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ABSTRACT 

Foreign Direct Investment is fundamental to the economic advancement of numerous nations. It entails the infusion of foreign 
capital that helps to close the gap between domestic savings and investments, thereby aiding the integration of various economic 
elements within a nation. Through FDI, investments are made across multiple sectors, including services, manufacturing, 
transportation, technology, productivity, and hospitality, which are vital to India's economic growth. Several factors, such as 
economic stability, the regulatory framework, sector-specific policies, political stability, and infrastructure, significantly influence 
FDI. Despite its advantages and disadvantages, Indian FDI is remarkable. This research primarily aims to analyse the trends and 
patterns of FDI inflow into India, with the goal of providing a comprehensive overview of FDI in the country. Additionally, the 
study focuses on identifying the factors that determine FDI and understanding the importance of FDI in India, including sector-
wise and year-wise analyses of FDI within the nation. 
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INTRODUCTION 
Foreign direct investment is crucial for the economic 

development of a nation. It enables foreign investors to enhance 

infrastructure, boost productivity, and create job opportunities. 

Additionally, it facilitates the acquisition of advanced 

technology, increases exports, and mobilizes the foreign 

exchange resources of the host country through their capital 

inflow. Furthermore, it helps to bridge the gap between 

domestic savings and domestic investment. The rise in 

competition, driven by liberalization, globalization, 

deregulation, and competitive disintermediation, has led to a 

collective aspiration for self-reliance and self-sufficiency. 

Consequently, there is an increasing demand for financial 

resources. Foreign Direct Investment (FDI) plays a crucial role 

in shaping India's economic landscape. According to the United 

Nations Conference on Trade and Development (UNCTAD), 

India continues to be a favored destination for international 

investors. In response to economic demands, socio-political 

competition, complexities, population growth, and unexpected 

challenges, while also aiming to leverage macroeconomic 

opportunities, the Government of India (GOI) has enacted 

ongoing structural reforms within the Indian macroeconomic 

framework. This includes the implementation of financial 

sector policies that have resulted in significant transformative 

changes. Most foreign investments in India are regulated by the 

Foreign Exchange Management Act of 1999. The Reserve Bank 

of India (RBI) has set forth the Foreign Exchange Management 

Regulations 2000 and the Foreign Exchange Management 

(Transfer or Issue of Security by a Person Resident Outside 

India) Regulations 2017 under FEMA to oversee foreign 

investments. Furthermore, the Department of Promotion of 

Industry and Internal Trade has created a framework that 

consolidates the sector-specific rules and conditions for foreign 

investors in Indian companies. The regulations, notifications, 

and circulars issued by the central government and RBI 

regarding foreign investment in India are essential components 

of this framework. This study aims to provide an overview of 

FDI and primarily focuses on identifying its various 

determinants and requirements. 

 

OBJECTIVES OF THE STUDY 
1. To identify the various determinants of FDI.  

2. To understand the need and merits and demerits for 

FDI in India. 

 

REVIEW OF LITERATURE 
Various governments have been reacting to globalisation in a 

constructive and thorough  manner. Notable divergent 

modifications are made  in the investment policies to render 

them  adaptable, acceptable, and sustainable. This has attracted 

numerous researchers worldwide to delve deeply into the 

investment policies, particularly FDI in both developed and 

developing nations. Various studies such as  Carkovic & Levine 

(2002), Alfaro (2003), Johnson (2006), Lyroudi et al. (2004), 

Sapienza (2009), and Melynyl et al. (2014) have managed to 

establish a positive correlation between FDI and economic 

growth and development in developing economies. The World 

Investment Report (2018) indicates that developing economies 

have restructured their policy frameworks to welcome foreign 

participants in the manufacturing sector, as this  sector 

possesses significant potential to generate employment in the 

formal sector, thereby enhancing and improving the standard of 

living along with an increase in productivity levels. Initially, 

Herzer (2010) suggests positive impacts of outward FDI on 50 

countries. The study employs a cross-sectional growth 

regression approach and a system cointegration method to 

demonstrate a positive link between FDI and economic growth. 

