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IMPACT OF FDI ON ENVIRONMENTAL QUALITY IN INDIA 
 

JASLEEN KAUR 

ASST. PROFESSOR 

SGTB KHALSA COLLEGE 

UNIVERSITY OF DELHI 

DELHI 

 
ABSTRACT 

Foreign-direct-investment is the most important source of foreign capital for developing countries. It acts as a driver for economic development by bringing tech-

nology, employment, capital and access to new markets. However, with increased flow of FDI, the status of environmental quality has also degraded which is one 

of the reason for making India, the fourth largest polluting country in the world. The aim of the present study is to review the relation between the growth of FDI 

and rising environmental degradation in India. The study reveals that FDI in India has an adverse impact on environment and it is responsible for worsening the 

environment quality. 

 

KEYWORDS 
economic growth, environmental quality, foreign direct investment, pollution. 

 

1. INTRODUCTION 
DI can be defined as an investment made by a foreign entity to acquire a long term interest with the aim of having effective voice in the management. It 

may include cross border acquisition, setting up of a new production facility, green field investment or purchasing share of an existing foreign firm (Bjorvatn, 

2000). It plays an important role in overall capital formation of the country and helps in economic growth at both macro and micro levels. It serves as a non-

debt creating source of external finance at macro level whereas s at micro level, it uplifts employment, technology, skills level, output and other sectors of the 

host country (Ncaer, 2009). 

FDI policy in India is governed under the provision of Foreign Exchange Management Act (FEMA 1999). It is notified through press notes by department of industrial 

policy and promotion (DIPP) (Gola, Dharwal, Aggarwal, 2013). The government of India has taken various initiatives to attract more FDI flows. For example, in the 

construction sector, the government has reduced minimum capitalization and relaxed various terms to exit from the project (V. Prabhakaran, 2015). India stood 

as the tenth most attractive destination for FDI in the world. The top most source of FDI inflows in India during April – December period was Mauritius with inflows 

of 12.8 billion followed by Singapore with inflows of 7.1 billion (live mint e paper, 2017). 

However, increase in FDI has given equal rise in environmental unfavorable activities which cause pollution. The emissions of Sulfur dioxide between 1980 and 

2000 increased by 110% in India. The release of Carbon dioxide from industries and depletion of natural resources has led to environmental mismanagement (G. 

Tripathi and Yogesh Tripathi, 2000). The present study attempts to find the impact of FDI on environmental quality in India. 

 

2. LITERATURE REVIEW 
FDI is considered as an important tool for the development of a nation. The study by D. Ramesh and Packia Lashmi mentions various advantages of FDI such as 

upgrading the existing technical knowhow in the host country, providing greater access of global market, increasing competition in domestic economy of the host 

country, boosting the human resources by upgrading skills and training (D Ramesh, S. Packia Lashmi, 2014). The study by Selma, 2013 points out the impact of FDI 

on balance of payment. It has mention that FDI can increase initial capital inflow to the host country if an MNE establishes a foreign subsidiary, improve current 

account of balance of payment of the host country by substituting imports of goods and services (Selma et al 2013). 

According to OECD, FDI can be used as a tool by the authorities for enterprise development and restructuring. FDI can spur enterprise development in host country 

by achieving synergies, rising efficiencies and developing new activities (OECD, 2002). 

Other than merits of FDI there are also some costs borne by host countries. FDI harms the host country's economy by crowding out domestic investment. Domestic 

investors may find it difficult to compete with foreign investors due to lack of high level of technology and effective operations (Mamma Dova, 2015). Foreign 

investors may sell off less profitable parts of the company to the local investors (Amadeo, 2017). 

Study by Loungani and Razin points out that FDI can cause foreign investors to obtained information about productivity of enterprise under their control, which 

can give them advantage over uninformed domestic savers. Using the information, they retain high productivity firms under their control. 

Lannuzzi identified volatility in exchange rates as the major disadvantage that benefits the investing country but detrimental for the host country.  

Further, several studies have been conducted to find out the impact of FDI on environmental quality. Study by Avazalipour et al. finds the relationship between 

FDI and quality of environment taking selected countries from non OECD for the period 1996-2007 using penal data method. The study revealed positive relation-

ship between FDI and the amount of water pollution (Avazalipour et al, 2013). 

For establishing relationship between Foreign Direct Investment and Environmental degradation Hitam and Borham applied nonlinear model. The study also 

examines positive relationship stating that increasing in Foreign Direct Investment, causes increase in environmental degradation (Hitam and Borhan, 2012). 

  

3. DISCUSSION 
The Deterioration of environment and increasing environmental pollution due to FDI has become an important issue in the economic growth of the country. Many 

studies have been postulated describing the relation between these two variables. Baek and W.koo applied cointegration analysis and vector correction model 

(VEC) to examine the environmental impact of foreign-direct-investment both in the short run and in the long run in India and China. With pollution haven hy-

pothesis, it found that FDI inflows have detrimental effect on environmental quality in both long run and short run. It further concluded that there is unidirectional 

link between FDI and SO2 emissions in India and China, showing that change in FDI causes change in environmental quality but vice versa does not hold true. 

The study by Kaur examined the relationship between FDI, pollution and economic growth by using correlation analysis. While the study found moderate degree 

of negative correlation between FDI and Growth (-.32), it showed high degree of positive correlation between pollution and FDI concluding that increasing FDI can 

cause rise in the level of environmental pollution (Kaur,2014). 

  

F
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FIGURE 1: FOREIGN DIRECT INVESTMENT INFLOWS IN INDIA IN RUPEES CRORES ACROSS TIME PERIOD 2000-2015 

 
Source: Factsheet of Department of Industrial Policy on Foreign Direct Investment in India 

 

FIGURE 2: TRENDS IN SULPHUR DIOXIDE AND NITROGEN OXIDE ACROSS 133 INDIAN CITIES MEASURED IN UG/M3 

 
Source: Green Growth and Air Pollution in India 2016 published by TERI Institute, Delhi 

Rastogi and Sawhney conducted the analysis by categorizing pollution-intensive and less pollution industries and studied the effect of industry characteristics on 

FDI inflows. According to the study India's four largest source countries of FDI are US, Japan, Mauritius and Singapore. It concluded that India seeks to take 

advantage of labor intensive less polluting industries (Rastogi, Sawhney 2013). 

Paper by Joysri Acharya examined the impact of FDI inflow on GDP and environmental degradation taking into account the period 1980-2003. The study found 

that rise in FDI is directly related to depletion of resources and the impact of FDI inflows on CO2 emissions is quite large in the long run. 

Relationship between Foreign Direct Investment and CO2 emission has also been established in the paper by Kumar and Chander. The study examined the rela-

tionship between these two factors considering the period 1981 to 2011 using various tests such as Unit Root test, Granger- causality test and Co- integration test. 

It concluded that FDI has significant impact on air quality in India and suggested the need to establish environmental policy to meet environmental goals. 

  

4. CONCLUSION 
The above arguments represent two different sides of the impact of Foreign-direct-investment, that is, creating growth opportunities around the world and in-

creasing environmental concerns in the form of pollution, health hazards and environmental degradation. It can be concluded that the impact of FDI on environ-

mental quality is very significant and it is worsening the environment. The conclusion is based on the research conducted in the last few decades. The study draws 

the attention towards the problem caused by FDI through depletion of natural resources, use of energy and emission of pollutant. Many studies have supported 

the conclusion that the increase in pollution level can be positively linked to increase in FDI. Therefore, it is recommended that it is high time to curb down the 

level of emissions otherwise it will leave the future generations in a worse situation. 
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