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Abstract 

Apart from being a critical driver of economic growth, foreign direct 

investment (FDI) is a major source of non-debt financial resource for the 

economic development of India. Foreign companies invest in India to take 

advantage of relatively lower wages, special investment privileges such as 

tax exemptions, etc. For a country where foreign investments are being 

made, it also means achieving technical know-how and generating 

employment. The Indian government’s favourable policy regime and robust 

business environment have ensured that foreign capital keeps flowing into 

the country. The government has taken many initiatives in recent years 

such as relaxing FDI norms across sectors such as defence, PSU oil 

refineries, telecom, power exchanges, and stock exchanges, among others. 

Keywords: Indian Economy, FDI, Employment. 

Road ahead 

According to United Nations Conference on Trade and Development 

(UNCTAD) World Investment Report 2015, India acquired ninth slot in 

the top 10 countries attracting highest FDI in 2014 as compared to 15th 

position in the year 2015.r. The report also mentioned that the FDI 

inflows to India are likely to exhibit an upward trend on account of 

economic recovery. India also jumped 16 notches to 55 among 140 

countries in the World Economic Forum’s Global Competitiveness Index 

that ranks countries on the basis of parameters such as institutions, 
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macroeconomic environment, education, market size and infrastructure 

among others. 

India will require around US$ 1 trillion in the 12th Five-Year Plan     

(2012–17), to fund infrastructure growth covering sectors such as 

highways, ports and airways. This would require support from FDI flows. 

During 2014, foreign investment was witnessed in sectors such as 

services, telecommunications, computer software and hardware, 

construction development, power, trading, and automobile, among 

others. 

Exchange Rate Used: INR 1 = US$ 0.0147 as on March 01, 2016. 

Foreign Direct Investment in India increased by 2473 USD Million in 

February of 2016. Foreign Direct Investment in India averaged 1145.82 

USD Million from 1995 until 2016, reaching an all time high of 5670 USD 

Million in February of 2008 and a record low of -60 USD Million in 

February of 2014. Foreign Direct Investment in India is reported by the 

Reserve Bank of India. 

Investments 

Based on the recommendations of Foreign Investment Promotion Board 

(FIPB) in its 231st meeting held on January 22, 2016, the Government has 

approved ten FDI proposals involving FDI of Rs 607 crore (US$ 89.06 

million), and recommended one proposal for approval of Cabinet 

Committee on Economic Affairs (CCEA) involving FDI of Rs 5,856.51 

crore (US$ 859 million). 
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Some of the recent significant FDI announcements are as follows 

 E-commerce giant Amazon plans to set up its second largest 

global delivery centre outside the United States, in Hyderabad, 

which will be 2.9 million square feet in size and employ 13,500 

people, compared to 1,000 Amazon employees across different 

offices. 

 Global beverage company Pepsi plans to invest Rs 500 crore (US$ 

72.84 million) to set up another unit in Maharashtra to make 

mango, pomegranate and orange-based citrus juices, while 

biotechnology giant Monsanto plans to set up a seed plant in 

Buldhana district of Maharashtra. 

 Apple will build its first technology development centre outside 

the US in Hyderabad with an investment of $25 million, likely 

employing about 4,500 people, as per a senior Telangana state 

government official. 

 Japan has won the right to construct India’s first bullet train, while 

offering a loan of US$ 8.11 billion to India for the same. 

 Chinese mobile handset maker, Coolpad Group Limited, has 

committed US$ 300 million for setting up a research and 

development (R&D) centre and its own assembly line in India by 

2017. 

 Amazon India expanded its logistics footprint three times to more 

than 2,100 cities and towns in 2015, as Amazon.com invested 

more than US$ 700 million in its India operations since July 2014. 

 Indian Railways has issued a Letter of Award (LoA) to US-based 

General Electric (GE) for a Rs 14,656 crore (US$ 2.15 billion) 

diesel locomotive factory project at Marhowra, and to French 

transport major Alstom for Rs 20,000 crore (US$ 2.93 billion) 

electric locomotive project in Madhepura, Bihar. 
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 Kellogg Co, world's largest cereal maker, is making large 

investments in manufacturing and plans to set up its first 

Research and Development (R&D) facility in India at Taloja, near 

Mumbai. 

