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FDI SCENARIO IN INDIA AND ITS GROWTH LINKAGES

ASST. PROFESSOR
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ABSTRACT

Foreign direct investment (FDI) plays a multidimensional role in the overall development of the host economies. It may generate benefits through bringing in non-
debt-creating foreign capital resources, technological upgrading, skill enhancement, new employment, spill-overs and allocative efficiency effects. While FDI is
expected to create positive outcomes, it may also generate negative effects on the host economy. The costs to the host economy can arise from the market power
of large firms and their associated ability to generate high profits. Much of the existing empirical evidence suggests that the positive effects offset negatives, thus
providing net economic benefits for the host economies. Foreign direct investment (FDI) has played an important role in the process of globalisation during the
past two decades. The rapid expansion in FDI by multinational enterprises since the mid-eighties may be attributed to significant changes in technologies, greater
liberalisation of trade and investment regimes, and deregulation and privatization of markets in many countries including developing countries like India. Capital
formation is an important determinant of economic growth. While domestic investments add to the capital stock in an economy, FDI plays a complementary role
in overall capital formation and in filling the gap between domestic savings and investment. At the macro-level, FDI is a non-debt-creating source of additional
external finances. At the micro-level, FDI is expected to boost output, technology, skill levels, employment, and linkages with other sectors and regions of the host
economy. The present study aims at providing a detailed understanding of the spatial and sectoral spread of FDI-enabled production facilities in India and their
linkages with the rural and suburban areas. The corresponding impact on output, value added, capital and employment in the regions receiving FDI has also been
worked out.

KEYWORDS

FDI, Economies, Market, Globalisation.

INTRODUCTION
oreign direct investment (FDI) refers to cross-border investment made by a resident in one economy (the direct investor) with the objective of
establishing a lasting interest in an enterprise (the direct investment enterprise) that is resident in a country other than that of the direct investor (OECD
2008). The motivation of the direct investor is strategic “lasting interest” in the management of the direct investment enterprise with at least 10 per
cent voting power in decision-making.
The host country aspires to receive FDI inflows because of the potential benefits, the most established benefit being that FDI supplements the domestic savings
of a nation. Other payoffs include access to superior international technologies, exposure to better management and accounting practices, and improved
corporate governance. FDI is likely to expand and/or diversify the roduction capacity of the recipient country, which, in turn, is expected to enhance trade. On
the other side, foreign investors are motivated by profits and access to natural resources. Therefore, large and growing domestic markets are likely to receive
more FDI. Countries with abundant natural resources such as mines, oil reserves, and work force appear prominently on the investment maps of foreign
investors. While the objectives of FDI can be different from the home and the host country’s perspectives, one of the major aims of attracting FDI is overall
development of the recipient country keeping some specific strategy in view. This can be done by achieving higher FDI inflows, maximising technology spillover
into the domestic economy, or imposing local content requirements.

OBJECTIVES OF THE CURRENT STUDY

While empirical and econometric work on testing various theoretical hypotheses is embedded in the extant literature on FDI, there has been no comprehensive
attempt to examine the spatial and sectoral spread of FDI-enabled production facilities in India and their linkages with rural and suburban areas. The majority of
the population, both urban and rural, is expected to gain, indirectly and differentially, from FDI. While FDI may benefit the economy at both macroeconomic and
microeconomic levels through bringing in non-debt-creating foreign capital resources, technological upgrading, spill-over and allocative efficiency effects, it is
equally important to probe whether people in the rural and suburban areas get affected through such benefits. FDI in relatively labour-intensive sectors
including food processing, textiles and readymade garments, leather and leather products, and light machine tools, with plants set up in small cities close to rural
and suburban areas, would tend to have relatively high employment-generating potential. The present study makes a modest contribution by providing a
comprehensive analysis of the various aspects of the impact of FDI on the Indian economy. The objectives of the study are as follows:

1. To bring out sectoral clustering across the states and sub-state regions.

2. To enable a comprehensive understanding of the value-added features of the FDI-linked production facilities.

3. To assess the share of export-seeking FDI in various sectors of production.

4. To study the impact of FDI in service sectors.

5. To document the sectoral distribution of FDI through Automatic route and Prior Government Approval route.

METHODOLOGY

The major source of information is the database available at the Department of Industrial Policy and Promotion (DIPP), Department of Industry, Ministry of
Commerce and Industry, Government of India. The study has used the Capitalize database of Capital Market that provides information on listed and unlisted
Indian companies. The major focus of our analysis has been the manufacturing sectors. However, we have also provided descriptive and perspective features of
FDI-enabled firms in service sectors.

