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Abstract – Foreign direct investment assumes a significant job in the economic development of the 
country. Now and again locally accessible capital is deficient with the end goal of by and large 
development of the country. Foreign capital is viewed as a method for filling in holes between local 
reserve funds and investment. India can pull in a lot bigger foreign investments than it has done 
previously. It helps in moving of money related resources, technology and imaginative and improved 
administration strategies alongside raising profitability. An Indian organization may get Foreign Direct 
Investment either through automatic route or government route. The paper attempts to consider the 
need of FDI in India, to display the division shrewd and year-wise analysis of FDI's in India, to rank the 
segments dependent on most elevated FDI inflows.The ponder additionally features country astute 
endorsements of FDI inflows to India and the FDI inflows in various part. The examination presumes 
that Mauritius developed as the most overwhelming wellspring of FDI contributing. It is on the grounds 
that the India has Double Taxation Avoidance Agreement (DTAA) with Mauritius and the majority of the 
foreign nations like to put resources into administration division. 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - X - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

INTRODUCTION 

Foreign Direct Investment is the investment made 
underway or business by the country in another 
country by either methods for purchasing an 
organization or extending its business in the foreign 
country. It is normally by methods for bonds and offers. 
As a rule FDI alludes to capital inflows from abroad 
that put resources into the generation limit of the 
economy and are "typically preferred over different 
types of outside account since they are non-obligation 
making, non-unpredictable and their profits rely upon 
the presentation of the ventures financed by the 
financial specialists. FDI likewise encourages 
worldwide exchange and move of knowledge, 
aptitudes and technology."  

As indicated by the Financial Times, "Standard 
meanings of control utilize the universally concurred 
10 percent limit of casting a ballot shares, yet this is a 
hazy area as regularly as littler square of offers will 
give control in generally held organizations. In 
addition, control of technology, the executives, and 
even pivotal information sources can present true 
control."  

Foreign direct investment is one of the proportions of 
developing economic globalization. Investment has 
dependably been an issue for the creating economies, 
for example, India. The world has been globalizing and 
every one of the nations are changing their strategies 

for inviting investment from nations which are 
bottomless in capital resources. The nations which 
are created are concentrating on new markets 
where there is accessibility of inexhaustible works, 
scope for items, and high benefits are 
accomplished. Along these lines Foreign Direct 
Investment (FDI) has turned into a fight ground in 
the emerging markets. The target behind permitting 
FDI is to supplement and enhance local investment, 
for accomplishing a more elevated amount of 
economic development and giving chances to 
innovative up gradation, just as access to global 
administrative aptitudes and practices1.  

FDI have helped India to achieve a money related 
solidness and economic growth with the assistance 
of investments in various parts. FDI has helped the 
economic existence of India and then again there 
are pundits who have reprimanded the government 
for removing the household inflows. After 
progression of Trade strategies in India, there has 
been a positive GDP growth rate in Indian 
economy. Foreign direct investments helps in 
building up the economy by creating work to the 
jobless, Generating incomes as duty and wages, 
Financial strength to the government, development 
of infrastructure, in reverse and forward linkages to 
the residential firms for the necessities of crude 
materials, tools, business infrastructure, and go 
about as help for budgetary framework. Forward 
and back ward linkages are created to help the 



 

 

Dr. Ritu Sharma* 

w
w

w
.i
g

n
it

e
d

.i
n

 

1104 
 

 A Research on the Need of Foreign Direct Investment in Indian Economy: Analytical Review 

foreign firm with supply of crude and different 
necessities. It helps in age of business and 
furthermore helps neediness annihilation. There are 
numerous businesses or people who might win their 
energetic hood through the foreign investments. There 
are lawful and budgetary specialists who additionally 
control in the beginning period of foundation of firm.  

Foreign investments mean both foreign portfolio 
investments and foreign direct investments (FDI). FDI 
brings better technology and the executives, 
showcasing systems and offers rivalry, the last helping 
Indian organizations improve, very separated from 
being useful for customers. Close by opening up of the 
FDI routine, steps were taken to permit foreign 
portfolio investments into the Indian securities 
exchange through the system of foreign institutional 
financial specialists. The goal was not exclusively to 

encourage non‐debt making foreign capital inflows yet 
in addition to build up the securities exchange in India, 
bring down the expense of capital for Indian 
enterprises and indirectly improve corporate 
administration structures. On their part, enormous 
Indian organizations have been permitted to raise 
capital directly from global capital markets through 
business borrowings and depository receipts having 
basic Indian value. Subsequently the country received 

a two‐pronged procedure: one to draw in FDI which is 
related with various chaperon advantages of 
technology, access to fare markets, aptitudes, the 
board systems, and so on and two to energize portfolio 
capital flows which facilitate the financing requirements 
of Indian enterprises.  

