per cent for existing companies 

and liberalization of the use of foreign brands name. 

(v) Signing the Convention of Multilateral Investment Guarantee Agency (MIGA) for 

protection of foreign investments. These efforts were boosted by the enactment of 

Foreign Exchange Management Act (FEMA), 1999 [that replaced the Foreign 

Exchange Regulation Act (FERA), 1973] which was less stringent. This along with 

the sequential financial sector reforms paved way for greater capital account 

liberalization in India. 

Investment proposals falling under the automatic route and matters related to FEMA are dealt 

with by RBI, while the Government handles investment through approval route and issues 
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that relate to FDI policy per se through its three institutions, viz., the Foreign Investment 

Promotion Board (FIPB), the Secretariat for Industrial Assistance (SIA) and the Foreign 

Investment Implementation Authority (FIIA). 

FDI under the automatic route does not require any prior approval either by the Government or 

the Reserve Bank. The investors are only required to notify the concerned regional office of the 

RBI within 30 days of receipt of inward remittances and file the required documents with that 

office within 30 days of issuance of shares to foreign investors. Under the approval route, the 

proposals are considered in a time-bound and transparent manner by the FIPB. Approvals of 

composite proposals involving foreign investment/ foreign technical collaboration are also 

granted on the recommendations of the FIPB. 

FDI INFLOW ROUTES: 

An Indian company may receive Foreign Direct Investment under the two routes as given 

under: 

1. Automatic Route: FDI in sectors /activities to the extent permitted under the automatic route 

does not require any prior approval either of the Government or the Reserve Bank of India.  

2. Government Route: FDI in activities not covered under the automatic route requires prior 

approval of the Government which is considered by the Foreign Investment Promotion Board 

(FIPB), Department of Economic Affairs, and Ministry of Finance, Government of India. 

 

GOVERNMENT INITIATIVES 

 The Department of Industrial Policy and Promotion (DIPP) approved nine Foreign Direct 

Investments (FDIs) worth Rs 5,000 crore (US$ 780.43 million), including Amazon 

India's Rs 3,500 crore (US$ 546.3 million) proposed investment. 

 In September 2017, the Government of India asked the states to focus on strengthening 

single window clearance system for fast-tracking approval processes, in order to increase 

Japanese investments in India.  

 The Ministry of Commerce and Industry, Government of India has eased the approval 

mechanism for foreign direct investment (FDI) proposals by doing away with the 

approval of Department of Revenue and mandating clearance of all proposals requiring 

approval within 10 weeks after the receipt of application. The Department of Economic 
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Affairs, Government of India, closed three foreign direct investment (FDI) proposals 

leading to a total foreign investment worth Rs 24.56 crore (US$ 3.80 million) in October 

2017. 

 India and Japan have joined hands for infrastructure development in India's north-eastern 

states and are also setting up an India-Japan Coordination Forum for Development of 

North East to undertake strategic infrastructure projects in the northeast. 

 The Government of India is in talks with stakeholders to further ease foreign direct 

investment (FDI) in defence under the automatic route to 51 per cent from the current 49 

per cent, in order to give a boost to the Make in India initiative and to generate 

employment. 

 The Central Board of Direct Taxes (CBDT) has exempted employee stock options 

(ESOPs), foreign direct investment (FDI) and court-approved transactions from the long 

term capital gains (LTCG) tax, under the Finance Act 2017.  

 The Union Cabinet has approved raising of bonds worth Rs 2,360 crore (US$ 365.63 

million) by the Indian Renewable Energy Development Agency (IREDA), which will be 

used in various renewable energy projects in FY 2017-18. 

 The Government of India is likely to allow 100 per cent foreign direct investment (FDI) 

in cash and ATM management companies, since they are not required to comply with the 

Private Securities Agencies Regulations Act (PSARA). 

 The Government of India plans to scrap the Foreign Investment Promotion Board (FIPB), 

which would enable the foreign investment proposals requiring government approval to 

be cleared by the ministries concerned, and thereby improve the ease of doing business in 

the country. 

