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ABSTRACT Literature Review
In the recent years, significance of Foreign Dii Dr. JasbirSingh, Ms. SumitaChadha, Dr.

Investment has been increasing especially in
developing countries. These countries are tryirgyr
level best to attract more and more FDI. Viewinig
trend, the objective of this paper is to si the role of
Indian Government to attract FDI and to analyse
trend to FDI inflows in the Indian econor The
paper also highlights the effects of FDI on F
country.
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INTRODUCTION

Foreign direct investment takes place wher
company invests directly in the production
marketing of a product in a foreign country. FDI
defined as an investment involving a lo- term
relationship that reflects the longterm interest an
controlof a resident entity in the host country (fore
direct investor or parent company). Fore
companies are directly involved in daily operatiom
the other country with FDI. This means that they
not only bring money, but also knowledge, skillsl
technology. The Economic Cooperation ¢
Development Organization (OECD) defines contrc
owning 10% or more of the business. Busine
making direct foreign investments are often refd
to as multinational corporations (MNCs)
multinational companie@VNEs). A MNE can make
direct investment by creating a new foreign comg
called a greerfield investment or by acquiring ¢
foreign company called an acquisition or a br
field investment. The arguments supporting fore
direct investment includesnfiitations to exporting
management control, limitation to licensit
diversification and on the other hand FDI is res¢éal
due to higher cost, political uncertainty, cultt
differences and poor infrastructure facilities ime
host countries

Anupama Sharma(2012) in their paper title“Role
of Foreign Direct Investment in India: An
Analytical Study” argued that the maximu
international investment flows are attracted
developed countries rather than developing cows
and under developing countries. Foreign investr
flows complement scare domestic investment
developing countries, especiallndia. They found
that the highest amount of FDI went to the finagc
sector, insurance sector, real estate and bus
services, representing 33.05 percent of the
cumulative inflow of FDI in India during the stu
period. They remarked that Indihould welcome the
inflow of foreign investment in such a way thai
should be convenient and favorable to the In
economy and enable it to achieve goals, such ad
economic development, the elimination of pove
and a favorable balance of paym..

Singh S., Singh M. (2011 in their paper titled,
“Trends and prospects of FDI in Indi
investigatedthe trend of FDI inflow to India, durin
1970-2007 using time series daThis paper aims to
study the reasons behind the fluctuations of
inflow in India and to investigate the cause of
fluctuations in FDI trends.

Agarwal G., Khan M. A. (2011)in their paper titled
“Impact of FDI on GDP: A Comparative Study of

China and India”, found that 1% increase in FlI

would result in 0.07% increase in GDP China and

0.02% increaseni GDP of IndiaThey concluded that
growth in China was more affected by FDI tt

growth in India.

Sarkar S., Lai Y. C. (2010), in their papertitled
“Foreign Direct Investment, Spillovers and Output
Dispersion - The Case of Indi”, suggested that
foreign investment affects the firf output positively
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and significantly andDomestic companies are le
productive in sectors with more foreign investr
than in sectors with relatively small foreign dir
investment.

Kulwindar Singh (2005) in his papettled “Foreign

Direct Investment in India: A Critical Analysis of

FDI from 1991-2005"analysed that the governme
began haphazardly with the foreign direct investn
in order to stimulate growth in the econor
Although, governmentwas forced to liberaliz
cautiously, the understanding of foreign investn
was lacking .A sectoral analysis reveals that w
FDI is gradually increasing and has become a ke
India's success, progress is vague. So the imge
India's reforms on pay environment is mixec
Industrial reforms have gone far, but they neebté:
supplemented with more infrastructure reforms, Wi
Is a crucial missing link

Jennifer Tobin, Susan RoseéAckerman (2005) in
their paper titled‘Foreign Direct Investment and
the Business Environment in  Developin
Countries: the Impact of Bilateral Investment
Treaties” concluded that the relationship betwe
bilateral investment treaties (BI'gnd FDI is weak
BITs appear to have little impact on FDI in geneha
addition, BITs have a positive effect on FDI flows
countries with an already stable business enviraorm
rather than encouraging greater FDI in risl
environments. Overall, BITs appear to have |
positive effect on foreign investment or on
perception by feeign investors of the investme
environment in low-and mediumecome countrie.

