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THE EMPIRICAL EVIDENCES OF SLOWDOWN OF FDI INFLOW IN INDIA SINCE 2009

PEARLY JERRY
HEAD
DEPARTMENT OF MANAGEMENT STUDIES
ST. ALOYSIUS COLLEGE (AUTONOMOUS)
JABALPUR

ABSTRACT

Foreign Direct Investment inflow in India has played a major role in the recent past. The fall of stock market in the month of May 2012 can be seen as a reason of
the portfolio pull out of the Fll’s from the market. The paper is an attempt to gather the empirical evidences to see the slow down of the FDI investments in India
since 2009. The statistics published by the Department of Industrial Policy and Promotion (DIPP) and Reserve bank of India manual reveals that the Foreign Direct
Investment has moderated since 2009. The paper attempts to study this fallout in the light of the potential India has for the investment. This paper has tried to
analyse the Direct investment and the Portfolio investment from 2009-12 and collect the evidences to prove the moderation in the FDI inflow in India. In 2010-11
the FDI inflow has been US S 32,901; which is a warning bell for the nation’s economy. But so far 2011-12 is seeing again an increase in the FDI inflow compare to
the previous year. By February 2012 the FDI inflow had been US S 41,891 million as compared to the US S 32,901 million last year till April 2011. This can be seen
as a positive sign for the economy’s growth. The reforms needed to attract the FDI inflow must be taken strongly and quickly; at a time when the world economy
is experiencing the jitters of recession. The Indian economy has strong foundations and thus has the capacity to endure for a longer period any strong effects of
external factors.

KEYWORDS

Foreign Direct Investment, Direct Investment, Portfolio Investment.

INTRODUCTION
ndia opened its doors for the FDI inflow in the year 1991 with the Government’s liberalization and economic reforms programme which aimed at rapid and
substantial economic growth and integration with the global economy in a harmonized manner. The industrial policy reforms reduced the industrial
licensing requirements, removed restrictions on investment and expansion, and facilitated easy access to foreign technology and foreign direct
investment. The role of Foreign Direct Investment in an economy goes beyond simply easing financial constraints. FDI inflows are associated with multiple
benefits such as technology transfer, market access and organizational skills. Foreign Direct Investment (FDI) is considered as an important agent in the process
of accelerated economic growth in the developing countries. FDI is more attractive in comparison to other forms of external finance since it is non-debt creating,
non-volatile and the returns depend on the performances of the projects financed by the investors (Planning Commission, 2003). FDI can be defined as an
investment made by a resident of one economy in another economy and it is of long term nature or of lasting interest. The second aspect of FDI investment is
that the investor has a significant degree of influence on the management of the enterprise; thus managerial expertise and organizational skills are learnt.
Since the reforms of 1991, the inflow of FDI in India has been growing and its impact can be seen on the growth of the economy on the whole. The government
has defined two routes for attracting Foreign Direct Investment inflows in India.

FDI ROUTES

FDI entry in India can be done through two routes:

i. Automatic Route

FDI up to 100 per cent is allowed under the automatic route in all activities/sectors except where the provisions of the consolidated FDI Policy, on 'Entry Routes
for Investment' issued by the Government of India from time to time, are attracted.FDI is banned in the following sectors:

. Retail Trading (except single brand product retailing);

. Atomic Energy;

. Lottery Business including Government / private lottery, online lotteries etc;

. Gambling and Betting including casinos etc.;

. Business of chit fund;

. Nidhi Company;

. Trading in Transferable Development Rights (TDRs);

. Activities/sector not opened to private sector investment;

. Agriculture (excluding Floriculture, Horticulture, Development of seeds, Animal Husbandry, Pisciculture and cultivation of vegetables, mushrooms etc. under
controlled conditions and services related to agro and allied sectors) and Plantations (Other than Tea Plantations);

10. Real estate business, or construction of farm houses; Manufacturing of Cigars, cheroots, cigarillos and cigarettes, of tobacco or of tobacco or of tobacco
substitutes.

FDI in sectors /activities to the extent permitted under the automatic route does not require any prior approval either of the Government or the Reserve Bank of
India.

ii. Government Route

FDI in activities not covered under the automatic route requires prior approval of the Government which are considered by the Foreign Investment Promotion
Board (FIPB), Department of Economic Affairs, Ministry of Finance. Indian companies having foreign investment approval through FIPB route do not require any
further clearance from the Reserve Bank of India for receiving inward remittance and for the issue of shares to the non-resident investors.