 The Government of Karnataka has signed an agreement with the 

Taiwan Electrical and Electronic Manufacturers Association for 

the purpose of creating a Taiwanese electronic manufacturing 

cluster near the Bengaluru airport, with an investment 

expectation of Rs 3,200 crore (US$ 469.5 million). 

 Posco Korea, the multinational Korean steel company, has signed 

an agreement with Shree Uttam Steel and Power (part of Uttam 

Galva Group) to set up a steel plant at Satarda in Maharashtra.  

 Foxconn has signed a Memorandum of Understanding (MoU) with 

Maharashtra state government to invest US$ 5 billion over the 

next three years for setting up a manufacturing unit between 

Mumbai and Pune. 

 Global giants such as Bombardier, Hyundai-ROTEM, TALGO and 

CAF have queued up to manufacture semi high-speed train sets in 

India, which will be used for faster inter-city travel. 

 Germany-based ThyssenKrupp group is aiming to double its 

revenue from India to US$ 1 billion in next three-four years while 

the group’s elevator unit, ThyssenKrupp Elevator, plans to invest 

EUR 44 million (US$ 50.5 million) to set up a manufacturing plant 

in Chakan, Pune. 

 Swedish home furnishing brand Ikea has made a long-term plan of 

opening 25 stores in India by making an investment worth Rs 

12,500 crore (US$ 1.83 billion). 

 Google plans to invest Rs 1,500 crore (US$ 220 million) for a new 

campus in Hyderabad which will be focused on three key areas — 
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Google Education, Google Fibre broadband services and Street 

view. 

 Warburg Pincus, a US based Private Equity (PE) firm, has planned 

to invest Rs 850 crore (US$ 124 million) in Ecom Express – an 

India based logistics solutions provider. 

Government Initiatives 

Budget 2016-17 has proposed several reforms in Foreign Direct 

Investment (FDI) Policy in areas of insurance and pensions, asset 

reconstruction companies and stock exchanges, such as easier governing 

and fund raising norms, clarification of tax related matters and higher 

FDI limits. 

In order to make India a more attractive foreign investment destination, 

the Ministry of Finance is planning to introduce the residency permit 

policy, which will allow key executives of foreign companies making 

investments worth US$ 2 billion or more in India, to avail various 

facilities such as special package on upscale housing, residency permits 

allowing long stay in the country, and cheap rates for utilities. 

Government of India has amended the FDI policy regarding Construction 

Development Sector. The amended policy includes easing of area 

restriction norms, reduction of minimum capitalisation and easy exit 

from project.  

Government of India has recently relaxed foreign direct investment (FDI) 

policy in 15 sectors, such as raising the foreign investment limit for some 

sectors, easing the conditions for others and putting many on the 

automatic route for approval. Sectors that benefited from the relaxation 

include defence, real estate, private banking, defence, civil aviation, single 

brand retail and news broadcasting. New rules provide for easier exit 

from investment in the construction sector while foreign investment 

limit in defence and airlines was allowed up to 49 per cent through the 

automatic route. Banks were allowed fungible FDI investment up to 74 
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per cent, which means that FII investment in private banks can rise to 

this limit. 

Government of India recently relaxed the FDI policy norms for Non-

Resident Indians (NRIs). Under this, the non-repatriable investments 

made by the Persons of Indian Origin (PIOs), Overseas Citizens of India 

(OCI) and NRIs will be treated as domestic investments and will not be 

subject to FDI caps. 

The government has also raised FDI cap in insurance from 26 per cent to 

49 per cent through a notification issued by the DIPP. The limit is 

composite in nature as it includes foreign investment in the form of 

foreign portfolio investment, foreign institutional investment, qualified 

foreign investment, foreign venture capital investment, and non-resident 

investment. 

The Cabinet Committee on Economic Affairs (CCEA) has raised the 

threshold for foreign direct investment requiring its approval to Rs 3,000 

crore (US$ 440.15 million) from the present Rs 1,200 crore (US$ 176.06 

million). This decision is expected to expedite the approval process and 

result in increased foreign investment inflow. 

India’s cabinet cleared a proposal which allows 100 per cent FDI in 

railway infrastructure, excluding operations. Though the initiative does 

not allow foreign firms to operate trains, it allows them to invest in areas 

such as creating the network and supplying trains for bullet trains etc. 

India is likely to grant most favoured nation (MFN) treatment to 15 

countries that are in talks regarding an agreement on the Regional 

Comprehensive Economic Partnership (RCEP), which would result in 

significant easing of investment rules for these countries. 

