
 

 

 

 

Pooja* 
 
 

w
w

w
.i
g

n
it

e
d

.i
n

 

334 

 

 Journal of Advances and Scholarly Researches in Allied Education 
Vol. 15, Issue No. 9, October-2018, ISSN 2230-7540 

 

Foreign Direct Investment in India: Its Needs 
and Problem 

 

Pooja* 

Department of Public Administration, Punjab University, Chandigarh 

Abstract – The goal of this paper is providing an examination of foreign direct buy and also the 
advantages it is able to provide over some other types of investment in some other places. The problem of 
exactly why foreign direct purchase will be picked over exporting, licensing, and even franchising shall be 
offered. For every one of the options, the downsides that're present as than foreign direct investment will 
likely be discussed to illustrate exactly why foreign firms might decide to forego these sorts of entry and 
investments into some other places. At the conclusion of the examination, it ought to be clear which 
foreign direct investment is usually regarded as an excellent ways of entry into a different country over 
the alternative approaches which are present since it provides an enterprise with a much better level of 
influence over the overseas operations, in addition to a means to much more quickly overcome local 
laws which could be present. 

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

INTRODUCTION 

Prior to actually talking about the drawbacks of 
exporting, franchising or licensing as compared with 
foreign direct investment, it's essential to clarify 
what's intended by the phrase along with its idea. 
Foreign direct investment happens when businesses 
or people in a single country purchase ownership of 
assets in some other state. The investment of the 
assets happen in a manner that enable the foreign 
businesses or people to manage the way of creation, 
the distribution, or maybe several other tasks linked 
to an excellent or maybe service within the foreign 
country. In quite simple terminology, an enterprise 
within the United States may well buy the production 
facility which is employed to manufacturer cars in 
China. By having the production facility, airers4you 
from America can regulate the production process to 
make certain the quality of the vehicles, and the 
system which is employed to convert raw materials 
into the final product. 

The actual problem which should be understood 
when talking about foreign direct investment may be 
the capability of control. People who purchase stock 
in a business partly own the business, though they 
probably lack control over the activities and tasks of 
that organization. In the situation of foreign direct 
investment, a person or maybe organization is 
buying property which provided them direct control. 
Instead of merely investing cash in the expectation 
that the investment is going to grow in value, 
airers4you or even individual earning the foreign 
direct investment manages the asset. What this 
means is that direct feedback may be possible over 

the procedures which happen in relation to the 
property which are run. 

As the evaluation of foreign direct investment is 
offered in this newspaper, the problem of command 
is going to be crucial in relation to the procedure of 
exporting, licensing, or perhaps franchising for any 
business which is trying to promote something in a 
different nation. With every one of the 3 options 
which are examined, the true that foreign direct 
investment is usually favored is since it provides 
the best degree of management that's possible. 
Businesses aren't giving up control in the hopes 
that another business or maybe person can utilize 
the materials that they're supplied. 

FDI inflow routes: An Indian Company might get 
Foreign Direct Investment under the 2 routes as 
provided under: one.  

1. Automatic Route: FDI in sectors /activities 
to the extent permitted under the instant 
course doesn't need some prior approval 
either of the Government or maybe the 
Reserve Bank of India. 

2. Government Route: FDI in activities not 
covered under the instant route requires 
previous endorsement of the Government 
that is thought by the Foreign Investment 
Promotion Board (FIPB), Department of 
Economic Affairs, and Ministry of Finance. 
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FDI is not permitted in the following industrial 
sectors:  

• 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 

• Housing and Real Estate business. 

• Trading in Transferable Development Rights 
(TDRs). 

• Manufacture of cigars, cheroots, cigarillos 
and 

• Cigarettes, of tobacco or of tobacco 
substitutes. 

CURRENT STATUS OF FDI IN INDIA RETAIL 
SECTOR 

As of June 2015, the Government of India allowed 
FDI in single and multi brand retailing along with the 
following conditions:- 

1) Up to 100% FDI in single brand retail 
trading. 

► By only one non-resident entity whether 
owner or the brand or otherwise.   

► 30% domestic sourcing requirement eased 
to preferable sourcing rather than 
compulsory. 

► Further clarification on FDI companies that 
cannot engage in B2C e-commerce.  

►  Products to be sold should be of a ―single 
brand‖. 

► Product should be sold under the same 
brand internationally.   

► ―Single brand‖ product retailing would cover 
only products, which are branded during 
manufacturing. 

2) Up to 51% FDI in multi brand retail 
trading.   

▪ At least 100 million US$ must be invested 
into Indian company. 

▪ At least 50% of the total FDI is to be invested 
in back end infrastructure within 3 years. 

▪ At least 30% of the value of procurement of 
processed product shall be sourced from 
Indian small industry. 

▪ Fresh agriculture produce is permitted to be 
sold unbranded. 