O oOoNOULDS WN R

NEED AND IMPORTANCE OF THE STUDY

India has been ranked at the second place in global foreign direct investments in 2010 and will continue to remain among the top five attractive destinations for
international investors during 2010-12 , according to United Nations Conference on Trade and Development (UNCTAD) in a report on world investment
prospects titled, '"World Investment Prospects Survey 2009-2012".

The 2010 survey of the Japan Bank for International Cooperation released in December 2010, conducted among Japanese investors, continues to rank India as
the second most promising country for overseas business operations.

A report released in February 2010 by Leeds University Business School, commissioned by UK Trade & Investment (UKTI), ranks India among the top three
countries where British companies can do better business during 2012-14.

India is ranked as the 4th most attractive foreign direct investment (FDI) destination in 2010, according to Ernst and Young's 2010 European Attractiveness
Survey. However, it is ranked the 2nd most attractive destination following China in the next three years.
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Moreover, according to the Asian Investment Intentions survey released by the Asia Pacific Foundation in Canada, more and more Canadian firms are now
focusing on India as an investment destination. From 8 per cent in 2005, the percentage of Canadian companies showing interest in India has gone up to 13.4
per cent in 2010.

In the light of these facts the present study on the evidences of the FDI inflow moderation is of great importance as the nation needs to rethink and refocus its
attention to the one of the best ways of developing the economy and developing competency in the market.

STATEMENT OF THE PROBLEM

The Empirical Evidences Of Slowdown Of Foreign Direct Investment Inflow In India since 2009.

OBJECTIVES OF THE STUDY
The objective of the study is to collect and analyse the statistical evidences for the slowdown of the Foreign Direct Investment inflow in India during the period
2010-11.

HYPOTHESIS
The null hypothesis that the FDI inflow in India since 2009 has not moderated.

RESEARCH METHODOLOGY

The data collected is of secondary in nature. The major statistical information will be collected from “The Handbook of Statistics on Indian Economy, RBI”(various
issues), “Economic Survey , Government of India(various issues)”Department of Industrial Policy and Promotion(DIPP), Department of Commerce and Industry,
Government of India(fact sheet on FDI ), issues of SIA newsletter, FDI India.com. A comparative study of the data of 2010 and 2011 will be done. Graphs and
charts will be utilized to comparatively study.

LITERATURE REVIEW

Despite serious debate over the concept of FDI particularly in respect of developing countries, it has been getting increasing importance in the developing
countries in recent times. The basic reasoning behind the advocacy of FDI lies in the fact that these countries are lacking in domestic saving and investment,
which leads to lower economic growth, lower income, consumption and low level of employment. Thus to bridge the gap between investment need of a country
and its domestic savings, FDI is considered as an important tool. Moreover, FDI can compensate the need of investment deficiency complementing local savings
and by supplying more effective management, marketing and technology to improve productivity (Moran, 1999). Besides, FDI helps transfer and update
technology; improve skills and managerial capabilities; provide the competitive edge to country’s exports; improve efficiency; provides quality services and
goods and helps in creating additional jobs. The UNCTAD (1999) notes that transnational corporations (TNCs) can complement local development efforts by: (a)
Increasing financial resources for development; (b) boosting export competitiveness; (c) generating employment and strengthening the skills base; (d) protecting
the environment and social responsibility; and (e) enhancing technological capabilities (transfer, diffusion and generation of technology). Technology transfer
operates via four related channels: (i) vertical (backward and forward) linkages with suppliers or purchasers in the host countries; (ii) horizontal linkages with
competing or complementary companies in the same industry; (iii) migration skilled labour; and (iv) the internationalization of R&D (OECD, 2002,Chapter 1).

THE FINDINGS & ANALYSIS

In 2008-09 the total FDI inflow was a US $41,874 millions which was more than 2007-08 inflow. The increase in the FDI inflow in 2006-07 was 146% compared to
the previous year, which was highest so far. But from the year 2009 there has seen a fall in the FDI inflows in the country. In 2010-11 the FDI inflow has been US
$32,901; which is a warning bell for the nation’s economy.

