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AN ANALYTICAL STUDY ABOUT FDI IN INDIAN RAILWAYS
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ABSTRACT

Foreign Direct Investment (FDI) is considered to be the lifeblood of economic development especially for the developing and underdeveloped countries. India looks
all set to throw open its doors to foreign investors in railway infrastructure and partially in operations, as the nation seeks to help improve the creaky
transportation facility. The department of industrial policy & promotion (DIPP) has circulated the final proposal on FDI in railways for the Union Cabinet's
consideration, is aimed at attracting overseas funds for modernization and expansion of the sector that faces a cash crunch. Currently, there is a complete
ban on FDI in the railway sector, except for mass rapid transport systems. According to the proposal, foreign investment will be allowed in all public-private
partnership (PPP) projects and in infrastructure such as signaling, high-speed tracks, electrification, dedicated freight corridors and suburban networks.
Investments are needed to improve India’s railway tracks, rolling stock and delivery times. Indian Railway is lagging behind other developing nations in
overcoming capacity constraints, and keeping pace with technological improvements. The FDI in railway sector will have a positive impact in terms of creation of
new lines and capacity. This will help in achieving better road versus rail ratio for freight movement, thereby reducing logistics cost for the industry, especially for
commodity players. The present study aims at throwing light on the following issues namely to bring about the need for FDI in Indian Railways, to analyse the
performance of FDI in other sectors of economy, to evaluate the implications of allowing FDI in railway sector.

KEYWORDS

FDI, Sectoral Analysis, FDI Inflow, Development, Infrastructure, Indian Railways.

INTRODUCTION

oreign Direct Investment (FDI) is a fund flow between the countries in the form of inflow or outflow by which one can gain some benefit from their

investment whereas another can exploit the opportunity to enhance the productivity and find out better position through performance. The effectiveness

and efficiency depends upon the investors perception, if investment with the purpose of long-term then it contributes positively towards economy on the
other hand if it is for short-term purpose of making profit then it may be less significant. Depending on the industry sector and type of business, a FDI may be an
attractive and viable option. Any decision on investing is thus a combination of an assessment of internal resources, competitiveness, and market analysis and
market expectations. The FDI may also affect due to the government trade barriers and policies for the foreign investments and leads to less or more effective
towards contribution in economy as well as GDP of the economy. FDI up to 100% is allowed on the automatic route in most sectors/activities, subject to
applicable laws/ regulations; security and other conditionality’s. FDI is prohibited in Lottery Business including Government/private lottery, online lotteries, etc.;
Gambling and betting including casinos etc.; chit funds; Nidhi company; trading in Transferable Development Rights(TDRs); Real Estate Business or Construction
of Farm Houses; Manufacturing of Cigars, cheroots, Cigarillos and cigarettes, of tobacco or of tobacco substitutes; activities/sectors not open to private sector
investment e.g. Atomic Energy and Railway Transport (other than Mass Rapid Transport Systems)The studies try to find out the implications of FDI in one of the
sectors namely Indian Railways which has not witnessed the light of FDI so far which affect the economic scenario.
Foreign Direct Investment (FDI) is considered to be the lifeblood of economic development especially for the developing and underdeveloped countries. FDI is a
tool for jump-starting economic growth through its strengthening of domestic capital, productivity and employment through the upgrading of technology, skills
and managerial capabilities in various sectors of the economy. The present paper attempts to analyze significance of the FDI Inflows in various Indian sectors
from 2006-2013. The Sector-wise Analysis of FDI Inflow in India reveals that maximum FDI has taken place in the service sector including the telecommunication,
information technology, travel and many others. The service sector is followed by the manufacturing sector in terms of FDI.

CONTEXTUAL BACKGROUND

After independence in India 1947, FDI gained attention of the policy makers for acquiring advanced technology and to mobilize foreign exchange resources. In
order to boost the FDI inflows in the country Indian government allowed frequent equity participation to foreign enterprises apart from providing many
incentives such as tax concessions, simplification of licensing procedures and de-reserving some industries like drugs, fertilizers, aluminium, etc. But due to
significant outflow of foreign reserve in the form of remittances of dividends, profits, royalties, etc., in 1973 government of India set up Foreign Investment
Board and enacted Foreign Exchange Regulation Act in order to regulate flow of FDI to India. Further Government of India set up Foreign Investment Promotion
Board (FIPB) for processing of FDI proposals in India. The Board is the apex inter-ministerial body of the Central Government that deals with proposals relating to
FDI into India for projects or sectors that do not qualify for automatic approval by the Reserve Bank of India (RBI) or are outside the parameters of the existing
FDI policy. Foreign Direct Investment in Indian Railways was thought about from many years but initiatives to allow FDI in the discussed sector has not gained
any momentum.

