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ABSTRACT

This paper investigates the impact of foreign direct investment and policies on generation of equity capital in various sectors of the economy by considering
factors affecting FDI, and includes comparative analysis with the help of statistics relating to sectors attracting highest FDI equity inflows for the financial years
2008-09 to 2010-11. Share of top investing countries FDI equity inflows for the financial years 2008-09 to 2010-11, and state wise FDI equity inflows for the
financial years 2008-09 to 2010-11. Here we have made an attempt to find out the economic significance of FDI. One of the most liberal policies for foreign
investment and technology transfer is followed by India. Foreign investment gives the Indian industry a chance for technological up gradation, access to global
managerial skills and practices, optimum utilization of human capital and natural resources, and to compete efficiently in the international market. FDI is vital for
India’s integration with the universal production chains that are engaged by various multinationals across the world.

KEYWORDS

Economy, foreign direct investment, multinationals, policies, sector.

INTRODUCTION
he Government of India recognizes the significant role played by foreign direct investment in accelerating the economic growth of the country and thus
started a swing of economic and financial reforms in 1991. India is now initiating the second generation reforms intended for a faster integration of the
Indian economy with the world economy. As a consequence of the introduction of various policies, India has been quickly changing from a restrictive
regime to a liberal one. Now FDI is also encouraged in most of the economic activities under the automatic route.
Studies about Western firms propose that market size and expected growth are the most essential determinants of FDI into the area. Political and economic
stability is also an important factor affecting FDI. Over the past 30 years, there have been various studies done on the impact of outbound and inbound activity
of multinationals on the growth and fiscal restructuring of the economies that they operate in (Dunning and Narula, 1996). These studies suggest that this is
dependent on three main variables; the type of FDI taken on, the composition of the local resources and capabilities of the country, and the economic and
organizational policies followed by governments. Firms employ FDI in order to best utilize or manage more efficiently the existing competitive advantages.

LITERATURE REVIEW

DETERMINANTS OF FDI POLICIES IN INDIA

In a newspaper article, International Herald Tribune, 2007, India’s commerce minister, Kamal Nath said that the foreign direct investment into India in the fiscal
year 2006 — 2007 reached $ 16 billion, which is nearly triple the amount of $ 5.5 billion from the year earlier. This excludes the billions of dollars coming into the
stock and bond market. The gush to India’s economic boom and rising ease of rules related to foreign investment in recent years attributes to this rise in FDI. FDI
flow accounts for 6.8% of the total investment compared to 0.5% three years ago.

Some recent studies have recognized technology, labour skills and infrastructure as determinants of foreign investment. If these determinants are not
recognised, it will be difficult to explain some of the patterns in the geographical structure of FDI at the world capita income, in relation to outbound as well as
inbound FDI (Hummels and Stern, 1994).

The huge range of government incentives should also be taken into consideration together with the other determining factors in corporate strategies of
international location. Institutional, historical and cultural factors should not be ignored as they influence the investor’s location related decisions (Martin and
Velazquez, 1997).

The study conducted by Ageel and Nishat (2004) tests if tariff rate, exchange rate, tax rate are significant for FDI. It states that these policy variables draw FDI
and determine the growth in Pakistan. It also shows a positive impact of reforms on FDI in Pakistan. A wide spread of determinants have been examined related
to FDI in the past. Several studies (Chakrabarti, 2001) on the determinants of FDI direct to the selection of a set of descriptive variables that are used and are
important factors affecting FDI. Some researchers underline how the domestic market size and differences in factor costs are related to the FDI location
(Markusen and Maskus, 1999). This magnifies the significance of market size and its expansion for foreign firms functioning in industries having large scales
economies. As the economies of scale cannot be exploited before the market achieves a certain size. The measures of market size that are used extensively are
GDP, GDP per capita and growth in GDP.

Labour cost which is one of the main components of the cost function also influences FDI. Some studies find very little or negative relationship between wages
and FDI, Some studies suggest that higher wages do not always discourage FDI in some markets and therefore there is a positive relationship between wages
and FDI (Love and Lage-Hidalgo, 2000). As higher labour costs leads to higher productivity which gives better quality goods. Lately studies are aimed towards the
impact of specific policy variables on FDI in the host country. Trade, tariff, taxes and exchange rate are included in these policy variables. Asiedu (2002).
Emphasize on policy reforms in developing countries that act as a determinant of FDI. They state the corporate tax rates and the sincerity to foreign investment
are important determinants of FDI. Horizontal FDI is linked with market seeking behavior and is induced by low trade costs. Therefore high tariff barriers
motivate firms to take on horizontal FDI. Thus production abroad by foreign subsidiaries replaces exports. This ‘tariff jumping’ theory entails a positive relation
between FDI and import duty (Ageel and Nishat, 2004).