The long-term causality indicates that increases in GDP and the 

corresponding rise in productivity levels of firms enable them 

to invest abroad, thus creating positive and significant ripple 

effects. Mora & Singh (2013) empirically investigated the role 

of FDI in manufacturing and its contribution to trade 

productivity and fragmentation across ten Asian countries. 

Their findings reveal a positive association between exports and 
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imports with FDI. A greater degree of trade fragmentation was 

noted in imported intermediate goods. Nevertheless, both 

exports and intermediate imports exhibit a positive correlation 

with per capita GDP. Foster (2011) analyzes the FDI landscape 

in emerging nations such as India, the U.K., Brazil, and China. 

The author noted that China is among the leading countries 

globally in attracting Foreign Direct Investment (FDI). It is 

noteworthy that the distribution of FDI within the country is not 

uniform. Wealthier areas, particularly in eastern China, have 

succeeded in drawing significant FDI compared to the western 

regions. Additionally, the author emphasizes several regulatory 

challenges within the country that hinder the implementation of 

FDI projects. Fereidouni et al. (2011) observe that the MENA 

(Middle East and North Africa) region has largely failed to reap 

substantial benefits from FDI, with the exception of industries 

such as energy and construction. Their study analyzed 19 

MENA countries over an eight-year period from 2000 to 2008, 

focusing on the specific levels of voice and accountability (VA). 

The findings reveal no correlation between FDI and VA. Wang 

(2009) investigates the effects of sector-specific FDI inflows on 

the economic growth of host countries. 

 

DETERMINANTS OF FOREIGN DIRECT 

INVESTMENT (FDI) 
The factors influencing FDI differ from one country to another 

due to their unique characteristics and opportunities available 

to potential investors. In India, FDI is shaped by several key 

elements; 

 Economic Factors: Interest Rates, Tax Benefits, Grants, 

and Subsidies 

These represent significant economic incentives that draw 

foreign investors. Providing attractive loan conditions, tax 

incentives, and financial assistance can enhance India's appeal 

for FDI. 

 Affordable and Skilled Labor 

The presence of both inexpensive and skilled labor is a crucial 

element attracting foreign investors. India's labor force, 

characterized by a blend of skilled and unskilled workers, offers 

a cost advantage that foreign companies can exploit. 

 

Basic Infrastructure 

The establishment of essential infrastructure in Special 

Economic Zones (SEZs), including roads, transportation 

systems, communication networks, power supply, and legal 

frameworks, fosters a favorable environment for efficient 

business operations. A strong legal system and modern 

infrastructure are essential for the effective distribution of 

goods and services. 

 Untapped Markets: Market Potential: 

India's extensive and varied market presents a substantial 

opportunity for investors. The presence of underdeveloped or 

unexplored markets, particularly in sectors such as Business 

Process Outsourcing (BPO), offers foreign investors the 

opportunity to penetrate and serve a large middle-income 

demographic. 

 Availability of Natural Resources: 

India, endowed with abundant natural resources like iron ore, 

coal, and natural gas, is an appealing aspect for foreign 

investors. These resources can be harnessed for various 

industrial processes, contributing to production and mining 

activities. 

 

The Necessity of Foreign Direct Investment (FDI) 

• Industrialization and Economic Growth 

Developing and underdeveloped nations frequently encounter 

the issue of inadequate domestic savings. FDI is essential in 

closing the gap between income and savings, thereby 

facilitating a higher level of investment that is necessary for 

industrialization and comprehensive economic growth. 

• Provision of Technical Support and Expertise 

FDI is instrumental in delivering technical support, expert 

services, and training for personnel in India. Partnerships with 

international organizations introduce technological innovations 

that benefit various industries as well as educational and 

research institutions. 

