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INTRODUCTION 

Nations progress and prosperity is reflected by the pace of its sustained economic growth and 

development Investment provides the base and pre-requisite for economic growth and 

development. Apart from a nation’s foreign exchange reserves, exports, government’s revenue, 

financial position, available supply of domestic savings, magnitude and quality of foreign 

investment is necessary for the well being of a country. Developing nations in particular, 

consider FDI as the safest type of international capital. 

 Foreign direct investments (FDI) or foreign investment refers to the net inflows of 

investment to acquire a lasting management interest (10 percent or more of voting stock) in an 

enterprise operating in an economy other than that of the investor. It is the sum of equity capital, 

other long-tern capital, and short- term capital as shown in the balance of payment. It usually 

involves participation in management, joint-venture, transfer of technology and expertise. There 

are two types of FDI inward foreign direct investment and outward foreign direct investment , 

resulting in a net FDI inflow (Positive or negative) and “Stock of foreign direct investment” 

which is the cumulative number for a given period. Direct investment excludes investment 

through purchase of shares FDI is one example of international factor movement. 

 The Indian economy grew at a rate of about five percent per annum during the 1980 

Despite this growth the  country faced an acute economic crisis, reflecting some domestic 

problems but primarily external ones relating to pressure on the balance of payment’s major 

domestic problems related to inflation, which peaked at 17 percent in 1991, and  a central  

government fiscal deficit that stood at an all time high of 8.4 percent of gross  domestic product 

(GDP) on the external front, foreign exchange reserves continued to fall plunging $ 1.2 billion-

just enough to pay for two weeks of imports. This current account deficit widened to almost $ 8 

billion (2.6 percent of GDP ) It was inevitable that these symptoms would result in loss of 

confidence by international bankers and the debasing of India’s credit risk ranking by Moody’s 

with these problems the International Monetary fund (IMF) and the world bank financially 

supported the country on condition that a stabilization and structural adjustment economic 

package was implemented faced with such economic difficulties, a new government approached 

the IMF and world Bank to bail it out. In India it has been a subject of debate, given these bleak 

economic conditions India had little choice but to embark on a liberalization drive while the 

other point of view is that India could have overcome this situation by adopting though measures 
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of financial discipline particularly for unplanned expenditure and mobilising resources from 

within as well as unconditional external financial borrowing. 

OBJECTIVES OF THE STUDY  

1) To analyse the impact of foreign Direct Investment an growth in India 2) 

2) To analyse whether FDI is fruitful or not  

3) To analyse the impact of FDI in Indian economy. 

METHODOLOGY  

 The present study makes use of secondary source of data collected from the publication 

of Government of India, Reserve Bank of India, Ministry of India and commerce, other than  

books, Journals and Periodicals  

FOREIGN DITECT INVESTMENT INFLOW IN INDIA 

 The economic reforms undertaken by Indian government in 1991 made the country as 

one of the prominent performer at  global economics by placing the country as the largest and the 

second fastest growing  economy in the world India also ranks as the 11 th largest economy in 

terms of industrial output and has the 3 rd largest of scientific and technical manpower. FDI is 

one of the most information about inflow of FDI in India is shown in the following table. 

FDI INFLOW IN INDIA (TABLE-1) 

Year Amount of FDI Inflow (in crores ) 

1948 56 

1964 265.5 

1974 916 

1980 993.2 

1990 2705 

2000 18486 

2010 123378 

source : Various issues of SAI Publication 

INDIA’S SHARE OF FDI IN WORLD  

India’s share of FDI inflow in world is shown in the following table-2 

India’s share in world FDI Inflows (Amount in us $ Billion ) 
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Year World FDI India’s Share 

1990-1995 225.3 0.3 

1996 386.1 0.7 

1997 478.1 0.08 

1998 694.1 0.4 

1999 1088 0.2 

2000 1492 0.2 

2001 735 0.5 

2002 716.1 0.5 

2003 632.6 0.7 

2004 648.1 0.8 

2005 958.7 0.08 

2006 1411 1.4 

2007 1833.3 1.3 

 