TRENDS AND DISCUSSION

FDI inflows grew steadily through the first half of the 90s but stagnated between 1996-97 and 2003-04 (Table 1.1). The year-on-year fluctuations until 2003-04
make it difficult to identify a clear trend; however, inflows have been increasing continuously since 2004-05. During 2008-09, India registered FDI inflows of
$33.6 billion and total cumulative inflows from August 1991 to March 2009 have been to the tune of $155 billion.
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TABLE 1.1: FDI INFLOWS (1990-91 TO 2009-10)

Year Rs.(Crore) | USS Million | % age growth ( in terms of USS)
1990-91 | 185 103 -

1991-92 | 326 133 (+)29.13%
1992-93 | 1713 559 (+)320.30%
1993-94 | 13026 4153 (+)642.93%
199495 | 16133 5138 (+)23.72%
1995-96 | 16364 4892 (-)-4.79%
1996-97 | 21773 6133 (+)25.37%
1997-98 | 20014 5385 (-)-12.20%
199899 | 10101 2401 (-)-55.41%
1999-2k | 22450 5781 (+)140.77%
2000-01 | 31015 6789 (+)17.44%
2001-02 | 38874 8151 (+)20.06%
2002-03 | 20105 6014 (-)-26.22%
2003-04 | 72139 15699 (+)161.04%
2004-05 | 94981 21463 (+)36.72%
2005-06 | 135080 29829 (+)38.98%
2006-07 | 248017 61633 (+)106.62
2007-08 | 97863 21313 (-)-65.42%
2008-09 | 123378 33613 (+)57.71%

Source: Secretariat for Industrial Assistance, Various FDI Fact Sheets.

FIGURE 1.1: TOTAL FDI OUTFLOW FROM INDIA
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Source: Handbook of Statistics on Indian Economy; RBI Bulletin July 2010.
Indian companies are reaching overseas destinations to tap new markets and acquire technologies. While some of the investment has gone into greenfield
projects, a major portion of Indian overseas investment went into acquiring companies abroad. Acquisitions bring with them major benefits such as existing
customers, a foothold in the destination market and the niche technologies they require. Due to the rapid growth in Indian companies’” M&A activity, Indian
companies are acquiring international firms in an effort to acquire new markets and maintain their growth momentum, buy cutting-edge technology, develop
new product mixes, improve operating margins and efficiencies, and take worldwide competition head-on. It has emerged as the most acquisitive nation in
emerging nations, according to global consultancy KPMG (2008) in their Emerging Markets International Acquisitions Tracker. Figurel.1 shows that FDI outflows
from India have increased consistently since 2000 at US$18.5 billion in 2008-09, compared to only US$1.4 billion in 2001-02. A linear best fit line has fitted which
indicated the increasing trend of FDI (Y=2826.3x -5942.9, R* = 0.741) during the period of study.
SECTOR- WISE FDI INFLOWS
Over the recent past, the sector-wise inflows of FDI have undergone a change. This is clear from the variation in the sector ranks based on their share in total FDI
inflows. For comparison, we divide the period from August 1991 to March 2009 into two sub-periods of approximately the same length: the initial period of
August 1991 to December 1999 and the second sub-period of 2000 to the latest available (which is the reference period of this study).

FIGURE1.2: SECTOR WISE FDI INFLOWS IN INDIA DURING THE PERIOD OF AUG. 1991 TO DEC. 1999
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Source: SIA Newsletters, January 2005 and April 2009.
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Figure 1.2 and Figure 1.3 depicts, names and shares of FDI inflows for the top sectors and miscellaneous industries as reported in SIA publications. The figures
are reported for the two cumulative periods and the year 2008 for which the latest information is available. During the initial sub-period, namely, August 1991 to
December 1999, the 21 sectors constituted 69.3 per cent of total FDI inflows, whereas during the second sub-period, namely, January 2000 to March 2009, these
sectors constitute 84.3 per cent of the total FDI inflows.

FIGURE 1.2: SECTOR-WISE FDI INFLOWS IN INDIA DURING THE PERIOD OF JAN. 2000 TO MAR. 2009
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Source: SIA Newsletters, January 2005 and April 2009.
The emergence of the service sector is clear from a comparison of the shares over the two sub-periods. Other new sector entrants in the list of top five recipient
sectors include computer software & hardware, construction activities and housing & real estate.
FDI IN SERVICES
Table 1.2 presents FDI inflows in the service sector in India during 2005-08. It can be seen that FDI inflows into the service sector have shown tremendous
growth during this period. Of the total cumulative FDI in different categories of the service sector, financial services constitutes almost half the total foreign
direct investment, followed by banking and other services with 10% and 21.5%, respectively. Due to the increase in FDI in services, its share in total FDI inflows in
India increased from 16.4 per cent in 2005 to an astounding 35.4 per cent in 2006, but this share declined in 2007 to 18 percent, yet maintaining the net increase
over the period 2005-08. Surprisingly, the share of services in total FDI inflows stood at 24.4 per cent for the year 2008. The 24.6 per cent share of the service
sector’s FDI is dominated by the financial sector (12.1), non-financial services (2.6), banking services (1.9), and other services (3.3).
Among the countries heading the list of FDI inflows into India is Mauritius. This could be attributed to the double taxation treaty that India has signed with
Mauritius and to the fact that most US investment into India is being routed through Mauritius.