 International Collaboration for Resource Extraction: 

Although there is a wealth of natural resources available, 

partnerships with foreign entities are frequently essential for 

effective extraction and utilization. Foreign Direct Investment 

(FDI) plays a crucial role in enabling the necessary 

collaboration and funding for resource-intensive initiatives. 

 Reducing High-Risk Ventures: In nations with developing 

economies, where financial resources are limited, the risks 

linked to new enterprises or industrial undertakings can be 

significant. Foreign investment serves to alleviate these risks by 

supplying the essential financial backing for projects that may 

be deemed high-risk. 

 Funding for Infrastructure Development: FDI is 

instrumental in advancing fundamental economic infrastructure 

by establishing firms across various regions of the country. This 

influx of foreign capital supports the construction of vital 

infrastructure, including transportation systems, 

communication networks, and energy supply. 

 Export Enhancement: Foreign Direct Investment (FDI) can 

improve the balance of payments by facilitating an increase in 

exports. Companies from abroad, drawn by reduced production 

expenses, may manufacture products in India for distribution to 

other nations. This contributes to a rise in exports and enhances 

the overall balance of payments situation. 

 Technological Innovation and Competition: Foreign 

companies frequently introduce superior technology, processes, 

and innovations. This influx of competition encourages 

domestic firms to enhance their efficiency and innovate, 

thereby creating a more vibrant and competitive business 

landscape. 

In conclusion, the necessity for FDI in India goes beyond 

simple capital investment; it includes technological progress, 

risk reduction, resource optimization, and comprehensive 

economic and industrial growth. FDI is vital in steering the 

nation towards a trajectory of sustained growth and 

competitiveness within the global marketplace. 

 

Advantages and Disadvantages of FDI 

ADVANTAGES 

• Infrastructure Development: Foreign Direct Investment 

(FDI) can catalyze investment in critical sectors such as 

infrastructure, which in turn enhances the production of capital 

goods. For example, investments in power generation can 

significantly bolster industrial growth. 
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• Technological Innovation: FDI introduces new technologies 

that may not have been previously adopted within the domestic 

market. This influx of technology, particularly evident in the 

communications sector, can result in substantial advancements. 

• Boost to Key Sectors: FDI encourages capital inflow, 

especially in vital sectors. This influx addresses the scarcity of 

both financial and material resources, thereby promoting rapid 

economic growth. 

• Economic Zones and Export Promotion: FDI facilitates an 

increase in exports through the establishment of economic 

zones and the encouragement of export-oriented units. This can 

alter the composition and direction of exports. 

• Service Sector Growth: In developing nations, FDI 

frequently stimulates growth within the service sector, leading 

to innovations in advertising and marketing technologies, and 

generating numerous employment opportunities. 

DISADVANTAGES 

• Market Dominance: Products introduced by FDIs can result 

in the decline or elimination of goods produced by cottage and 

small-scale industries, adversely affecting local markets. 

• Transfer of Polluting Industries: Developed nations may 

relocate pollution-heavy industries to developing countries, 

exacerbating environmental challenges. For instance, the 

automobile sector may move to regions with less stringent 

environmental regulations. 

• Currency Instability: FDIs can lead to currency crises, as 

observed in Southeast Asian nations in 2000. Inflation, a 

decline in exports, and the subsequent depreciation of the 

domestic currency can create exchange-related difficulties. 

• Impact on Local Culture: The influx of FDIs may result in 

a cultural shift, affecting local traditions and practices. 

 

Table No. 1: Year-wise FDI inflow data in India (Amount in US $ Millions) 

Sl. No. Year Total FDI Inflow (US $ Mn) % Growth over Previous Year 

1 2013-14 36,046 (+) 5% 

2 2014-15 45,148 (+) 25% 

3 2015-16 55,457 (+) 23% 

4 2016-17 60,220 (+) 8% 

5 2017-18 60,974 (+) 1% 

6 2018-19 62,001 (+) 2% 

7 2019-20 74,391 (+) 20% 

8 2020-21 81,973 (+) 10% 

9 2021-22 84,835 (+) 3% 

10 2022-23 70,970 (–) 16% 

 

 
 

Between 2013-14 and 2021-22, India witnessed a steady rise in 

FDI inflows, growing from US $36,046 million to a peak of US 

$84,835 million, reflecting strong investor confidence and 

favorable policy reforms. The highest growth rates were seen in 

2014-15 (25%) and 2015-16 (23%), while the period of 2017-

18 and 2018-19 showed stagnation with minimal growth. 