Vertical FDI is when individual firms specialise in different production stages of the output. The semi finished goods are exported to other subsidiaries for further
production. This fragmentation of the production process gives the company an advantage of different factor prices across different countries. Vertical FDI
reduces the cost of production and marketing of the product and in turn leads to higher profits. Foreign investors give great importance to fiscal incentives and
the taxation structure. They hunt for markets with low taxes as it affects the profitability of the investment. To draw FDI several tax break rules are presented to
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the MNEs as an inducement. The researches done on FDI empirically have found a negative correlation between taxes and location of the business (Shah and
Masood, 2002).

Some studies found no significant impact of taxes on FDI (Hines, 1996). Whereas, the study by Froot and Stein (1991) suggests that there is a positive effect of
taxes on foreign investment. The study conducted by Basile et al (2005) suggests that Italy is not greatly affected by tax rates. Fluctuations in the corporate tax
rate do not significantly influence FDI. Hence there is a strong negative rooting from the national institutional and policy system.

FACTORS AFFECTING FDI

POLITICAL STABILITY

Political stability is one of the factors that affect FDI decisions globally. Firms do not prefer to make profitable investments in countries that are politically
instable or there is a volatile or unpredictable political situation. Threats of civil disorder, unrest or even civil war are also factors that dissuade foreign
investment. The extent and reliability of political stability remains an important issue in many economies. In some countries, commitment to the reform process
and to a market economy is soundly based (Estrin et al, 1997). Political power is often fragmented, and previous communists have started to win elections.
There is a close inter-relationship among commitment to reform and FDI. Successful countries can use this as a signal of their commitment to reform policies.
FDI is attracted by thriving reforms.

POLICY ENVIRONMENT

A second concern for firms considers FDI into a specific country is the policy environment. These policies vary from country to country and time to time. Macro-
economic policy- Limp macro- economic policy and high inflation are common in stable emerging markets. It considerably adds to exchange rate and other risks
undertaken by foreign investors. Governments are in a position where expenditures for social policies or defence are soaring, but habits of a low occurrence of
personal taxation make it difficult to finance which leads to fiscal production and inflation tax. Inflation rates that are high imply abating and uncertain exchange
rates, which damage foreign investment. Debt or input supplies that are denominated in foreign currencies are a good example. Exchange rate indecision leads
to more costs in terms of hedging risks. Stabilization programmes address the primary disparity which may lead to capital losses related to radical currency
depreciation. The path taken by a country depends on its economic structure. The character of government policy linked to a specific system differs from
country to country having the same economic system and at the same stage of development. There are two main areas of government strategy that directly
imposes on the nature of the investment development path of an economy: macro — economic strategy and macro — organisational strategy (Dunning, 1992).
The government plays a good part in determining the macro - economic policy which is often associated with the economic system. There is substantial
discrepancy between countries in the position of governments in forming macro — organisational strategy. It mainly affects the organization of economic activity
and the nature of the policies most suitable changes as the country evolves. This mirrors the nature of market imperfections that the policy is. The government
plays a part in facilitating the market where its macro — organizational policy advances over time. Increasing economic specialization related to economic
development leads to an expansion in market collapse and boosts the benefits of government macro — organizational policy.

Hamalainen (1993) suggests that governments can also not succeed and society is frequently faced with an option between imperfect markets and imperfect
governments. The macro — organisational policy holds a broad selection of issues, and the reality that there is little agreement on what the optimal involvement
of the government should be, leads to variation of this policy from country to country. This difference influences both the formation of markets and the degree
to which the economic activity is capably performed. This further affects the economic structure of the country, and also the amount of FDI movement
connected with it. Inward investment policies- Specific policies with respect to foreign investment and the special treatment given to foreign firms affect FDI.
Firms respond to positive incentives and retort against restrictions and disincentive, particularly when the economic environment is comparatively stable.
Commitment to reform becomes important when the economy is not steady while the role of investment incentive is open to discussion. Grants to inward
investors will be imperative if they are done in huge amounts, but since some countries are generally not in a situation to recommend direct incentives they will
tend to choose methods such as tax incentives that signify unavoidable earnings rather than real costs. As several investors fail to make large profits in the initial
stage, such incentives are unsuccessful in motivating FDI.