Government of India plans to further simplify rules for Foreign Direct 

Investment (FDI) such as increasing FDI investment limits in sectors and 

include more sectors in the automatic approval route, to attract more 

investments in the country. 
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Major Sectors for Foreign Direct Investment are: 

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 

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 market is 3rd largest in terms of volume and 13th 

largest in terms of value. Indian Pharma industry is expected to grow at 

20% compound annual growth rate from 2015 to 2020. 100% FDI is 

permitted in this sector.  

Service 

FDI in 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-Hyderabad high speed 

corridor project is single largest railway project in India, other 

being CSTM-Panvel suburban corridor. Foreign investment more 

than ₹90000 crore (US$13 billion) is expected in these projects.  
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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% in 2023.  

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.  

Impact of Foreign Direct Investment on Indian Economy 

Investment provides the base for economic growth and development. FDI 

provides a win – win situation to host and the home countries. Both 

countries are directly interested in inviting FDI because they benefit a lot 

from such type of investment. There is a considerable change in the 

attitude of both the developing and developed countries towards FDI. 

They both consider FDI as the most suitable form of external finance. FDI 

is a predominant and vital factor in influencing the contemporary 

process of global economic development. It is concluded that the 

Government should design the FDI policy in such a way where FDI 

inflows can be utilised as means of enhancing domestic production, 

savings and exports through the equitable distribution among states so 

that they can attract FDI inflows at their own level. FDI can help to raise 

the output, production and export at the sector level of the Indian 

economy. 
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Points in Favour 

Economic growth: A remarkable inflow of FDI in various industrial units 

in India boosts the economic life of country. It provides an opportunity 

for cash-deficient domestic retailers to bridge the gap between capital 

required and raised. In fact FDI is one of the major sources of 

investments for a developing country like India wherein it expects 

investments from Multinational companies to improve the countries 

growth rate, create jobs, share their expertise, back-end infrastructure 

and research and development in the host country. It has also been noted 

that foreign direct investment has helped several countries when they 

faced economic hardship. An example of this can be seen in some 

countries in the East Asian region (Indonesia and Thailand). It was 

observed during the 1997 Asian financial crisis that amount of foreign 

direct investment made in these countries was held steady while other 

forms of cash inflows suffered major setbacks. Similar observations have 

also been made in Latin America in the 1980s and in Mexico in 1994-95.        

Improvement in Supply Chain: Improvement of distribution 

efficiencies, coupled with capacity building and introduction of modern 

technology helps arrest wastage. In the present situation improper 

storage facilities and lack of investment in logistics have been creating 

inefficiencies in food supply chain, leading to significant wastages.  

Benefits for the Farmers: Though, India is second largest producer of 

fruits and vegetables, it has a very limited integrated cold-chain 

infrastructure. Lack of adequate storage facilities causes heavy losses to 

farmers, in terms of wastage in quality and quantity of produce in 

general, and of fruits and vegetables in particular. With FDI, there could 

be a complete overhaul of the currently fragmented supply chain 

infrastructure. Extensive backward integration by multinational retailers, 

coupled with their technical and operational expertise, can hopefully 

remedy such structural flaws. Also, farmers can benefit with the ‘farm to 

fork’ ventures with retailers which helps (a) to cut down intermediaries ; 
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(b) give better prices to farmers, and (c) provide stability and economics 

of scale which will benefit, in the ultimate analysis, both the farmers and 

consumers. 

Improvement in Customer Satisfaction: Consumers in the organised 

retail have opportunity to choose between a number of internationally 

famous brands with pleasant shopping environment, huge space for 

product display, maintenance of hygiene and better customer care. There 

is a large segment of the population which feels that there is a difference 

in the quality of the products sold to foreign retailers and the same 

products sold in the Indian market. With increasing spending power in 

an emerging country, there is an increasing tendency to pay for quality 

and ease and access to a “one -stop shop” which has a wide range of 

different products. FDI definitely challenges the monopoly of certain 

domestic Indian companies and the ultimate benefit goes to the end-

consumer. 

Boost Healthy Competition and Check Inflation: Entry of many 

multinational corporations obviously promises intensive competition 

between different companies offering their brands in a particular 

product market (including domestic companies), thereby resulting in 

availability of many varieties, reduced prices, and convenient 

distribution of marketing offers. Products of superior quality are 

manufactured by various industries in India due to greater amount of FDI 

inflows in the country.  