Despite the global COVID-19 pandemic, inflows continued to 

rise in 2020-21 (10%), highlighting India’s resilience as an 

investment hub. However, in 2022-23, FDI inflows declined 

sharply by 16% to US $70,970 million, suggesting the 

influence of global economic slowdown, monetary tightening, 

and geopolitical challenges. Overall, the trend indicates long-

term growth in FDI, though maintaining momentum requires 

sustained reforms and a supportive global environment. 

 

FINDINGS OF THE STUDY 
1. Steady Growth in FDI (2013–2022): India’s FDI inflows 

increased from US $36,046 million in 2013-14 to a peak 

of US $84,835 million in 2021-22, reflecting sustained 

investor confidence. 

2. High Growth Phase (2014–2016): The years 2014-15 

(25%) and 2015-16 (23%) witnessed the highest growth 
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rates, indicating the success of liberalization and policy 

reforms. 

3. Stagnation Period (2017–2019): FDI growth slowed 

significantly during 2017-18 (1%) and 2018-19 (2%), 

pointing towards policy rigidity and external economic 

uncertainties. 

4. Resilience during Pandemic (2020–21): Despite global 

disruptions due to COVID-19, India recorded a 10% rise 

in FDI inflows, proving its attractiveness as a stable 

investment destination. 

5. Sharp Decline (2022–23): FDI inflows fell by 16%, the 

first major decline in a decade, due to global slowdown, 

monetary tightening, and geopolitical issues. 

6. Diverse Sectoral Contribution: FDI inflows were 

distributed across services, manufacturing, technology, 

infrastructure, and hospitality, boosting India’s multi-

sectoral growth. 

7. Determinants of FDI: Key factors influencing inflows 

include economic incentives, infrastructure availability, 

skilled labor, untapped markets, and natural resources. 

8. Advantages of FDI: The benefits include infrastructure 

development, technological innovation, employment 

generation, export promotion, and service sector growth. 

9. Challenges and Disadvantages: Risks include market 

dominance by foreign firms, transfer of polluting 

industries, currency instability, and cultural impacts. 

10. Policy Framework: Regulatory reforms under FEMA 

(1999), RBI Regulations (2000, 2017), and DPIIT 

guidelines have played a crucial role in shaping India’s 

FDI landscape, but continuous reforms are needed to 

sustain inflows. 

 

CONCLUSION 
Foreign Direct Investment (FDI) has played a pivotal role in 

shaping India’s economic trajectory by bridging the gap 

between domestic savings and investments, driving 

industrialization, and fostering technological advancement. The 

period from 2013-14 to 2021-22 witnessed consistent growth in 

inflows, with peak investments reflecting investor confidence, 

favorable reforms, and India’s vast market potential. The 

resilience of FDI inflows during the COVID-19 pandemic 

underscores India’s global positioning as a reliable and 

attractive investment destination. However, the sharp decline in 

2022-23 highlights the vulnerability of FDI to global economic 

fluctuations, monetary tightening, and geopolitical 

uncertainties.Despite challenges, the overall long-term trend 

remains positive, with FDI contributing significantly to 

infrastructure development, employment generation, export 

promotion, and service sector expansion. To sustain and 

enhance this growth, India must continue implementing 

structural reforms, improve ease of doing business, ensure 

policy stability, and strengthen sector-specific frameworks. 

With the right policy mix, FDI will remain a cornerstone of 

India’s economic development, supporting its vision of 

becoming a leading global economy. 
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