PRESENT SCENARIO

When the bill for free foreign participation up to 49% in aviation sector was passed in September 2012 at the parliament session of India, it became a topic of
debate with roaring objections from the opposition parties to obstruct any further FDI reforms. However the leading congress party won the retail FDI battle on
5 December 2012 with 253 votes, where PM Manmohan Singh quoted, “The policy will introduce new technology and investment in marketing agricultural
produce and will create revenue model for farmers.” The present ceilings on investment in various sectors are: Hotel and tourism - 100% (AR)*, Private sector
NBFC’s - 49% (AR), Insurance — 49% (AR), Telecommunications - 49% (AR), Trading business — 51% (AR), Power and electricity — 100% (AR), Drugs and
pharmaceuticals — 100%(AR), Roads and transport — 100% (AR), Pollution control and management — 100% (AR), Call centres and BPO — 100% (AR), Pension
industry —26 % (AR), Commodity exchange — 26% FDI and 23% Fll, Mining (titanium) — 100%, etc to mention a few. An observation in this context is that Indian
Railways have not been included in this FDI bracket.
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MODES OF FDI

A foreign company planning to set up business operations in India may:

. Incorporate a company under the Companies Act, 1956, as a Joint Venture or a Wholly Owned Subsidiary.

. Set up a Liaison Office / Representative Office or a Project Office or a Branch Office of the foreign company which can undertake activities permitted under
the Foreign Exchange Management (Establishment in India of Branch Office or Other Place of Business) Regulations, 2000.

RESEARCH METHODOLOGY

OBJECTIVES

. To bring about the relevance of FDI in Indian Railways.

. To analyse the performance of FDI in other sectors of economy.

. To evaluate the implications of allowing FDI in Indian railway sector.

TYPE OF STUDY

Conceptual study

DATA COLLECTION

This study is based on secondary data. The required data have been collected from various sources, i.e., World Investment Reports, Asian Development Bank’s
Reports, various Bulletins of Reserve Bank of India, publications from Ministry of Commerce, Govt. of India, Economic and Social Survey of Asia and the Pacific,
United Nations, Asian Development Outlook, Statistical Reports on Indian Railways.

IMPLICATION OF FDI INITIATIVES IN INDIAN RAILWAY SECTOR

With the government planning to allow 100 percent foreign direct investment in several areas of Indian Railways, the cash-strapped behemoth could well is on
the track to reforms. With the recent initiative by the Cabinet for FDI liberalisation in the Indian Railway sector would help in modernisation and expansion of
railway projects. It will give boost to infrastructure development and generate jobs. It is to be noted that the growth of the sector relies heavily on capital
investment. Opening gates to FDI will provide necessary impetus to the sector and encourage private participation. Another point of deliberation would be the
development of Dedicated Freight Corridor has a direct positive influence on the creation of more industrial corridors. Importantly, it will also help railways add
capacity and help flourish business.

A Hindrance that has to be dealt with is that India has a huge array of ageing locomotives: Indian Railways has been trying to work through new loco
manufacturing projects by attracting FDI through a PPP model. However, these projects have not seen the light of the day causing capacity and network velocity
constraints. There is an immediate need to improve the railway infrastructure and FDI will only help in speeding up the process. Once the issue of infrastructure
is tackled it immediately has a direct impact on operations and safety. Fast decisions on implementation of projects would also help in improving operations and
safety standards.

Despite public-private partnership projects announced in several rail budgets, the investment since 2000 has been merely Rs 3,000 crore, of which less than 10
per cent has come from private firms. Rail transport is a broad term encompassing rolling stock, the rail network and operations. Once replaced by railway
operations, the other areas will be out of their current restrictions. Private companies, including foreign ones, were allowed to invest in railway infrastructure
and connectivity projects after approval from Cabinet.