FDI inflows to India witnessed significant moderation in 2010-11 while other EMEs in Asia and Latin America received large inflows. This had raised concerns in
the wake of widening current account deficit in India beyond the perceived sustainable level of 3.0 per cent of GDP during April-December 2010' But so far 2011-
12 is seeing again an increase in the FDI inflow compare to the previous year. By February 2012 the FDI inflow had been US $ 41,891 million as compared to the
US $ 32,901 million last year till April 2011. This can be seen as a positive sign for the economies growth. The reforms needed to attract the FDI inflow must be
taken strongly and quickly; at a time when the world economy is experiencing the jitters of recession.

FIGURE 1: FDI INFLOW IN INDIA (in US $ millions)
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The breakup of the 2011 FDI inflow from April 2010 to March 2011 is given below:

FIGURE 2: FDI INFLOW IN INDIA DURING APRIL 2010-MARCH 2011 (in US $ millions)
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FDI inflow from April 2010 to March 2011 has shown tremendous volatility.

FIGURE 3: FDI INFLOW IN INDIA DURING APRIL 2011- MARCH 2012 (in US $ million)
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DIRECT INVESTMENT

Direct investment motive is to have a long term relationship with the foreign companies by investing sufficient financial capital in the equities of those
companies to enable them to have a significant influence on their management. Direct investment in a foreign country is generally more difficult to liquidate
quickly. FDI represents investments largely in wholly owned affiliates with capital locked into fixed assets. By definition, FDI refers to a long term relationship
between the direct investor and the invested enterprise in the foreign country. Direct investment enterprises have access to the resources of foreign parent
companies and their international networks for capital financing. They also take advantage of other sources of international financial such as bonds, borrowings
in foreign market(portfolio investment) and loans from foreign bank(other investment). The direct investment enterprises After a very volatile phase of FDI
inflow observed in 2010-11; the next phase of 2011-12 reflected a more stable and continuous inflow.

. Portfolio Investments: The portfolio investors are concerned about the security of their investments in the foreign country. They are primarily interested in
the rate of return on their investment in the form of dividends on equities and or interest on debt. Other reasons motivating portfolio investors to invest in
another country could be capital appreciation or the desire to diversify investment with respect to currency, country and industry. Portfolio investment
may be liquidated when there is a drop in confidence in the enterprise, government or economy. Although short term instruments are a significant
component of the portfolio investment such investments can also include equities and debt instruments, such as bonds and notes which are considered
long term securities. Nevertheless it is the tradable characteristics of these instruments that gives portfolio investors the ability to shift from one
instrument to another. Financial derivatives are of a short term nature and are hedged against such factors as foreign exchange risk, interest rate risk,
equity and commodity price risk and credit risk. Other investments can be considered an investment in financial markets, such as trade credits, currency
and deposits and bank loans". The portfolio investment comprises of GDR’s/ADR’s raised by the Indian corporates and FII’s investment in the country.
Portfolio investment has played a major role in the Indian capital market.

Investment by SEBI registered Flls is regulated under SEBI (FII) Regulations, 1995 and Regulation 5(2) of FEMA Notification No.20 dated May 3, 2000, as amended

from time to time. Flls include Asset Management Companies, Pension Funds, Mutual Funds, Investment Trusts as Nominee Companies, Incorporated /

Institutional Portfolio Managers or their Power of Attorney holders, University Funds, Endowment Foundations, Charitable Trusts and Charitable Societies. SEBI

acts as the nodal point in the registration of Flls. The Reserve Bank of India has granted general permission to SEBI Registered FlIs to invest in India under the

Portfolio Investment Scheme (PIS).Investment by SEBI registered Flls and its sub accounts cannot exceed 10per cent of the paid up capital of the Indian

company. However, in case of foreign corporates or High Networth Individuals (HNIs) registered as sub accounts of an Fll, their investment shall be restricted to

5 per cent of the paid up capital of the Indian company. All Flls and their sub-accounts taken together cannot acquire more than 24 per cent of the paid up

capital of an Indian Company. An Indian company can raise the 24 per cent ceiling to the sectoral cap / statutory ceiling, as applicable, by passing a resolution by
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its Board of Directors followed by passing a Special Resolution to that effect by their General Body. The Indian company has to intimate the raising of the FIlI limit
to the Reserve Bank to enable the Bank to notify the same on its website for larger public dissemination. The total FDI inflows comprises of Direct investment
and the portfolio investment. The months of April, September, October, November, December 2010 and February 2011 saw major inflow and outflows in the
Portfolio segment which drastically impacted the Overall FDI inflows.