Foreign technology acceptance can be energized 
through FDI and through foreign technology joint effort 
agreements. The areas which have resources yet don't 
have the required technology obtain foreign 
technology joint effort through RBI or Government 
endorsements. The all out number of endorsements 
recorded for the period of 2000 to 2010 by the RBI, 
SIA and FIPB is 8080. The RBI has endorsed 4580 
proposition though SIA and FIPB have affirmed 3500. 
Specialized joint efforts have put a constructive 
outcome on the residential firms. It helped in building 
up technology moves. An Indian organization may get 
Foreign Direct Investment under the two routes as 
given under:  

1. Automatic Route: FDI in areas/exercises to the 
degree allowed under the automatic route 
does not require any earlier endorsement both 
of the Government or the Reserve Bank of 
India.  

2. Government Route: FDI in exercises not 
secured under the automatic route requires 
earlier endorsement of the Government which 
are considered by the Foreign Investment 
Promotion Board (FIPB), Department of 
Economic Affairs, Ministry of Finance.  

FDI isn't allowed in the accompanying mechanical 
areas:  

 Arms and ammunition.  

 Atomic Energy.  

 Railway Transport.  

 Coal and lignite. 

 Mining of iron, manganese, chrome, gypsum, 
sulphur, gold, diamonds, copper, zinc. 

 Lottery Business 

 Gambling and Betting 

 Business of Chit Fund 

 Agricultural (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 
activities (other than Tea Plantations). 

 Housing and Real Estate business. 

 Trading in Transferable Development Rights 
(TDRs). 

 Manufacture of cigars, cheroots, cigarillos 
and cigarettes, of tobacco or of tobacco 
substitutes. 

In the by and large, inflows of FDI have expanded 
significantly contrasted with the previous routine 
wherein the degree for FDI was very limited.  

FDI has been related with improved economic 
growth and development in the host nations which 
has prompted the rise of global challenge to pull in 
FDI.  

FDI offers number of advantages like suggestion of 
new technology, inventive items, and expansion of 
new markets, chances of business and introduction 
of new abilities and so forth., which reflect in the 
growth of salary of any country.  

Foreign direct investment is one of the proportions of 
developing economic globalization. Investment has 
dependably been an issue for the creating 
economies, for example, India. The world has been 
globalizing and every one of the nations are 
changing their strategies for inviting investment from 
nations which are bottomless in capital resources. 
The nations which are created are concentrating on 
new markets where there is accessibility of 
bottomless works, scope for items, and high benefits 
are accomplished. In this manner Foreign Direct 
Investment (FDI) has turned into a fight ground in the 
emerging markets.  
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Foreign investment assumes a huge job in 
development of any economy as like India. Numerous 
nations give numerous impetuses to drawing in the 
foreign direct investment (FDI). Need of FDI relies 
upon sparing and investment rate in any country. 
Foreign Direct investment goes about as an extension 
to satisfy the hole among investment and sparing. In 
the process of economic development foreign capital 
covers the residential sparing imperative and give 
access to the prevalent technology that advance 
effectiveness and profitability of the current creation 
limit and create new generation opportunity.  

India's recorded GDP growth all through the most 
recent decade has lifted millions out of neediness and 
made the country a favored goal for foreign direct 
investment. An ongoing UNCTAD review anticipated 
India as the second most significant FDI goal after 
China for transnational corporations during 2010-2015. 
Administrations, media transmission, development 
exercises, PC programming and equipment and car 
are significant parts which pulled in higher inflows of 
FDI in India. Nations like Mauritius, Singapore, US and 
UK were among the main sources of FDI in India.  