Improved Technology and Logistics: Improved technology in the 

sphere of processing, grading, handling and packaging of goods and 

further technical developments in areas like electronic weighing, billing, 

bar-code scanning etc. is a direct consequence of foreign companies 

opening retail shops in India. Further, transportation facilities get a 

boost, in the form of increased number of refrigerated vans and pre-

cooling chambers which can help bring down wastage of goods. 
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More and Better Employment Opportunities:  The entry of foreign 

companies into Indian Retailing not only creates employment 

opportunities but also ensures quality in them. This helps Indian human 

resource to find better quality jobs and to improve their standard of 

living and life styles on par with that of the citizens of developed nations. 
 

Points against 

Domination of Organised Retailers: FDI in retail definitely strengthens 

organised retail in the country. These organised retailers will tend to 

dominate entire consumer market. It leads to unfair competition and 

ultimately results in large-scale exit of domestic retailers, especially the 

small family managed outlets. It may all look good on paper now but 

eventually, big businesses will monopolise their respective markets in 

India by destroying all small competitors, and then they will be in 

complete control of prices. Also, after monopolizing, product quality will 

stop mattering, since all small businesses whose products competed in 

quality would be destroyed. Also, vegetables and fruits that will be 

imported from outside India will be not fresh and stale due to long 

distance transportation and constant refrigeration. 

Loss of Jobs: Retail in India has tremendous growth potential and it is 

the second largest employer in India. Any changes by bringing major 

foreign retailers who will be directly procuring from main supplier will 

not only create unemployment on front end retail but also the 

middleman who have been working in this industry will be thrown out of 

their jobs. Jobs in manufacturing sector will be lost because foreign 

giants will purchase their goods from the international market and not 

from domestic sources. This has been the experience of most countries 

which have allowed FDI in retail. Although, India had made a condition 

that they must source a minimum of 30% of their goods from Indian 

micro and small industries, but as per WTO Laws, country can’t stop 

them from purchasing goods from international markets. 
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Loss of Self Competitive Strength: The Indian retail sector, particularly 

organized retail, is still underdeveloped and in a nascent stage and that, 

therefore the companies may not be able to compete with big global 

giants. If the existing firms collaborate with the global biggies they might 

have to give up at the global front by losing their self-competitive 

strength.  

Distortion of Culture: Though, FDI in Indian retail will indirectly or 

directly contribute for enhancement of Tourism, Hospitality and few 

other industries, the culture of people in India will slowly be changed.  

Youth will easily imbibe certain negative aspects of foreign culture and 

lifestyles and develop inappropriate consumption patterns, not suited to 

Indian cultural environment. 

Farmers’ Woes: Because of FDI, there is a negative impact on farming, 

since large corporations will push farmers to work for them and get 

involved in single-crop farming and the use of artificial means of farming. 

Due to monopolisation, farmers will have to sell their products to 

corporations at the offered price. The farmers will have to bear the cost 

of reduced MRPs eventually. 

Rise in Unethical Practises: Due to lack of transparency and proper 

regulation norms in country, FDI would act as another source of 

increasing corruption and red tape in country. In fact, Unethical 

behaviours like corruption, red-tapism and selfishness is increasing day 

by day because of huge potential of money making, which is their 

ultimate aim and not quality or providing jobs or reviving the economy.  

Conclusion 

Foreign Direct Investment (FDI) in India is major monetary source 

for economic development in India. Foreign companies invest directly in 

fast growing private Indian businesses to take benefits of cheaper wages 

and changing business environment of India.  Co-operation is the key to 

success. FDI would lead to a more comprehensive integration of India 
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into the world market where India can also make a strong position in 

global market by exporting their quality products and services. 

According to the World Bank, opening the retail sector to FDI would be 

beneficial for India in terms of price and availability of products. While 

FDI in India has been opposed by several in the past citing fears of loss of 

employment, adverse impact on traditional retail and rise in imports 

from cheaper sources like China, adherents of the same indicate 

increased transfer of technology, enhanced supply chain efficiencies and 

increased employment opportunities as the perceived benefits. 

Considering the inflation rise and economic recession in India, FDI looks 

like something that can put a check on this and provide some relief to the 

ailing economy. 

 