PORTFOLIO INVESTMENT FOR 2010-11

If the distribution of the FDI flow is seen clearly Portfolio investments reduced to US$88 million in the May 2010 thus reducing the overall investment of FDI.
Then a very negative trend was seen the portfolio investment went to negative in the August 2010 i.e. US$(440) million thus the overall FDI inflow became as
low as US $ 890 million from US $ 10,899 million. FII’s pulled out from the Indian markets in May, August, November, December, February and March 2010. FlI
investment has not been stable , April 2010 saw the inflow and in May 2010 the pull out took place so also every pull had been preceded by the inflow thus
reflect inconsistent flow which only helps in the market capitalization. This is not beneficial in the long run for the country.

i Portfolio investment for 2011-12

In 2011-12 the FDI inflow in the portfolio investment segment again saw the dramatic pull outs in the months of May, August, September and October 2011. And
exactly like the previous year the investments inflows were preceded by the outflows. And these pullouts had a drastic effect on the overall investment scene.
The similar pattern is being followed in the current financial year too.

FIGURE 4: COMPARISON OF DIRECT INVESTMENT AND PORTFOLIO INVESTMENT IN 2010-11 (in US $ million)
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FIGURE 5: COMPARISON OF DIRECT INVESTMENT AND PORTFOLIO INVESTMENT IN 2011-12 (in US$ million)
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Portfolio investment has been more than the direct investment. The direct investment is for the long term and for the development of the nation whereas the
portfolio investment helps only in giving a ride to the economic picture. And direct investment has been consistent throughout the period. The fluctuations in
the portfolio investment reflect the currency fluctuation, instability in the confidence of the government and instability of the economic condition.
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FDI INFLOWS SECTOR WISE

SECTORWISE FDI INVESTMENT 2010-11 (in US$millions)

16000
14000 -
12000 -
10000 -
8000 -
6000 -
4000 -
2000 - M Seriesl
O .
e < Q & e > < A2 > >
6\(/ . ,s'&\o ’00 q\fé &%' \§-\(:b o\‘\e 6°§ &%(:b “\)ﬂfb
2 & & K\ @ ] &S &
S SO
& @ ¥ @ & AN ?
\?5’0 O@Q i>°°o % \‘Z«o@
(2 N O
A ¢S ® &
COMPARITIVE CHART -SECTORWISE FDI INVESTMENT 2009-12 (IN US$ MILLIONS)
30000
25000
20000 -
15000 -
10000 -
5000 W 2009-10
m2010-11
O .
° o o e e \ N e N . m2011-12
RS Xe) .O Q XS N < RN R >
& F & & F S & F & e
& & L & 5 & & » ¢
) & ) ° & N\ < >
& 9 Q} N g@ v < %
& ¢ & & R SR
9 N >
’\Q}Q/ (;oé\ 0\) ‘:B' (0
\2\ k\fo O\Q/
Q &

From the table given above we can understand the highest FDI investment is in the service and telecommunication sector respectively. The other infrastructural
sectors have not received the expected investments. Even the much need pharmaceuticals and power sector which are high potential sector for the growth has
not received the much needed investment. Therefore as a policy matter an initiative must be made to attract the potential investors in these sectors. In 2010 it
was observed the FDI inflow even in the Service sector reduced and then again there is improvement in the 2011. The similar trend can seen in all the sectors
metallurgical industries and petroleum & natural gas. The petroleum & gas sector has seen a fall in the year 2011. It is seen that as the economy matures the
growth pattern sectorwise reflects a two platform growth. On one platform the growth of the industry and service sector increase more than the agriculture
sector and on the other platform the service sector grows faster than the rest of the economy thus the its contributory share increases comparatively than the
rest of the economy., accompanied by the stagnant or declining share of the industrial sector. These include the availability of highly qualified professionals and
people proficient in English; low labor costs; and conducive policies of the government, especially with respect to FDI, taxation, and external trade."
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COUNTRY WISE FDI INFLOW IN THE COUNTRY

COMPARITIVE CHART OF COUNTRY WISE FDI INFLOW FROM 2009-12
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Mauritius is the highest FDI investor in the country; leaving behind the developed nations with high potential and capacity to make investments in the country.
US and UK lag behind at the 4™ and 5" position. Though Mauritius is the highest contributor in the FDI yet in the year 2010 it also pulled out its investment but
an improvement has been seen in 2011. Netherlands, Japan, France had shown confidence in investment in India even in 2011. Mauritius is widely considered as
the Offshore financial Centre that is used by most foreign investors as an intermediary to reach India, predominantly to capitalize on the tax rebates that the
country offers so as to minimize their overall tax burden. Conversely, as Indian companies have become more globalised many have chosen to either use their
overseas or have established holding companies and/or special purpose vehicles in OFCs or other regional financial centre’s like Singapore or the Netherlands to
raise funds in third countries.”