A positive government action basically to supply information to foreign investors can be important. Firms that have traditional links with an economy, motivates
them to become the first movers, example- geographical, cultural or historical reasons. Firms are also sensitive to other related fundamentals of economic
policy, including personal tax rates for their staff, and the nature and effectiveness of a countries government policy.

INSTITUTIONAL AND INFRASTRUCTURE DEVELOPMENT

The third factor that influences firms concerns the institutional arrangements in the area in question and its infrastructure. Multinationals will be cautious of
committing themselves to economies whose laws are disorganized, because of which their assets and earnings will be poorly protected. Such economies might
have corrupt public administrations, which can drastically decrease the profit of the firm, as the administration may seek to make profits for itself. Countries
where telecommunications is poor, transport is costly and utilities such as energy is unreliable, are the countries that receive the least amount of FDI. These
problems mainly occur in communist countries where it is now being rectified.

EXCHANGE RATE EFFECTS

The outcome of exchange rates on FDI has been studied both with respect to variations in the bilateral level of the exchange rate amongst economies and in the
volatility of exchange rates (Blonigen, 2005). Various studies have been done on the consequence of exchange rate fluctuations on FDI. But none of these studies
help in concluding the direction and magnitude of its influence. State an imperfect capital market where a currency appreciation in the host country might
increase outward FDI. When the markets are imperfect, the in-house cost of capital is lesser than borrowing from outside resources. An appreciation of money
directs to increased company wealth and supply the company with superior low cost funds to invest into the subsidiary firms abroad that are going through
devaluation of their currency. Depreciation in the host currency raises FDI into the host country and on the other hand an appreciation in the host currency
reduces FDI (Froot and Stein, 1991).

The research by Blonigen (1997) suggests another way in which alterations in the exchange rate level in the host country affects its inflow of FDI. If the foreign
investment made by a company is encouraged by the attainment of assets that can be transferred within a company across different economies without a
monetary deal such as technology and managerial skills, then an appreciation in the exchange rate of the foreign currency will lessen the cost of the asset in that
particular foreign currency, but it might not lower the nominal returns. Several studies have found evidence than short term fluctuations in exchange rates leads
to higher inward foreign investment.

TAXES

Both international and local economists have great interest on the effects of taxes on FDI. It is an obvious fact that higher taxes dishearten foreign investors. De
Mooij and Ederveen (2003), highlights that the influence of taxes on FDI varies considerably by the type of taxes, amount of FDI activity and the treatment of
taxes in the host and parent economies. Multinationals face tax restrictions in both the host and home countries which are another important issue. Different
economies have different ways of acknowledging the double taxation issue that complicates the usual influence of taxes on FDI.

The paper by Hartman (1985), suggests that profits earned by affiliate abroad will finally be subject to parent and host country taxes in spite of them being
repatriated and reinvested in the foreign subsidiary to create further income. These foreign taxes cannot be avoided at any cost. New investment judgments
take transfer of new capital from the parent to the subsidiary into consideration. These do not originate from the host country and still have not sustained any
foreign taxes. This has two significant propositions. First, that company will finance new direct investment through retained earnings and later through new
infusions from the parent firm.

Second, is that FDI done by using retained earnings will react only to host country tax rates and not to the parent nations taxes or its way of dealing with double
taxation issues. On the other hand the investment made by using new transfers of capital, will respond to home and host nations taxes and rates of return
obtainable in both the markets.
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TRADE PROTECTION

There is a fairly clear link between FDI and trade protection. Higher trade protection makes companies more likely to replace exports with subsidiary production.
This is known as tariff jumping foreign investment. There has been very little research done on this as this approach is simple and general. This theory is data
driven and therefore it is hard to measure non tariff type of protection in a reliable manner across markets. Many studies have been done using industry level
measures to test the trade protection programs which \ have not been conclusive (Blonigen, 1997).

HOST COUNTRY DETERMINANTS

As the global economy has opened to international business dealings, the nations compete increasingly for FDI not only by improving their policy and economic

determinants, but also by executing proactive facilitation measures that may go beyond policy liberalisation.

FDI POLICIES

FDI policies consist of rules and regulations prevailing admission and functions of foreign investors, the standards of treatment accorded to them and the

operation of the markets within which they function. The policies range from absolute ban of FDI to non discrimination in the handling of foreign and domestic

companies. The trade policy plays the most important role amongst the complementary policies employed to influence location decisions. Other policies that are
related embrace privatisation policies and policies determined by the international agreements a nation might sign. Policies that are used deliberately to attract

FDI and their locations comprise the ‘inner ring’ of the policy system of FDI.