TABLE1.2: SHARE OF SERVICE SECTOR FDI INFLOWS IN TOTAL FDI INFLOW TO INDIA

Category 2005 | 2006 | 2007 | 2008
Financial 7.9 172 | 7 12
Non Financial 0 0.4 3 2.6
Banking Service 1.9 1.2 2.9 1.9
Insurance 1.6 0.7 14 2.1
Outsourcing 0.3 0.3 0.7 1.1
Research & Development | 0.5 0.3 0.4 1.3
Other Service Sector 4.2 153 | 2.6 3.3
Total 16.6 354 18 24.4

Source: Classified by NCAER using DIPP data.
COUNTRY-WISE FDI INFLOWS
FIGURE 1.4: COUNTRY- WISE FDI INFLOWS IN INDIA (%)

m 2008-09( April to NMarch) m 2009-10( Apriltoe MMarch) 2010-2011(April to July)
48.87
40.9 942.8
12.70
11.3 11.49

8.6 7»25 a s.a 8.85

Ell ssl s o o ma
MMaurtius Singapore u.s. A [ Cyprus France Netherlands

Source: Fact Sheet on Foreign Direct Investment (FDI) From August 1991 to July 2010
However, Singapore is the second largest investor in India followed by the US and other developed countries like the UK and the Netherlands, which are India’s
major trading partners. Figure 1.4 shows the share of the top investing countries in India’s FDI for the two sub-periods defined earlier. While the significance of
Germany and Japan has declined in terms of their share in FDI inflows into India, Cyprus and the UAE have entered the list of top 10 investing countries during
the recent cumulative period.
FDI POLICY FRAMEWORK
Prior to 1991, the FDI policy framework in India was highly regulated. The government aimed at exercising control over foreign exchange transactions. All
dealings in foreign exchange were regulated under the Foreign Exchange Regulation Act (FERA), 1973, the violation of which was a criminal offence. Through this
Act, the government tried to conserve foreign exchange resources for the economic development of the nation. Consequently the investment process was
plagued with many hurdles including unethical practices that became part of bureaucratic procedures. Under the deregulated regime, FERA was consolidated
and amended to introduce the Foreign Exchange Management Act (FEMA), 1999. The new Act was less stringent and aimed at improving the capital account
management of foreign exchange in India. The Act sought to facilitate external trade and payments and to promote orderly development and maintenance of
the foreign exchange market in India. It resulted in improved access to foreign exchange.
FDI-RELATED INSTITUTIONS
There are three primary institutions in India that handle FDI-related issues: the Foreign Investment Promotion Board (FIPB), the Secretariat for Industrial
Assistance (SIA), and Foreign Investment Implementation Authority (FIIA). The Foreign Investment Promotion Board (FIPB), Department of Economic Affairs
(DEA), Ministry of Finance is the nodal single-window agency for all matters relating to FDI as well as promoting investment in the country. The Secretary,
Industry (Department of Industrial Promotion and Policy), chairs it. Its objective is to promote FDI in India:
i) by undertaking investment promotion activities in India and abroad;
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ii) by facilitating investment in the country by international companies, non-resident Indians and other foreign investors;

iii) through purposeful negotiations/discussions with potential investors;

iv) through early clearance of proposals submitted to it; and

v) by reviewing policies and putting in place appropriate institutional arrangements, transparent rules and procedures and guidelines for investment promotion
and approvals.

FOREIGN INVESTMENT POLICY

Foreign investment is permitted in virtually every sector, except those of strategic concern such as defence (opened up recently to a limited extent) and rail
transport. Foreign companies are permitted to set up 100 per cent subsidiaries in India. No prior approval from the exchange control authorities (RBI) is
required, except for certain specified activities. According to the current policy, FDI can come into India in two ways.

(i) Automatic route:

FDI in sectors/activities to the extent permitted under the automatic route does not require any prior approval either by the government or the Reserve Bank of
India (RBI). The investors are only required to notify the concerned regional office of the RBI within 30 days of receipt of inward remittances and file the required
documents with that office within 30 days of issue of shares to foreign investors.