A LOOK INTO THE CAUSES OF SLOWDOWN

There has been a moderation in the FDI inflow for two continuous years i.e. 2009-11. The factors that have caused the fall of FDI inflow in India can be traced to
the various episodes of corruption and fallout of the global picture of INDIA Inc because of which the lack of confidence of the FIl’s in INDIA Inc. can be seen. The
lack of confidence is due to the: (a.) The fallout of the global picture of INDIA INC. (b.) The Recession in the global economy, (c.) The slackness and slowing pace
of the policy matters related to FDI inflow.

The confidence level of the global market investors in India suddenly became shaky when the Indian news was flashing about the various corruptions cases in
India. The polity of the politics in India and the upswing of the opposition and the doldrums of the anticorruption movement gave a bad name to the INDIA INC.
The deadlocks in the parliament and the infamous display by the opposition of the in competency they portrayed to world caused an enormous damage to the
brand INDIA INC. The daily newsrooms being filled with insane debates which ought to have been decorated and heard in the parliament were revealing the
nudeness and infirmity of the INDIA INC. The damage has been done The second most important factor is the recession in the global economy. The whole world
was suffering from a series of global economy malfunction the need of the hour was to sustain their own economies at the same time capitalize in the best
economies; therefore emerging economy like India was a haven for them. Therefore we did not experience the drying up of the FDI inflow but only shrinking to
some extent. The Greece crisis has shaken the Indian currency and also led the share market to bleed in a day. The Fll and FDI pull out took place in a mammoth
way and the currency was devalued. Thirdly the maximum damage control which could have been undertaken by the Indian media was not responsibly
undertaken but the vice versa was done which totally hampered the little modesty left of the country. The lack of discretion and the sense of responsibility is
found lacking in the Indian media. This reflects the level of immaturity and indecisiveness in the media.

Finally the red tapism slowed down the further investment opportunities. Institutional and Governance quality has been identified as a likely determinant of FDI,
particularly for less developed countries, for a variety of reasons. First, good governance is associated with higher economic growth, which should attract more
FDI inflows. Second, poor institutions that enable corruption tend to add to investment costs and reduce profits. Third, the high sunk cost of FDI makes investors
highly sensitive to uncertainty, including the political uncertainty that arises from poor institutions (Walsh and Yu, 2010). The opportunities that knocked the
door of the country for the FDI investment faced hard time getting the sanctions from the government. The policy decisions that had to be urgently passed faced
the doldrums of the coalition partners and the opposition and left the government stranded. The government’s inability and infirmity to pass the required bills
came as a major roadblock in the building the confidence level of the global investors. The stranding of the FDI in the retail sector for the multiple brands also
caused a lot of disappointment for the investors. Recently another hurdle the government has proposed is to tax the FDI inflow from Mauritius; Mauritius is the
highest investor in India. This has shaken the market confidence and a major dip in the stock market was observed.

CONCLUSION

To pull the FDI inflow towards India, the government has to make all out efforts to attract the FDI investments in the sectors other than Service; secondly the
investments should be attracted from the developed nations which will enhance the technological transfer and advancement in the nation. The moderation that
had been experienced in the recent two years has experienced positive vibes so as to state with the recent visit of Ms. Hillary Clinton and negotiations for the
waitlisted the FDI investments getting a quick addressing is helping in boosting the FDI inflow in the country. On a positive note INDIA INC has the potential to
attract the FDI and also grow as a major consumer market.

ENDNOTES

iForeign Direct Investment flows to India; Division of International Trade and Finance of the Department of Economic and Policy Research, Reserve Bank of India
Source: Based on IMF, 1993, chapters XVIIl and XIX.

iSource: Based on IMF, 1993, chapters XVIII and XIX.

“Poonam Gupta, ( 2005),Understanding The Growth Momentum In India’s Services, International Monetary Fund March 2005, IMF Country Report No. 05/87)
'Gopalan Sasidaran, Alerts on emerging Policy Challenges, Issue No.5, January 2010.
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