Maria Carkovic and Ross Levine (2002) in their
paper titled “Does Foreign Direct Investment
Accelerate Economic Growth?”concluded that FD
inflows have no independent impuon economic
growth. Thus, while sound economic policies
stimulate both growth and the FDI, the results
inconsistent with the FDI's view of growth that
independent of other growth determin:

Magnus Blomstréom, Ari Kokko (1996) in thei
paper titled*The Impact of Foreign Investment on
Host Countries: A Review of the Empirical
Evidence” quoted thatdreign direct investment c
promote economic development in their host cous
by contributing to productivity growth and expol
However, the exa nature of the relationship betwe
foreign MNCs and their host economies seem

vary. It is reasonable to assume that the industqg
policy environment of the host country are impot!
determinants of the net benefits of F

M.K. Dutta, G.K. Sarma in their paper titled
“Foreign Direct Investment in India since 1991
Trends, Challenges and Prospects’said that
ongoing initiatives, such as further simplificatiof
rules and regulations, infrastructure improvemeiné
expected to provide the necery impetus for the
future increase of FDI inflows. FDI inflows depe
on domestic economic conditions, global econc
trends and global investor strategies. Governmg
fully committed to creating strong econor
fundamentals and a proactive FDI poliregime.
Although FDI inflow to India has increased, regib
distribution is found to be more unfair. To ensar
more equitable regional distribution of such flowse
central and state governments should adog
concerted strategy for improving infreucture and
creating a sound economic and political environnr
After all, a more transparent investment systent

benefit India and ensure the future prospect of

inflows.

Despite of the several studies conducted on FL
analysis from the perspecve of Indian economy
has not been done in depth. Hence, the gap f
research is pertinent

Objectives:

» To understand the concept of Foreign Dil
Investment

» To determine the trends of FDI inflow in Inc
and to analyse the reasons behind such tr

» To analyse the effect of FDI on host cour

» To understand the role of government
promoting FDI.

Data collection &Research methodolog

Research methodology is a way to systematic
study and solve the research problems. The secp
sources is used for the propc research .Exiting
literature is studied carefully to understand
analyse the research problem .Different bo
journds, newspapers and relevant websites
consulted in order to make the study an effective.
The study attempts to examirthe Foreign Direct
Investment from Indian perspecti
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Table 1: India's Global FDI Inflow trend, 198(-

Trends of FDI Inflow:

India today receives large FDI inflows due to
robust domestic economic performance. Inc
attraction can be seen from the increase in

inflows to India as shown in Table 1 from 1980
2016. India’'s FDI inflows during the 1980s werew
low —about $ 0.08 billion. Some of the main reas
behindthis were the complex legal and constitutic
framework, restrictive and close door FDI polic{DIF
was permitted only in selected sectors subjec
different conditions, such as domestic eq
participation, local content requirements, ex|
obligatims and local R&D promotion. Su
restrictive policies did not provide the F
environment in India. Only a few foreign countr
like the United States (US), the United Kingd
(UK), Japan and Germany have therefore investe
India. With the opening ofhe Indian economy i
1991, FDI politics underwent a significant change
part of the wider process of economic refor
Foreign investment in most sectors was permittedl
gradual manner and restrictive conditions W
relaxed. These measures motivatereign investor:
from all corners of the world to India; and at thiate
the country became a strong economic player. F
1992 to 1997, FDI inflows in India continued toer
and peaked at $ 3, 62 billion in 1997. The FDI sé
the cyclic trend in 1998&nd 1999 because of seve
factors. These include the mild recession in the
and the global economy, the Sou- East Asia
financial crisis, political instability and poor ah@stic
industrial environment. The introduction of 1
Foreign Exchange Managem Act (FEMA) in 199¢
and the recovery from the SouthEast Asian crisi
caused FDI inflows to increase. FDI inflows increa
again to $ 5.48 billion in 2001 and reached $ 2!
billion in 2007. Welldeveloped financial sectc
strong industrial base dncritical mass of we-
educated workers raised India's FDI inflows a
47.10 billion in 2008 to the highest level. Althdu
the adverse effects of the US financial crisisate
2008, India's FDI inflows declined in 2009 and 2(
India succeeded in iming significant inflows in
2011. With Modi's entry in 2014, which took anot
phase of FDI policy reforms, the confidence
foreign investors in India is revived. FDI infloy
reached the highest level by the end of —$ 44.49
billion.