  Source: Various issues of WIK UNCTAD world bank The information given in the 

above table shows that India’s share in world FDI inflow has increased from 0.3% to 1.3% sine 

is 1990-95 to 2007. There were 120 countries investing in India in 2008 as compared to 15 

countries in 1991. There is considerable increase in FDI inflow in 1991. Thus the number of 

countries    invested in India after reforms. India has been receiving increasing amount of FDI 

since 1991. The government has facilitated inflow of FDI by making its policies relatively liberal 

since 1991. 

 The investment climate in India is improving. The study brings out the perception of FDI 

companies about the recent improvements in general business environment these response are 

presented  in table. As revealed by the table more than half of the FDI companies believe that the 

business climate has improved to a large extent in India, Almost similar is the perception about 

the improvement  in labour laws, economic reforms and  attitude the view that India’s image in 

the eyes of foreign companies has shown sign of improvement to a large extent. Interestingly 

despite alliance of many political parties, the political stability has improved to a large extent and 

the economic policies improved to a large extent on the infrastructure and labour   laws front, 

India’s needs.  
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SUCCESS FACTORS TO FDI IN INDIA  

 Studies like mark Moira FICCI 2002 have reveled success factors attractive in India. The 

study of few companies revealed the following major success factors for attracting FDI in India. 

According to global survey conducted by Ernst and young in june 2008, India has been rated as 

the fourth most attractive FDI destination in the world. 

SERVICE SECTOR ATTRACTS THE HIGHEST FDI INFLOWS  

 In terms of the industries attracting FDI, The most important sectors are services sector, 

electrical equipment including computer software and hardware, telecom and construction. These 

four sectors account for roughly 50 percent of FDI inflows. 

FDI LEADS TO GENERATION OF EMPLOYMENT OPPORTUNITIES   

 The effect of FDI on employment generation is an indirect phenomenon. Owing to large 

amount of FDI inflow heads to high capital formation at cheaper rates which in turn leads to 

establishment of new business units or expansion of existing one. Technological transformations 

and human resource mobility leads to emergence of many business undertaking this leads to 

employment   opportunities. In India the employment generation is growing at positive trend. 

EFFECT OF FDI ON GDP  

 The gross domestic product in the major indicator of economic growth. It is developing at 

an increasing rode in India. The GDP i one the primary indicators used to gouge the health of a 

country’s economy. It represents the total money value of all goods and services produced over. 

a specific time period. In year 2006-07 India’s GDP grew at an impressive level. The Share of 

different sectors of the economy in India’s GDP is as follows. Agriculture 18.57 Industry   

26.4% and services 55.1% the fact that the service sector now accounts for more than half the 

GDP is a milestone in India’s economic history and takes it closer to the fundamentals of a 

developed economy. sine liberalization policy in India the GDP growing at an increasing rate. It 

was Rs 515032 crorres during 1990-91 and has grown up to Rs. 4303654. 

CONCLUSTIONS  

 The predominant mode of entry for India firms in the last 5 years has been acquisitions 

accounting for 33.80% of the total Indian outward   investment from the instances studied . Most 

of the foreign investment from India has been to countries with high income with established 

large markets which Indian firms want to capture. The positive impact on  outward FDI. High 

capital intercity and need for resources also drive outward FDI while presence of an IP has  a 

negative relation with the outward FDI. There is also a learning curve effect as illustrated  in the 

case of lupin where the firms gradually progress from joint venture and alliances to acquisitions 

and setting up green field operations. Thus it is seen that  different factors are driving various 

sectors of the economy to invest abroad. It is important that policy- markers alike understand 

these factors so that they can take the right policy initiatives and create the right business 

environment which would provide an impetus and  confidence for firms to further go abroad and 

create world class Indian multinational corporations. 
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