▪ Indian states have been given the 
discretion to accept of refuse the 
implementation of FDI. 

▪ Retail outlets can be set up in cities having 
population of at least 1 million. 

▪ Application needs to be approved by two 
levels at Department of Industrial Policy 
and Promotion and Foreign Investment 
Promotion Board. 

PROBLEMS FOR LOW FDI FLOW TO INDIA 

India, the biggest democratic state with the second 
biggest population in the world, with principle of law 
and also a very educated English speaking work 
force, the nation is viewed as a safe haven for 
international investors. Nevertheless, India appears 
to be experiencing a multitude of self-imposed 
restrictions and also complications regarding 
opening its markets completely too global investors 
by implementing full scale financial reforms. 
Several of the main impediments for India's poor 
performance in the region of FDI are: political 
instability, bad infrastructure, confusing tax plus 
tariff policies, Draconian labour laws, effectively 
entrenched governmental regulations and 
corruption. 

1. Lack of sufficient infrastructure: It's 
cited as a significant hurdle for FDI inflows 
into India. This bottleneck in the form of 
very poor infrastructure discourages 
international investors in getting India. 
India's age old plus major infrastructure 
issue will be the availability of electrical 
energy. Power cuts are viewed as a 
common issue and lots of industries are 
forced to shut the business enterprise of 
theirs. 

2. Stringent labor laws: Large firms in India 
aren't permitted to retrench or even layoff 
some employees, and close down the 
device without the permission of the state 
government. These laws protect the 
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employees and thwart genuine efforts to 
restructure business. In order to retrench 
unnecessary employees, firms call for 
approval from both state and employees 
governments-approval that's seldom given. 
Additionally, Trade Unions extort large sums 
from companies through over generous 
voluntary retirement schemes. 

3. Corruption: Corruption is in virtually every 
public program, from defense to distribution 
of subsidized foods to the very poor folks, 
with the model and transmission of electrical 
energy. The blend of legal obstacles, 
insufficient institutional reforms, bureaucratic 
decision making and additionally the 
allegations of corruption at the top part have 
turned international investors from India. 

4. Lack of decision making power together 
with the state governments: The reform 
process of liberalizing the economic system 
is concentrated primarily in the Centre and 
the State Governments aren't provided much 
power. In many critical infrastructure areas, 
the main government is still in control. Brazil, 
China, along with Russian federation are 
examples wherein local governments forge 
ahead in pushing reforms and prompting 
further actions from the central government. 

5. Unexplored markets: In India there's big 
range of the investors since there's a sizable 
segment of markets haven't investigated or 
maybe unutilized. In India there's huge 
potential client market with big middle class 
income class who'd be target group for new 
markets. Example: BPO was one segment 
where investors had big scope checking out 
the markets in which the assistance was 
offered with only a phone call, with 
practically client satisfaction. 

6. Availability of natural energy: As we that 
India has huge amount of natural resources 
like coal, Natural gas etc, and iron ore. In 
case natural resources can be obtained they 
may be utilized in manufacturing process or 
even for extraction of mines from the 
overseas investors. 

DETERMINANTS OF FDI 

The determinant differs from one country to the next 
due their distinctive possibilities and qualities for the 
possible investors. In particular the determinants of 
FDI in India are: 

1. Stable policies: India sound financial and 
socio policies have attracted investors 
across border. Investors choose countries 
which stable financial policies. In case the 

federal government can make changes in 
policies that will have effect on the company. 
The business demands a great deal of 
money being deployed and any alteration of 
policy against the investor will likely have a 
damaging outcome. 

2. Economic factors: Different financial 
factors encourage inward FDI. These include 
interest loans, grants, tax breaks, subsidies 
and removing limitation and limitations. The 
government of India has provided numerous 
tax exemption and financial assistance to the 
overseas investors who'd assist in improving 
the economy. 

3. Cheap and labour: There's abundant work 
obtainable in India in regards to experienced 
and unskilled human resources. Foreign 
investors will to make use of the distinction 
in the price of labour as we've skilled and 
cheap labours. Example: Foreign 
companies have invested in BPO's in India 
that demand proficient work also we've 
been supplying exactly the same. 

4. Basic infrastructure: India though is a 
developing nation, it's created specific 
economic zone where there have focused 
to produce needed infrastructure like 
roads, effective transportation and also 
registered carrier departure worldwide, 
Information plus communication 
network/technology, financial institutions, 
powers, and legal system along with other 
simple amenities that are must because of 
the achievements of the company. 

NEED FOR FDI IN INDIA 

As India is a developing nation, capital continues to 
be among the scare resources which are generally 
needed for economic development. Capital is 
limited and there are several problems like Health, 
poverty, employment, education, development and 
research, technology obsolesce, worldwide 
competition. The flow of FDI in India from across 
the planet is going to help in getting the money at 
more affordable cost, greater technology, work 
development, and upgraded technology transfer, 
range for more industry, spillovers and linkages to 
domestic firms. The next reasons are advanced in 
favour of international capital. 

