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ABSTRACT 

Foreign investment is important in all stages of growth. Foreign Direct Investment (FDI) helps 

to close the gap between saving and investing. Foreign capital assists in the process of economic 

development by helping to offset local saving constraints and providing access to superior 

technology that improves the efficiency and productivity of current production capacity while 

also creating new production opportunities. On the one hand, India's observable GDP 

development has lifted millions of people out of extreme poverty, but on the other hand, it has 

made the country a favorable environment for foreign direct investment. 

Foreign direct investment (FDI) is commonly cited as one of the key drivers of economic 

development in developing countries such as India. FDI stimulates economic development 

through encouraging residential investment, boosting human capital and assisting the spread of 

innovation in developing countries. The primary goal of this research is to look into the impact 

of FDI growth and infrastructure development on India's financial development.The current 

paper highlights the role of FDI in promoting exports.  
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INTRODUCTION 

A foreign direct investment (FDI) is an interest in administering ownership in a firm in a single 

country by an entity established in a different country. Foreign direct investment (FDI) is a 

critical component of India's economic framework for development. In global business, FDI 

plays an important and growing role. The rapid expansion and extension of India is considered as 

the result of foreign direct investment in development, equipment, and hardware. The street and 

rail system is a critical component of remote direct speculation, as it determines market size, 

transportation, quality, political/financial stability, and unrestricted commerce. The same old 

thing/venture environment, labor costs, and transparency apply 

Apart from being the crucial engine of economic growth, Foreign Direct Investment (FDI) was a 

significant non-debt financial aid for India's economic development. Foreign companies invest in 

India to take advantage of comparatively low earnings and specific investment rights such as tax 

breaks, etc. It also entails gaining technological know-how and creating jobs in a country that 

welcomes foreign investment. The Indian government's favorable policy regime and healthy 

economic environment ensure that foreign capital continues to pour into the nation. 

Exports are an important part of a fast-growing economy like India's. India's exports have 

witnessed considerable changes in terms of volume, structure, and direction in recent years, 

owing to market resilience and dynamism. Improving global demand, along with recent 

improvements in domestic rules and procedures, has created a significant opportunity to increase 

the ease of doing business in India. At this point, it is critical to assess the performance of India's 

export structure. 
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India's economy is one of the world's most promising emerging markets. It was once regarded 

one of the delicate five, but that is no longer the case. It has risen to become the world's top 

foreign investment destination since 2014, with a huge increase in FDI. The journey to luring 

foreign investments began in 1991 with the introduction of the New Economic Policy, and India 

has unmistakably reached new heights in terms of FDI in the 2000s. 

India's export growth has been boosted significantly by the economic changes implemented in 

1991. After nearly four decades of pursuing an import substitution strategy, India switched to an 

export-led growth strategy in 1991. The new economic policy lifted all prohibitions on 

international trade and investment, signaling that FDI inflows are welcome. As a result, in the 

previous two decades, India has seen a huge growth in FDI inflows. 

In practically every sector in the country, India provides exciting business chances. India has one 

of the most open frameworks for foreign investment and technology transfer. Foreign investment 

allows Indian business to advance technologically, gain access to global managerial skills and 

practices, make the most use of human capital and natural resources, and compete effectively in 

the global market. FDI is critical for India's integration into global manufacturing chains that are 

used by multinational corporations all over the world. 

Foreign trade policy also allows a country to import specific products in the event of a natural 

disaster, allowing it to manage scarcity in times of high demand by providing higher quality and 

quantity of goods. It also contributes to enhancing the standard of living and lowering the cost of 

commodities. As a result, India's Foreign Trade Policy is a comprehensive plan to strengthen 

India's position in the international market and benefit everyone. 
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Financial, human, and physical capital may be created as a result of foreign investment. Through 

changes in consumption and production of goods and services, foreign investment also 

influences the expansion of many industrial sectors. Furthermore, it has been established that 

lower investment leads to weaker economic growth, which results in lower income, less 

consumption, and job losses. 

 

ROLE OF FDI IN PROMOTING EXPORTS 

FDI plays a critical role in enhancing host country exports. It encourages exports by making it 

easier for host countries to reach clients in global, regional, and domestic markets. Furthermore, 

as in the case of the United States, China, and others, host countries sometimes benefit from 

MNC lobbying actions in their home countries for favorable treatment of exports from their 

affiliates abroad. FDI also aids in increasing labor productivity by giving training and upgrading 

technical and managerial skills to the local workforce. These activities increase the labour force's 

productivity, which benefits the country's exports. This is especially true for investments in 

advanced technology skills aimed towards export. FDI has a direct and indirect impact on the 

exports of the host country. The direct consequences refer to exports made directly by foreign 

affiliates. MNC spillover impact on local enterprises' export activity is an example of an indirect 

effect. 