FDI IN INDIA  

The most recent decade of the twentieth century saw 
an intense increment in foreign direct investment (FDI), 
joined by a stamped change in the demeanor of most 
creating nations towards internal investment. FDI flows 
have become in significance in respect to different 
types of universal capital flows, and the subsequent 
generation has expanded as an offer of world yield. 
Normally, the demeanor towards foreign capital was 
one of fears and adequate, a record of the previous 
harsh experience emptying ceaselessly of the 
resources out of the country, when otherwise called 
the brilliant birds3.  

Foreign direct investment (FDI) in India has assumed a 
significant job in the development of the Indian 
economy during the retreat. FDI in India has – from 
multiple points of view – empowered India to 
accomplish a specific level of money related 
soundness, growth and development. This cash has 
enabled India to concentrate on the regions that may 
have required economic consideration and address 
different issues that keep on testing the country. The 
elements that pulled in investment in India are steady 
economic approaches, accessibility of shoddy and 
quality HR, and chances of new unexplored markets. 
For the most part FDI are flowing in administration 
area and assembling segment recorded low 
investments. The investments in administration part 
will upgrade the advantage of flow of assets to the 
nation of origin. Presently India is contributing about 
17% of world absolute populace yet the offer of GDP 
to world GDP is 2%. India has been positioned at the 
second spot in global foreign direct investments in 
2010 and will keep on staying among the best five 
appealing goals for worldwide speculators during 

2010-12 period, as indicated by United Nations 
Conference on Trade and Development (UNCTAD) in 
a report on world investment prospects titled, 'World 
Investment Prospects Survey 2009-2012'. As per the 
reality sheet on foreign direct investment dated 
October 2010. Mauritius is the most elevated FDI 
investment in value inflows with 42% of the complete 
inflow pursued by Singapore, USA, UK and 
Netherlands with 9%, 7%, 5% and 4% separately. 
Administration part is the most noteworthy FDI pulling 
in inflows with 21% of the absolute inflows, trailed by 
PC programming and equipment, media transmission 
and lodging and land with 9%, 8%, 7% and 7% inflows 
individually. A report discharged in February 2010 by 
Leeds University Business School, dispatched by 
UK Trade and Investment (UKTI), positions India 
among the best three nations where British 
organizations can improve business during 2012-
14. As indicated by Ernst and Young's 2010 
European Attractiveness Survey, India is positioned 
as the fourth most appealing foreign direct 
investment goal in 2010.  

FDI POLICY FRAMEWORK IN INDIA  

Policy routine is one of the key variables driving 
investment flows to a country. Aside from basic by 
and large basics, capacity of a country to draw in 
foreign investment basically relies on its policy 
routine - regardless of whether it advances or 
controls the foreign investment flows.  

This segment embraces an audit of India's FDI 
policy system. There has been an ocean change in 
India's way to deal with foreign investment from the 
mid-1990s when it started basic economic reforms 
about practically every one of the areas of the 
economy.  

1. Pre-Liberalization Period:  

Verifiably, India had pursued a very cautious and 
specific methodology while defining FDI policy in 
perspective on the administration of „import-
substitution strategy‟ of industrialization. The 
administrative system was merged through the 
establishment of Foreign Exchange Regulation Act 
(FERA), 1973 wherein foreign value holding in a 
joint endeavor was permitted distinctly up to 40 
percent. In this manner, different exceptions were 
stretched out to foreign organizations occupied with 
fare situated businesses and high technology and 
high need territories including permitting value 
property of more than 40 percent. Besides, drawing 
from triumphs of other country encounters in Asia, 
Government built up unique economic zones 
(SEZs) yet additionally designed liberal policy and 
gave motivating forces to advancing FDI in these 
zones so as to advance fares.  

The declarations of Industrial Policy (1980 and 
1982) and Technology Policy (1983) 
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accommodated a liberal frame of mind towards foreign 
investments as far as changes in policy directions. The 
policy was portrayed by de-authorizing of a portion of 
the mechanical guidelines and advancement of Indian 
assembling trades just as stressing on modernization 
of enterprises through changed imports of capital 
products and technology. This was upheld by 
profession advancement measures as tax decrease 
and moving of enormous number of things from import 
authorizing to Open General Licensing (OGL).  