1) Sustaining a lot of investment: As all of 
the under developed and the developing 
nations should industrialize and improve 
themselves, thus it becomes important to 
increase the amount to investment 
substantially. Due to poverty & minimal 
GDP the saving are low. Consequently 
there's a requirement to pack the gap 
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between savings and earnings through 
international direct investments. 

2) Technological gap: In Indian scenario we 
require technical assistance from 
international source for provision if pro 
services, training of Indian personnel and 
informative, research as well as exercise 
institutions within the market. It simply will 
come through private foreign investment or 
maybe foreign collaborations. 

3) Exploitation of natural energy: In India 
we've abundant natural resources for 
example coal, steel and iron but in order to 
acquire the information we call for foreign 
collaboration. 

4) Knowing the original threat: In developing 
nations as capital is a scare resource, the 
chance of investments in fresh tasks or 
ventures for industrialization is rather high. 
Therefore foreign capital will help in these 
investments which demand risk that is high. 

5) Foreign firm's aids in raising the 
competition: Foreign companies have often 
think of far better technology, process, and 
innovations looking at together with the 
household firms. They develop a completion 
where the household firms will do much 
better it endure in the marketplace. 

SUGGESTIONS FOR INCREASED FLOW OF 
FDI INTO THE COUNTRY 

1) Flexible labour laws needed: China gets 
maximum FDI within the manufacturing 
industry, that helps the nation be the 
manufacturing hub of the planet. In India the 
manufacturing sector is able to develop in 
case infrastructure facilities are made better 
and also labour reforms take place. The 
nation must take initiatives to adopt a lot 
more flexible labour laws. 

2) Geographical disparities of fdi must be 
removed: The problems of geographical 
disparities of FDI in India have to deal with 
on priority. Many american states produce 
major attempts to simplify regulations for 
implementing and managing the industrial 
units. Nevertheless, efforts by lots of state 
governments continue to be not 
encouraging. Actually the state like West 
Bengal that had been previously known as 
Manchester of India attracts just one % of 
FDI inflow in the nation. West Bengal, Bihar, 
Jharkhand, Chhattisgarh are endowed with 
abundant nutrients but because of 
insufficient appropriate initiatives by 
governments of these american states, they 
neglect to draw in FDI. 

3) Promote Greenfield projects: India's 
amount of FDI has enhanced mostly 
because of Acquisitions and Merger (M&As) 
rather compared to big Greenfields projects. 
M&A's not always indicate infusion of new 
capital into a nation in case it's through 
reinvested earnings and intra company 
loans. Business friendly environment should 
be produced on priority to attract huge 
Greenfields projects. Laws must be made 
simple so that realization ratio is improved 
(Percentage of FDI approvals to actual 
flows). In order to capitalize on the benefits 
of FDI persistently, India must also 
concentrate on creating human capital and 
engineering. 

4) Develop debt market: India has a well 
established equity market but doesn't 
possess a well established debt market. 
Actions must be brought to enhance the 
level and also liquidity of debt market as 
many organizations could opt leveraged 
expense rather than investing their very 
own funds. Thus it's declared places with 
well developed financial markets often 
benefits significantly from FDI inflows. 

5) Strengthen advancement and research 
in the nation: India should actively 
perform towards attracting greater FDI into 
R&D as a way of building up the country's 
technical competitiveness and prowess. 

CONCLUSION 

The info that's been provided in this particular 
newspaper has shown exactly why lots of 
businesses will decide to make use of foreign direct 
purchase to enter a different market instead of 
exporting, franchising, and licensing. These ways 
of getting a presence in a different market 
commonly involve lower costs for an enterprise as 
in contrast to purchasing immediate command of 
businesses in a different country. Nevertheless, 
reduced costs also call for that a business gives up 
a great degree of influence over the overseas 
operations. The organization should believe in the 
foreign licensee, franchisee, or maybe distributor 
will operate with probably the highest standards 
along with the very best admiration for the item. In 
the long run, foreign direct investment allows an 
enterprise to enter a different industry with the 
capability to conquer the issues related to 
franchising and licensing. Even more, the issues 
which are connected with import tariffs along with 
the perceptions that a different business is trying to 
dominate a market to the detriment of local 
businesses could be conquered. The assets 
connected with the regional activities may be run 
by a foreign business, though the operations 
continue to be local. Inhabitants of the nation are 
used along with the solutions which are produced 
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are local products. Lastly, airers4you earning the 
foreign direct investment is able to manage the area 
activities and make sure that those businesses meet 
up with the criteria it's established for the way it 
interacts with clients, and the caliber of the solutions 
which customers receive, regardless of exactly 
where they might be in the planet whenever they by 
those types of items. 
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