 

FDI INFLOWS IN INDIA: An Analysis 

An attempt is made in the following pages to analyze the flow of FDI. The flow & FDI into 

India under the heads viz. 

a) Sectors Attracting Highest FDI Equity Inflows. 

b) Share of Top Investing Countries in FDI Equity. 

c) Financial Year wise Equity Inflows. 
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a) SECTORS ATTRACTING HIGHEST FDI EQUITY INFLOWS. 

Table 1 

Sectors Attracting Highest FDI Equity Inflows 

 

Source: FDI Statistics, Department of Industrial Policy and Promotion, Ministry of 

Commerce & Industry, Government of India. 

Note: The Figures shown in the bracket indicates in US$ - in Million. 

 

The above table shows the Sector wise FDI inflows from 2015 – 16 to 2017 – 18. During 

the study period 2015 – 18, it is inferred that Services sector shown a highest percentage of Total 

FDI Inflows i.e. 18% and the cumulative FDI inflows shown from the year 2000 to 2017 is 

328,702 crores.  
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The Computer and Hardware sector showed 8% of the total inflows. The cumulative FDI 

inflows shown from the year 2000 to 2017 is Rs 145,269 Crores. The Construction 

Development, Housing, Townships and Infrastructure reported 7% of the Total Inflows. The 

cumulative FDI inflows shown from the year 2000 to 2017 is Rs 116255 Crore. 

The Telecommunications Sector showed 7% of the total inflows.The cumulative FDI 

inflows shown from the year 2000 to 2017 is Rs 130,729.  

The Automobile Industry 5% of the total inflows. The cumulative FDI inflows shown 

from the year 2000 to 2017 is Rs 96,831Crores. 

The Drugs & Pharmaceuticals Sector showed 4% of the total inflows.The cumulative FDI 

inflows shown from the year 2000 to 2017 is Rs 77631 Crores. 

The Trading Sector showed 4% of the total inflows.The cumulative FDI inflows shown 

from the year 2000 to 2017 is Rs 89,513 Crores. 

The Chemicals (Other Than Fertilizers) sector showed 4% of the total inflows. The 

cumulative FDI inflows shown from the year 2000 to 2017 is Rs 96,831Crores. 

The Power sector showed 3% of the total inflows. The cumulative FDI inflows shown 

from the year 2000 to 2017 is Rs 61,226 Crores. 

The Hotel and Tourism showed 3% of the total inflows. The cumulative FDI inflows 

shown from the year 2000 to 2017 isRs 58,001 Crores. 
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b) SHARE OF TOP INVESTING COUNTRIES IN FDI. 

 

Table 2 

Share of Top investing Countries FDI equity inflows from 2015 – 16 to 2017 - 18 

 

Source: Department of Industrial Policy and Promotional, Statistical Report, Ministry of 

Commerce & Industry, Government of India. 

Note: The Figures shown in the bracket indicates in US$ - in Million. 

 

The Above table shows the FDI equity inflows from 2015 – 16 to 2017 – 18. During the 

study period 2015 – 18, it is inferred that Mauritius had a highest percentage of Total FDI 

Inflows i.e. 34% and the cumulative FDI inflows shown is 607,177crores. UAE had a lowest 

percentage of Total FDI equity inflows i.e. 1% and the cumulative FDI inflows shown is Rs 

26,557 Crores. Singapore had 17% of the Total FDI equity inflow and a cumulative FDI inflow 

shown is Rs 334,445Crores. Japan had 8 % of the Total FDI equity inflow and the cumulative 
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FDI inflows shown are Rs 145, 159 Crores. UK had 7 % of the Total FDI equity inflows the 

cumulative FDI inflows shown is Rs 126,449 Crores. Netherlands reported 6% of the Total FDI 

equity inflows the cumulative FDI inflows shown areRs 120,931 Crores.Netherlands reported 

6% of the Total FDI equity inflows the cumulative FDI inflows shown are Rs 114,788 Crores. 