2. Post-Liberalization Period:  

A noteworthy move happened when India set out upon 
economic advancement and reforms program in 1991 
planning to raise its growth potential and coordinating 
with the world economy. Mechanical policy reforms 
gradually yet clearly expelled limitations on investment 
activities and business development from one 
perspective and enabled expanded access to foreign 
technology and financing on the other. A progression 
of measures that were directed towards changing 
foreign investment included: 

(1) Introduction of dual route of approval of FDI–
RBI‟s automatic route and Government‘s 
approval (SIA/FIPB) route. 

(2) Automatic permission for technology 
agreements in high priority industries and 
removal of restriction of FDI in low technology 
areas as well as liberalisation of technology 
imports. 

(3) Permission to Non-resident Indians (NRIs) and 
Overseas Corporate Bodies (OCBs) to invest 
up to 100 per cent in high priorities sectors. 

(4) Hike in the foreign equity participation limits to 
51 per cent for existing companies and 
liberalisation of the use of foreign ―brands 
name‖. 

(5) Signing the Convention of Multilateral 
Investment Guarantee Agency (MIGA) for 
protection of foreign Investments. 

NEED FOR FDI IN INDIA 

As India is a creating country, capital has been one of 
the panic resources that are normally required for 
economic development. Capital is constrained and 
there are numerous issues, for example, Health, 
destitution, business, training, innovative work, 
technology obsolesce, global challenge. The flow of 
FDI in India from over the world will help in procuring 
the assets at less expensive cost, better technology, 
work age, and redesigned technology move, scope for 
more exchange, linkages and overflows to residential 
firms. The accompanying contentions are progressed 
for foreign capital  

 

Supporting a High Level of Investment:  

As all the immature and the creating nations need to 
industrialize and create themselves, subsequently it 
ends up important to raise the dimension to investment 
generously. Because of destitution and low GDP the 
sparing are low. Subsequently there is a need to fill the 
hole among salary and reserve funds through foreign 
direct investments.  

Innovative Gap: 

In Indian situation we need specialized help from 
foreign hotspot for arrangement if master 
administrations, preparing of Indian staff and 
instructive, research and preparing foundations in the 
business. It just comes through private foreign 
investment or foreign coordinated efforts.  

Misuse of Natural Resources:  

In India we have bottomless characteristic resources, 
for example, coal, iron and steel yet to remove the 
resources we require foreign coordinated effort.  

Understanding the Initial Risk:  

In creating nations as capital is a panic asset, the 
danger of investments in new pursuits or ventures for 
industrialization is high. Hence foreign capital aides 
in these investments which require high hazard.  

Development of Basic Economic Infrastructure:  

In the ongoing years foreign monetary 
establishments and government of cutting edge 
nations have made significant capital accessible to 
the immature nations. FDI will help in building up the 
infrastructure by setting up firm's various pieces of 
the country. There are exceptional economic zones 
which have been created by government for 
extemporizing the mechanical growth.  

Improvement in the Balance of Payments 
Position:  

The inflow FDI will help in improving the parity of 
installment. Firms which feel that the products 
created in India will have a minimal effort, will deliver 
the merchandise and fare the equivalent to other 
country. This aides in expanding the fares.  

Foreign Firm's Helps in Increasing the 
Competition:  

Foreign firms have dependably thought of better 
technology, process, and developments contrasting 
and the local firms. They build up a consummation in 
which the residential firms will perform better it get by 
in the market.  
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CONCLUSION  

FDI in India has a noteworthy job in the economic 
growth and development of India. FDI in India to 
different areas can achieve continued economic 
growth and development through production of 
occupations, extension of existing assembling 
businesses. The inflow of FDI in administration 
segments and development and development area 
achieved generous continued economic growth and 
development through production of employments in 
India.  

FDI has raised the yield, efficiency and work in certain 
segments particularly in administration segment. 
Indian administration division is producing the correct 
business alternatives for talented laborer with high 
livens. On the opposite side banking and protection 
division help in giving the solidarity to the Indian 
economic condition and build up the foreign trade 
framework in country.  

FDI has raised the yield, profitability and work in 
certain divisions particularly in administration area. 
Indian administration part is creating the best possible 
business choices for talented laborer with high livens. 
On the opposite side banking and protection part help 
in giving the solidarity to the Indian economic condition 
and build up the foreign trade framework in country. 
Along these lines, we can infer that FDI is dependably 
makes work in the country and furthermore bolster the 
little scale ventures likewise and causes country to put 
an impression on the overall dimension through 
advancement and globalization. 
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