2016
1980 0.08 0.15
1981 0.09 0.13
1982 0.07 0.12
1983 0.01 0.01
1984 0.02 0.03
1985 0.11 0.19
1986 0.12 0.14
1987 0.21 0.16
1988 0.09 0.06
1989 0.25 0.13
1990 0.24 0.12
1991 0.08 0.05
1992 0.25 0.15
1993 0.53 0.24
1994 0.97 0.38
1995 2.15 0.63
1996 2.53 0.65
1997 3.62 0.75
1998 2.63 0.38
1999 2.17 0.20
2000 3.59 0.26
2001 5.48 0.80
2002 5.63 0.95
2003 4.32 0.78
2004 5.78 0.84
2005 7.62 0.80
2006 20.33 1.45
2007 25.35 1.33
2008 47.10 3.14
2009 35.63 3.02
2010 27.42 1.97
2011 36.19 2.31
2012 24.20 1.60
2013 28.20 1.98
2014 34.58 2.61
2015 44.06 2.48
2016 44.49 2.55

Sourcehttp://unctadstat.unctad.org/wds/ReportFc

s/reportFolders.as|
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India has now done well in global FDI inflows. |at
share of global FDI inflows has steadily increadec
the 1980s India had a small share of approximé
0.15 per cent of global FDI inflows, in 1997
increased to 0.75 per cent; in 2008 it reached et
cent and in 2016 it reached 2.55 per cent (seeeTk
above). The government has implemented se
reforms in recent years to attract more FDIs. TI
include improving infrastructure, revising the lam
land acquisition, reforming labor law a
rationalizing the process of obtaining environmé
clearances. The new government has instrL
various mnistries to cooperate and meetings are ¢
held at central government level. However, it rema
difficult for foreign investors to navigate Indi
bureaucratic controls and procedures to obtain
necessary clearances and approvals. It is ther
esential to improve the coordination of proje
between States and the Central Government.
Indian Government should create a be
infrastructure environment with an appropri
institutional framework, such as the dispute retsoi
mechanism, the dependent regulatory authority, €
India should work to increase FDI caps in F
potential sectors and allow more sectors to und
the automatic route to minimize investment hurdie
India.

Effects of Foreign Direct Investment

» Financial resources

Many large transnational companies have acce:
financial resources which supplement the dom
capital available and help topw the rate of
investment. It is good for countries where saviate
is low.

» Technology:

FDI often carries with it the befits of technology,
which is crucial in economic developme
.Technology, may be incorporated either
production process itself an the produc. This is a
significant advantage for less developed counaret
which lacks theresearch and developmelesources
and skills required to develop their own indigen
product and process technology

» Management skKills:

Foreign managerial skills aquiretirough FDI may
also produce benefits. Foreigranagers traed in the
latest mamagementechnique can often Ip to
improve the efficiency of operations in the h
country

» Employment effect:

FDI faciliatesthe creation of jobs for directly ai
indirectly and Direct employment is the result
foreign transnationalompanies creatii jobs for local
population as a result of increased investn.
Indirect employment arisas a result of incread
investment which is the result of increa:
consumption expenditure