(ii) Prior Government Approval route

In the limited category of sectors requiring prior government approval, the proposals are considered in a time-bound and transparent manner by the Foreign
Investment Promotion Board (FIPB) under the Department of Economic Affairs, Ministry of Finance. Approvals of composite proposals involving foreign
investment/ foreign technical collaboration are also granted on the recommendations of the FIPB.4

LEGAL FRAMEWORK FOR FDI

Foreign Direct Investments under Automatic Approval and Government Approval are regulated by the Foreign Exchange Management Act,. If a foreigner or
foreign company or a person resident outside India wants to invest in India either in the manufacturing sector or service sector, including the housing sector,
insurance, banking, telecommunications, etc., the foreigner, foreign company or a person resident outside India has to pay due attention to the conditions,
regulations and procedures which are laid down in different notifications by the Reserve Bank of India issued in terms of Section 6 of FEMA.

CONCLUDING REMARKS

India has been receiving increasing amounts of FDI since 1991-92. It received about $129 million FDI in 1991-92, which went up to $613 million in 2001-02 and
further up to $35.1 billion in 2008-09. The government has facilitated inflows of FDI by making its policies relatively liberal since 1991-92. FDI inflows have
complemented domestic investment and hence contributed to capital formation as well as to bringing in new technologies and global linkages. Despite the
global financial crisis and economic slowdown, it is expected that FDI inflows during 2008-09 would touch the amounts received during 2007-08. Total FDI
inflows are estimated at US$90 billion during April 2000 to March 2009. Services sector; computer hardware & software; telecommunications; real estate;
construction; automobiles; power; metallurgical industries; petroleum and natural gas; and chemicals received.

REFERENCES

[1] Aggarwal, Aradhna (2001),”Liberalisation, multinational enterprises and export performance: Evidence from Indian manufacturing”, (ICRIER Working Paper
No. 69), Indian Council for Research on International Economic Relations. New Delhi.

[2] Aggarwal, Aradhna (2007, February). The influence of labour markets on FDI: Some empirical explorations in export oriented and domestic market seeking
FDI across Indian states. Paper presented at the seminar on India and Globalisation: A Seminar in Honour of Professor N.S. Siddharthan, New Delhi.

[3] Alfaro, Laura (2003), “Foreign Direct Investment and growth: Does the sector matter”, Harvard Business School Working Paper, Harvard, USA.

[4]. Bergman, Annika (2006), “FDI and spillover effects in the Indian pharmaceutical industry”, Research and Information System for Developing Countries, New
Delhi.

[5] Bloodgood, Laura (2007), Competitive conditions for Foreign Direct Investment in India. U.S. International Trade Commission.

[6] Borenzstein, Eduardo(1998), “How does Foreign Direct Investment affect economic growth”, Journal of International Economics, pp. 115-135.

[7] Government of India (2003), “Technical Monitoring Group on Foreign Direct Investment: First Action Taken Report”, Department of Industrial Promotion and
Policy, Ministry of Commerce and Industry. New Delhi.

[8] Government of India (March 2004), “Manual on Foreign Direct Investment in India - Policy and Procedures”, Secretariat for Industrial Assistance.

[9] Government of India(2009-10), “Annual Report”, Ministry of Commerce, New Delhi.

[10] Government of India, “Economic Survey 2009-10, Ministry of Finance, New Delhi.

[11] Government of India (various issues), “Annual Survey of Industries”, Ministry of Statistics and Programme Implementation. , New Delhi.

[12] Reserve Bank of India (2009), “Handbook of Statistics on Indian Economy”. Mumbai.

[13] Reserve Bank of India (various issues), Monthly Bulletin. Mumbai.

[14] Secretariat for Industrial Assistance (SIA) (various issues). “Annual Issue”, DIPP, Ministry of Commerce and Industry, Government of India.

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT 125

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
WWWw.ijrcm.org.in



VoLuME No: 1(2011), I ssUE No. 5 (JuLY) I SSN 2231-1009

REQUEST FOR FEEDBACK

Dear Readers

At the very outset, International Journal of Research in Computer Application and Management (IJRCM)

acknowledges & appreciates your efforts in showing interest in our present issue under your kind perusal.

I would like to request you to supply your critical comments and suggestions about the material published
in this issue as well as on the journal as a whole, on our E-mails i.e. infoijrcm@gmail.com or

info@ijrcm.org.in for further improvements in the interest of research.

If you have any queries please feel free to contact us on our E-mail infoijrcm@gmail.com.

| am sure that your feedback and deliberations would make future issues better — a result of our joint

effort.

Looking forward an appropriate consideration.

With sincere regards

Thanking you profoundly

Academically yours

Sd/-

Co-ordinator

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT 126

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
WWWw.ijrcm.org.in