The characteristics of such frameworks vary among countries. The importance of the FDI policy as a determinant is verified by the obvious fact that direct

investment takes place only after it is allowed to enter a country. Its possible relevance can be illustrated when changes in the direction of the policy causes FDI

inflows to move in or out of the country. The speedy liberalisation of FDI policies has led countries to implement more open policies into sectors which are

considered sensitive like telecommunications, air transport and to authorize forms of FDI entry which were less desirable in the past such as establishment of a

fully owned subsidiary, mergers and acquisitions. Other policies that are not included in the policies spoken about so far constitute the ‘outer ring’ (UNCTAD,

2000). They can be classified as:

. Monetary and Fiscal policies determine the limitations of economic stability such as the inflation rate and the state of the external and budgetary balances
that affect FDI. A fiscal policy also decides general tax levels that include corporate and personal tax rates and thereby influences inward FDI.

. Exchange rate policy is associated to stability and manipulates the FDI decision. It affects the cost of the host country’s assets, price of transferred profits
and the competitive advantage of the foreign affiliate exports.

. Structural policies play a significant part in influencing the industry composition.

. Factor market policies influence the quality, productivity and the cost of labour. They include labour policies and HRD policies. FDI liberalisation increases
the competitiveness of the domestic markets. While the owner specific assets of multinationals and their transnational organisational structure and
moderately greater competitive strength increases awareness. This facilitates companies to act dominantly and engage in anti- competitive practices.
Government policies that are used to influence FDI thus have to consider the costs and benefits of this phenomenon.

BUSINESS FACILITATION MEASURES

The liberalisation of FDI policies is seen as an enabling act meant for creating a level playing field for all investors. This act is progressively complemented by

proactive measures, intended to assist the business undertaken by foreign investors in the host nation. They encompass promotion attempts, the prerequisites

for foreign investors, decrease in costs of doing business such as reducing corruption and improving administrative competence and provision of services that
contribute to the excellence of the expatriate.

The promotional activity is increasingly becoming more important. Nations that have changed their FDI policies, countries that want to regain their investor’s

attention and countries that are invisible or unattractive to the investors have all started to resort to it (UNCTAD, 1995).

Increased competition for FDI has led to more proactive policies meant for actually bringing in FDI. Investment producing measures include industry specific

investment assignments. But the most capable and important activity, though costly, targets firms that are likely to respond to promotion efforts. They also

invest in a given host country, especially in transactions considered desirable for the host country.

Investment facilitation service is another increasingly important element of promotional activities in both the developing and developing nations. These services

consist of counselling, accelerating the several phases of the approval process and providing assistance in acquiring all the necessary permits. This includes the

creation of ‘one stop shops’, that is single organisations that are able to handle all matters related to FDI, in developing countries and some developed countries

(Wells and Wint, 1990).

INCENTIVES AS FACILITATION

Incentives are any measurable economic advantages given to specific enterprises by the government, in order for them to act in a certain manner. They contain

measures either to raise the rate of return of a specific investment or to lessen its risks or costs. Governments make use of incentives to draw FDI to guide

investments into preferable sectors, activities or regions, to influence the character of an investment and to influence the ranges of investment presented to
foreign investors. Since the mid 1980’s as the barriers to trade and investment have declined, the number of countries that present opportunities have increased
significantly. A lot of studies reveal that incentives play a minor role in the location decisions of multinationals. The key location factors include market size and
expansion, manufacturing costs, level of ability, infrastructure, economic stability and the quality of the general regulatory framework. The study by Guisinger et
al (1992) reports that incentives are often not even taken into consideration and that the investment decisions are made essentially based on the economic and
long term strategic considerations pertaining to inputs, production costs and markets. The empirical literature on determinants of FDI persists to grow unabated.

It can briefly be summarised in the following points:

»  Host countries with large domestic markets, evaluated by GDP per capita and constant expansion of these markets, measured by the growth GDP rates,
attract large volumes of foreign direct investment.

»  Resources available in the host economy including natural and human resources are an important issue in the investment decision making process by
foreign investors.

»  Infrastructure amenities such as transportation and communication networks are vital determinants of FDI.

»  Macroeconomic stability, implied by steady exchange rates and low rates of inflation is an important factor which helps in attracting foreign investment.

»  Political stability in the host country motivates inward foreign investment.