The export of a country is directly affected by FI in following ways: 

a) Processing and assembly of intermediate and unfinished products imported from home 

country: Many developing countries expand their exports of laborintensive and technology-

intensive items by assembling and processing intermediate and unfinished products imported 
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from home country. China, for example, has become a major exporter of labor-intensive goods 

(toys, shoes, clothing, and recreational goods) as well as certain technology-intensive goods 

(machinery and equipments, including electronic circuits, automatic dataprocessing machines, 

and mobile phones). In most cases, MNCs organize their exports as part of a vertically integrated 

multinational production network. 

b) Exports through converting import-substitution industries: In many import substituting 

products, such as home appliances and autos, FDI combines its advanced technology with 

developing countries' inexpensive labor to produce and export products at internationally 

competitive costs. 

c) Exports of new labor-intensive final products: FDI helps host countries increase exports of 

labor and technology-intensive final products by establishing ties to end customers in diverse 

countries, including the home country. 

d) Exports of locally processed raw materials: MNCs may have greater export potential than 

indigenous firms in the processing and exporting of locally produced raw materials due to their 

international business contacts, marketing skills, superior technology, both in product and 

process, and greater general know-how. This is especially true at the beginning of development, 

when the country lacked the necessary resources. 

FDI also enhances the developing countries (host country’s) manufacturing exports through 

spillover effects on local firms’ exporting activities 

 Local enterprises profit from monitoring, learning, and emulating the export efforts of 

international affiliates, as well as from utilizing the infrastructure of transportation, 

communications, and financial activity. 
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 The impact of FDI on the competitiveness of domestic firms' exports and the diffusion of 

new technology is the second spillover effect. MNCs may increase market rivalry by 

bringing their superior product-process technology, management, and marketing 

expertise, forcing local enterprises to adopt more efficient ways. 

 Linkage between foreign and domestic enterprises: The third spillover concerns the 

relationship between foreign and domestic firms. When export-oriented foreign 

subsidiaries boost their purchases of inputs from local enterprises as they mature, the 

country's exports rise. 

 

DISCUSSION 

The terms privatization, liberalization, and globalization are becoming increasingly prevalent 

around the world. Privatization entails giving private parties the opportunity to demonstrate their 

efficacy in all parts of business. All governments can use it as a tool and weapon in the fight 

against poverty. Poverty is a worldwide issue. It may be confronted with powerful tools and 

weapons that have become global slogans. 

Liberalization entails lowering the barriers to rapid industrial growth. Liberalization is the 

process of removing the license raj. All of these components were brought into the new 

economic reforms of 1991 in order to combat poverty.  

According to India's liberalization rules and regulations, any industrialist who wishes to open a 

company unit must submit simply five documents. The quick completion of his approval will 

help to recruit more businesses. Rapid industrialization will undoubtedly aid in the development 

of a rich nation. With the help of modern technology, the standard of living can be raised, and 
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improved productivity can be reached. Foreign partnership is a more crucial aspect in a country's 

development. As a result of globalization, all nations are the villages' neighbors. 

The government's liberalization and economic reforms program strives for rapid and significant 

economic growth, as well as seamless integration with the global economy. Industrial policy 

reforms have decreased industrial license requirements, abolished investment and expansion 

barriers, and made foreign technology and foreign direct investment more accessible. The 

government of India's industrial policy was recently presented in India for a better grasp of the 

concept. 

Foreign direct investment is now widely acknowledged as a key source of growth in the country. 

To complement and augment domestic investment, the government is making every effort to 

encourage and facilitate FDI and investment from non-resident Indians, including overseas 

corporate bodies that are primarily owned by them. Investments and returns on them must be 

freely repatriable to make investing in India appealing, unless the approval is subject to 

particular conditions such as a lock-in term on the original investment, dividend cap, foreign 

exchange neutrality, and so on. 

FDI has an impact on host country growth and development in general, as well as exports in 

particular, through direct, indirect, and spillover effects. Furthermore, the literature on the 

subject shows that FDI has both major and insignificant effects on host country exports. In the 

case of India, discovered inbound FDI has greatly aided the country's export performance, 

whereas Indian manufacturing has not significantly aided the country's export performance.  

FDI plays a key role in India's economic growth and development. FDI in various sectors in 

India can help the country achieve long-term economic growth and development by creating jobs 
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and expanding current manufacturing firms. As a result, we can infer that FDI always aids in the 

creation of jobs in a country, as well as the support of small-scale companies and the promotion 

of a country's image on a worldwide scale through liberalization and globalization.  

The manufacturing sector, followed by financial services, building development, and business 

services, accounted for a steeply rising share of FDI stocks in India. The money from FDI has 

allowed India to focus on regions that required a boost and economic attention, as well as handle 

the country's varied difficulties. 

As a result of globalization, foreign direct investment (FDI) is an enticing notion through which 

enterprises progress and access new markets. Nonetheless, a variety of factors, such as the 

availability of resources, the political stability of the targeted country, and the nation's openness 

to regional and international trade, may impact a company's decision to enter a new market.  

Because of the favorable economic climate in China, Aesop has a higher chance of becoming a 

successful business. In addition, the Chinese market for skin care products is moving upmarket. 

The numbers above show that fast-moving skin care products outperformed fast-moving 

alternatives in terms of market share. A country's foreign trade policy can lead to pricing 

equality, ensuring a steady demand and supply position within the economy.  

 

CONCLUSION 

Foreign investment is a complement to domestic investment in that it bridges the gap between 

saving and investing at home. Foreign investment is divided into two types: foreign direct 

investment and foreign portfolio investment. Furthermore, foreign portfolio investment is 

defined as an investment in a company's equity and debt securities on the secondary market, 
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whereas foreign direct investment is defined as an investment made either indirectly in 

productive activities or as a supplement to an existing company's capital base engaged in the 

production of goods and services.  
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