Germany reported 3% of the Total FDI equity inflows the cumulative FDI inflows shown are Rs 

57,186 Crores. Cyprus reported 3% of the Total FDI equity inflows the cumulative FDI inflows 

shown are Rs 47,518 Crores. France reported 2% of the Total FDI equity inflows the cumulative 

FDI inflows shown are Rs 31,270 Crores. 

The Total FDI inflow from all the countries is Rs 1,854,642 Crore, and the Total FDI 

inflows during 2016 – 17 is comparatively higher than that of 2015 – 16 and 2017 – 18 which is 

Rs 291,696.  

 

C) FINANCIAL YEAR WISE EQUITY INFOWS 

Table 3  

YEAR WISE FDI EQUITY INFLOWS IN INDIA FROM 2000 – 01 TO 2016 - 17 

Financial Year (Apr-Mar) Amount of FDI Inflows % growth over the 

previous year In Rs (Cr) In USD 

(Million) 

2000 – 01 10,733 2,463 _ 

2001 - 02 18,654 4,065 ( + ) 65  

2002 – 03 12,871 2,705 ( - ) 33  

2003 – 04 10,064 2,188 ( - ) 19  

2004 – 05 14,653 3,219 ( + ) 47  

2005 – 06 24,584 5,540 ( + ) 72  

2006 – 07 56,390 12,492 (+ )125  

2007 – 08 98,642 24,575 ( + ) 97  

2008 – 09 142,829 31,396 ( + ) 28  

2009 -10 123,120 25,834 ( - ) 18  

2010 - 11 97,320 21,383 ( - ) 17  

2011 - 12 165,146 35,121 (+)  64  
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2012 - 13 121,907 35,121 (-) 36  

2013 – 14 147,518 24,299 (+)  8 

2014 – 15 189,107 30,931 (+)  27 

2015 – 16 262,322 40,001 (+) 29 

2016 - 17 291,696 43,478 (+) 9 

Cummulative Total 

(from April 2000 to 

March 2017) 

 

1,787, 556 

 

332,113 

 

_ 

 

CAGR 

 

         18.40 

         Note: The amount of inflows includes for Govt. route (FIPB/SIA), RBI’s automatic route, acquisition of  

                      shares and amount remitted through RBI’s-NRI Schemes (2000-02). 

During the Study period the FDI inflows is much Higher in 2016 – 17, Rs 291,696 Crore 

(43478 USD) and it is much lesser during 2000 – 01, Rs 10,733 (2,463 USD). The Percentage of 

Growth over the previous year is seen much higher during the year 2006 – 07 (+125 %) and the 

amount of FDI inflows is Rs 56,390 Crore. The Percentage of Growth over the previous year is 

seen much lower during the year 2012 – 13 since the amount of FDI inflows is lesser than the 

previous year i.e. Rs.121,907 Crore. The Cumulative Total is about Rs. 1,787,556 crore and 

332,112 Millions. The Compound Annual Growth Rate is 18.40 which is considered to be the 

growth rate for the period of 17 years.  

CONCLUSION 

FDI in India has a significant role in the economic growth and development of India. FDI 

in India to various sectors can attain sustained economic growth and development through 

creation of jobs, expansion ACTIVITIES IN ALL THE SECTORS. Different states take a 

certain number of tax incentives to encourage investment in order to develop an area or a 

particular region, given the scope of its development foreign direct investment is increasing 

dramatically in the age of globalization. They have played an important role in economic rising 

during the process of globalization. Foreign investment is a strategic instrument of development 

policy. It plays an important role in the long-term economic development of a country by 
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augmenting availability of capital, enhancing competitiveness of the domestic economy through 

transfer of technology, strengthening infrastructure, raising productivity, generating new 

employment opportunities and boosting exports. 

The World Investment Prospects Survey 2010-12 report by the United Nations 

Conference on Trade and Development (UNCTAD) ranked India as the second most attractive 

FDI destination for the year 2010 (China was ranked number one and Brazil number three).  
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