»  Asteady and transparent policy framework towards FDI attracts potential investors.

»  Fiscal and monetary incentives such as tax concessions play a vital role in attracting FDI, but they are of very little importance in the absence of a secure

economic environment.
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SHARE OF TOP INVESTING COUNTRIES FDI EQUITY INFLOWS (FINANCIAL YEARS) Amount in crores (USS in million)

Ranks | Country 2008-09 2009-10 2010-11 Cumulative %age to total
(April- (April- (April- Inflows Inflows
March) March) Jan.) (April ‘00 - Jan. ‘11) | (in terms of US'$)

1. MAURITIUS 50,899 49,633 27,970 238,876 42 %
(11,229) (10,376) (6,129) (53,369)

2. SINGAPORE 15,727 11,295 6,817 51,964 9%
(3,454) (2,379) (1,504) (11,694)

3. U.S.A. 8,002 9,230 5,001 42,190 7%
(1,802) (1,943) (1,092) (9,371)

4. U.K. 3,840 3,094 2,300 28,298 5%
(864) (657) (503) (6,387)

5. NETHERLANDS | 3,922 4,283 4,752 24,877 4%
(883) (899) (1,048) (5,535)

6. JAPAN 1,889 5,670 6,180 23,075 4%
(405) (1,183) (1,367) (5,082)

7. CYPRUS 5,983 7,728 3,458 21,235 4%
(1,287) (1,627) (755) (4,655)

8. GERMANY 2,750 2,980 545 13,013 2%
(629) (626) (119) (2,918)

9 FRANCE 2,098 1,437 3,149 10,068 2%
(467) (303) (690) (2,220)

10. U.A.E. 1,133 3,017 1,503 8,526 1%
(257) (629) (326) (1,875)

TOTAL FDI INFLOWS * 123,025 (27,331) | 123,120 (25,834) | 77,902 (17,080) | 570,105 (127,369) | -

Source: Fact Sheets on FDI, Department of Industrial Policy and Promotion, 2011
From the above table we can identify that Mauritius holds highest inflows of 42% and UAE with least 1% where as other countries like Singapore holds 2 place
with 9%, USA in 3 place with 7%, UK stand with 5%total inflows, where as Netherlands, Japan and Cyprus shares same total inflow of 4%, Germany and France
holds 2%

STATEMENT ON RBI’S REGIONAL OFFICES (WITH STATE COVERED) RECEIVED FDI EQUITY INFLOWS1 (from April 2000 to January 2011):Amount " in crores (US$ in million)

SI.No. | RBI’s - Regional State covered 2008-09 2009-10 | 2010-11 | Cumulative %age to total
Office2 (Apr. - Mar.) (Apr.- ( Apr.- Inflows (April ‘00 Inflows (in
Mar.) Jan.) —Jan. '11) terms of USS)
1 MUMBAI MAHARASHTRA, DADRA & NAGAR HAVELI, DAMAN & DIU 57,066 (12,431) 39,409 25,520 199,322 35
(8,249) | (5621) | (44,592)
2 NEW DELHI DELHI, PART OF UP AND HARYANA 7,943 (1,868) 46,197 10,431 111,937 19
(9,695) (2,289) (24,700)
3 BANGALORE KARNATAKA 9,143 4,852 5,612 36,139 6
(2,026) (1,029) | (1,217) | (8,114
4 AHMEDABAD GUJARAT 12,747 3,876 2,570 30,969 5
(2,826) (807) (565) (6,996)
5 CHENNAI TAMIL NADU, PONDICHERRY 7,757 3,653 5,182 29,914 5
(1,724) (774) (1,146) (6,645)
6 HYDERABAD ANDHRA PRADESH 5,406 5,710 4,797 25,605 5
(1,238) (1,203) | (1,051) | (5,749
7 KOLKATA WEST BENGAL, SIKKIM, ANDAMAN & NICOBAR ISLANDS 2,089 531 397 6,339 1
(489) (115) (88) (1,481)
8 CHANDIGARH® CHANDIGARH, PUNJAB, HARYANA, HIMACHAL PRADESH - 1,038 1,430 4,223 1
(224) (314) (922)
9 PANAIJI GOA 134 808 1,369 3,316 1
(29) (169) (301) (723)
10 BHOPAL MADHYA PRADESH, CHATTISGARH 209 255 2,044 2,961 0.5
(44) (54) (440) (643)
11 JAIPUR RAJASTHAN 1,656 149 201 2,421 0.4
(343) (31) (44) (514)
12 KOCHI KERALA, LAKSHADWEEP 355 606 142 1,633 0.3
(82) (128) (31) (362)
13 BHUBANESHWAR ORISSA 42 702 56 1,196 0.2
(9) (149) (12) (259)
14 KANPUR UTTAR PRADESH, UTTRANCHAL - 227 446 744 0.1
(48) (97) (162)
15 GUWAHATI ASSAM, ARUNACHAL PRADESH, MANIPUR, MEGHALAYA, 176 51 0 280 0.1
MIZORAM, NAGALAND, TRIPURA (42) (11) (0) (64)
16 PATNA BIHAR, JHARKHAND - - 25 27 0
(5) (6)
17 REGION NOT INDICATED3 18,300 15,056 17,678 113,079 20
(4,181) (3,148) | (3,857) | (25,437)
Sub. Total 123,025 123,120 77,902 570,105 100
(27,331) (25,834) (17,080) (127,369)
18 RBI’S-NRI SCHEMES 0 0 0 533 -
(from 2000 to 2002) (121)
GRAND TOTAL 4 123,025 123,120 77,902 570,638 -
(27,331) (25,834) | (17,080) | (127,490)