» Balance of paymentffect:

FDI has four important BP effects for host count
establishment .The establishmentof a foreign
subsidiary result in one time capital inflow in 1
economy balance of payment account .If the FDI
substitute for import of goods and services
improves current account balance .When
transnational company usef foreign subsidiary to
export goods and services to other coun it
improves current account balance of host cou
FDI also leads to the repartition of profit
dividend ,adding to the income of thome country
subsidiary

» Competition and econonic growth:
Theexistences of competition among producers r
in the efficient functioning of market. FDI in tHerm
of greenfield investment results in creation of n
enterprise, increasing the number of players
competition in domestic market ande long-term
results include increase productivity, product
process innovation and great economic gri

Role of Indian Governmeni in Promoting Foreign

Direct Investment:

To promote Foreign Direct Investment (FDI), -
Government has put in place anestment - friendly
policy in which, except for a small negative ligtpst
sectors are open under the Automatic Road for
percent FDI. In addition, the FDI policy is revie
on a continuous basis to ensure that India remnsi
attractive and investdriendly destination. The polic
changes are made after intensive consultations

stakeholders, including apex industry chamk
associations, industry / group representatives

other organizations, taking into account their \8eA
comments. The FDpolicy applies across the indus
and applies equally to the SME sector. Fore
investment in various sectors brings internatidoest
practices and technology leading to economic gr¢
in India and provides much needed impetus for
manufacturing ector and job creation in India. In lii
with the policy of boosting the manufacturing se«
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and giving impetus to the' Make in India ' initiag]
the Government has allowed a manufacturer to ts
product via wholesale and/or retail, including tigh
automated e eommerce. The Government has iss
guidelines for foreign investment in the sector
provide clarity to the e eommerce sector. In the-
commerce market model, 100% FDI is allowed ur
automatic route.

Some provisions have been praddfor FDI in the
retail trade sector to address the interests ofritian
SME sector. For retail trading of single bre
products, in respect of proposals involving fore
investment beyond 51 percent, sourcing of 30 pel
of the value of goods puraked, has been manda
to be done from India, preferably from MSMI
village and cottage industries, artisans and aredts
in all sectors. With a view to benefit farmers, &
impetus to food processing industry and create
employment opportunities100 percer FDI under
Government route for trading, including througl-
commerce, has been permitted in respect of
products manufactured and/or produced in Ir
Some plantation activities including coffee, ruhkt
cardamom, palm oil and olive loplantations haw
been opened under automatic route for 100% for
investment. Additionally, 100 percent FDI
permitted under automatic route in completed ptsj
for the operation and management of townships,s
| shopping complexes and businecenters. Also,
foreign investment up to 49 percent in the defe
sector has been permitted under automatic
conditions. Additional portfolio investments a
investments by FVCIs were allowed up to
authorized automatic road level of 49 percent. igor
investment of ma than 49 percent has been alloy
by government approval in cases leading to acae
modern technology in the country or for ot
reasons. Furthermore, the FDI limit for the defe
sector was also applied for the manufacture of s
arms and munitioncovered by the 1959 Arms A

Conclusion:

Foreign direct investment (FDI) plays an import:
role in economic growth and development. It notyc
complements an economy's investment requirem
but also brings new technology, managen
expertise andoreign exchange reserves. FDI hel)
India achieve financial stability and economic gtio
by investing in various sectors. FDI has boosted
economic life of India. After liberalization of Tdae
policies in India, we can observe that the tren&Df

infows has been rising continuously and it

reached the peak of $44.49 billion by the enc
2016.The factors contributing to such inflo
includes Make in India projects, investment frign
environment, providing required infrastructt
facilities, promoting esommerce and implementit
ease of doing business facilities. However, Indih
needs to work on its policies to overcome its |
hurdles and to provide a transparent worl
environment.
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