TABLE NO. 1.1: FDI INFLOW FOR THE PERIOD 2012-2015 [Amount in Rs. crores (USS in million)]

Sr.No. | Sector 2012-13 2013-14 2014-15 Cumulative Inflows | % age to total Inflows
( April -March) (April- March) | (April-May, 2014) (April 00 - May ‘14) | (In terms of USS)

1. SERVICES SECTOR 26,306 13,294 3,445 189,015 18 %
(4,833) (2,225) (574) (40,034)

2. CONSTRUCTION DEVELOPMENT: 7,248 7,508 1,317 109,874 11%
(1,332) (1,226) (221) (23,527)

3. TELECOMMUNICATIONS 1,654 7,987 8,966 75,685 7%
(304) (1,307) (1,512) (15,675)

4. COMPUTER SOFTWARE & 2,656 6,896 668 60,339 6%

HARDWARE (486) (1,126) (112) (12,929)

5. DRUGS & PHARMACEUTICALS 6,011 7,191 4,031 60,101 6%
(1,123) (1,279) (680) (12,277)

6. AUTOMOBILE INDUSTRY 8,384 9,027 436 48,632 4%
(1,537) (1,517) (73) (9,885)

7. CHEMICALS (OTHER THAN 1,596 4,738 563 45,797 4%

FERTILIZERS) (292) (878) (94) (9,762)

8. POWER 2,923 6,519 876 43,531 4%
(536) (1,066) (147) (9,047)

9. METALLURGICAL INDUSTRIES 7,878 3,436 690 38,940 4%
(1,466) (568) (115) (8,190)

10 HOTEL & TOURISM 17,777 2,949 1,378 37,587 3%
(3,259) (486) (230) (7,348)

Even as the government is looking to increase the foreign direct investment (FDI) caps in several sectors, its recent reforms on this front could not draw a rapid
response in 2012-13. For example, Government of India has liberalised the FDI regime in about a dozen sectors, including telecom, power etc. and have also
relaxed investment norms in multi-brand retailing. The much-touted FDI reforms could not set the tone for higher inflows in 2012-13 as most sectors in the
economy—Computer & Hardware, Automobile, power— attracted lower overseas funds than a year earlier.

However, economists felt that it is too early to judge those numbers on the basis on the reforms taken by the government in the recent times. Reforms don’t
mean that investment scenario will suddenly change. It would take time to reflect as it is a gradual process. In next 3-4 years, we could witness an increase of
around five billion FDI inflows.

The Table depicting sectoral analysis determines that service sector (financial and non-financial), has been the hotspot for past years (2009-2013), by still
managing to be the hot sector for FDI, in spite of the recent downfall in the percentage 21% to 19%. The reason behind is the rupee depreciation occurred in
India, which created doubt in the minds of foreign investors and resulted in pulling back of investment. European crisis and US crisis were the major reason for
the lower investment in service sector in India, which were previously the major investors of this sector. But to the fortune of India in spite being lower
investment from the major investors USA and European countries , The investment from the other countries Mauritius, Singapore, Japan etc. India’s service
sector has maintained its importance in the Indian economy. FDI in Telecom sector which faced rough times due to cancellation of telecom services last year in
2G spectrum case and government’s harsh policies on investors such as retrospective tax laws affected percentage share decrease by 8 to 7 % from 2009-11 to
2011-2013.Although, these sectors witnessed some decrease in their percentage share, they have maintained their importance in the Indian economy. And
overall these both sectors are major pillars of Indian economy and will maintain their charm for FDI investors.
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The Indian construction industry is an integral part of the economy and is poised for solid growth due to industrialisation, urbanisation and economic
development together with people’s expectations of improved living standards. The construction sector employs approximately 31 million people, accounts for
some 6-8% of GDP and, after agriculture, is the largest employment sector in the country. The boost to this sector is also because of the increased levels of
investment — especially by the Government — in infrastructure and real estate projects. And today it is expected that growth rates for the construction industry
sectors exceed overall GDP growth over the next 2 years, underlying a continued strong demand of this sector. The construction industry in general has been
growing primarily due to the strength of increased domestic and international manufacturing activities and industrial growth. Today in India, major construction
projects are expected to be at the hike by, the continued growth of the economy, foreign direct investment and an influx of international businesses and
corporations. The increasing presence of international firms in the financial services sector is also driving forward the real estate market in India. The above all
reasons associated explains that why the construction sector attracts FDI inflow in India. The same growth of construction sector can be reflected in figures in
table 1 and 2 showing specially that, at the time when every sector of FDI inflow was affected and seen a downfall, construction was one of those sectors which
saw 4% growth, increased from 7% to 11%. India, today Indian is technology advanced nation and people are techno-savvy. This can be seen in consumer as well
as industrial market and products, with consideration of the fact that India is rich in natural resources. Synergy of natural resources abundance and latest
technologies has given a Metallurgical sector a boom in India.