Source: Fact Sheets on FDI, Department of Industrial Policy and Promotion, 2011
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From the above table we can analyze FDI equity inflows from April 2000 to January 2011 where Mumbai leads with 35% of total inflows in terms of US$ which is
followed by new Delhi with 19% and then Bangalore with 19%, Ahmadabad, Chennai and Hyderabad holds 5% total inflow and Kolkata, Chandigarh and Panaji
has 1% Bhopal 0.5% Jaipur is 0.4% which is followed by Kochi with 0.3% where as the last four states are Bhubaneswar, Kanpur Gawahati and Patna where they
holds 0.2, 0.1, 0.1, o respectively.

SECTORS ATTRACTING HIGHEST FDI EQUITY INFLOWS Amount " in’ crores (USS$ in million)

Ranks | Sector 2008-09 2009-10 | 2010-11 Cumulative % age to total Inflows
(April- (April- ( April- Inflows (April ‘00 - (In terms of USS)
March) March) Jan.) Jan. 11)
1. SERVICES SECTOR 28,516 20,776 13,652 118,923 21%
(financial & non-financial) (6,138) (4,353) (2,987) (26,597)
2. COMPUTER SOFTWARE & HARDWARE 7,329 4,351 3,225 47,340 8%
(1,677) (919) (708) (10,644)
3. TELECOMMUNICATIONS 11,727 12,338 6,041 46,746 8%
(radio paging, cellular mobile, basic telephone services) | (2,558) (2,554) (1,332) (10,262)
4. HOUSING & REAL ESTATE 12,621 13,586 4,791 42,163 7%
(2,801) | (2,844) | (1,048) (9,405)
5. CONSTRUCTION ACTIVITIES 8,792 13,516 4,540 40,233 7%
(including roads & highways) (2,028) (2,862) (1,006) (9,059)
6. AUTOMOBILE INDUSTRY 5,212 5,754 5,375 26,198 5%
(1,152) (1,208) (1,191) (5,788)
7. POWER 4,382 6,908 4,711 25,715 4%
(985) (1,437) | (1,033) (5,680)
8. METALLURGICAL INDUSTRIES 4,157 1,935 4,632 18,073 3%
(961) (407) (1,011) (4,141)
9. PETROLEUM & NATURAL GAS 1,931 1,328 2,471 13,585 2%
(412) (272) (541) (3,120)
10. CHEMICALS 3,427 1,707 1,739 13,007 2%
(other than fertilizers) (749) (362) (382) (2,876)

Source: Fact Sheets on FDI, Department of Industrial Policy and Promotion, 2011
In sectors attracting highest FDI equity inflows service sector leads with 21% and computer software and hardware stands second with telecommunication
holding 8% of the total inflow followed by housing and construction activities shares 3 position with 7%, automobile industry with 5%, power with 4 %,
metallurgical industry with 3% and least contribution is from petroleum natural gas and chemicals with 2%.

CONCLUSION

India offers exciting business opportunities in almost every sector in the country. One of the most liberal policies for foreign investment and technology transfer
is followed by India. Foreign investment gives the Indian industry a chance for technological up gradation, access to global managerial skills and practices,
optimum utilization of human capital and natural resources, and to compete efficiently in the international market. FDI is vital for India’s integration with the
universal production chains that are engaged by various multinationals across the world.
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