And the growth of Metallurgical Industries in India has led to the development, expansion, and growth of allied industries. This gives a platform to foreign
investors to invest in this upcoming sector in India. Looking at the benefits with this sector more and more FDI’s are increasing in this sector. Further the
increased FDI inflows to Metallurgical Industries in India have led to the development, expansion, and growth of the industries. All this has helped in improving
sectoral growth of FDI in this sector from 3% - 4%.FDI inflows in Chemicals industry in India has increased over the last few years from 2% to 5% due to the
several incentives that have been provided by the government of India. The increased FDI Inflows to Chemicals industry in India has helped in the growth and
development of the sector. 100% FDI is allowed in chemicals under the automatic route in India. In 2009-11, housing and real estate was in the good books of
FDI in India. FDI inflows in the real estate sector in India have helped to develop this sector. The increased flow of foreign direct investment in the real estate
sector in India has helped in the growth, development, and expansion of the Indian economy.

The Indian Government’s decision to allow 100% Foreign Direct Investment (FDI) in the real estate industry stimulated construction activities throughout the
country. This can be seen with the presence of the housing and real estate in the top 10 FDI inflow sector in the Table 1. However, figures for 2009-11(7%)
indicate a slowdown later on, with making it out of top ten FDI sectors contributing in Indian economy. From the table 1, it appears that India has received less
FDI in 2010-11 than in the previous year. Government policies to develop construction mainly in the infrastructure has boosted the construction activities but
the housing and real estate has not been taken care of and hence the foreign investors have pulled their investments from this sector and diverted to other
sectors such as retail, insurance etc. To attract foreign investment in the Petroleum & Natural Gas sector various policy initiatives have been taken in recent
years. The present Foreign Direct Investment (FDI) policy for petroleum & natural gas sector allows 100% automatic route for exploration activities of oil and
natural gas fields, infrastructure related to marketing of petroleum products and natural gas, marketing of natural gas and petroleum products, petroleum
product pipelines, natural gas/pipelines, LNG re-gasification infrastructure, market study and formulation and Petroleum refining in the private sector, subject to
the existing sectoral policy and regulatory framework in the oil marketing sector.

All the above mentioned sectors have been given due importance by considering them in FDI bracket except for Indian Railways when there is huge scope for
innovation and development in this sector. Foreign participation could bring about a radical shift in the performance of rail network and improve the
infrastructure which is a quality parameter concerning railway system.

CONCLUSION

The study of FDI in India railway sector concludes that India should welcome FDI as it has huge benefits for the Indian economy. The Sector wise Analysis of FDI
Inflow in India reveals that maximum FDI has taken place in the service sector including the telecommunication, information technology, travel and many others
keeping the railway sector in dark. The service sector is followed by the manufacturing sector in terms of FDI. High volumes of FDI take place in electronics and
hardware, automobiles, pharmaceuticals, cement, metallurgical and other manufacturing industries.

FDI always faces problems in form of red-tapism, bureaucracy, lobbying, non-availability of credits, and rigid taxation policies. Many investors even after setting
reforms in FDI in multi-brand retail are awaiting clarification from the government. The broader sense is that till the time there is no transparency in the reform
measures, the investors can still be hesitant to invest in the country with respect to railway sector. India has tried to assist FDI by allowing low corporate tax, tax
holidays, preferential tariffs, removing the sectoral caps, removing restrictions of customs, lowering the depreciation rate, etc. Being politically controversial, FDI
has to be accepted in India for the innovations yet to come in railways, to overstep the sluggish growth. As FDI will always provide long term benefits, the public
should hold their patience to witness the advent of FDI in Indian Railways
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