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Abstract

It is essential for India to have foreign direct investment (FDI) as a strategic component
ofinvestment if it is to carry out economic reforms and keep up the current rate of economic
growthand development that it is experiencing. Initially, the regulatory framework in India
resulted in asluggish rate of foreign direct investment (FDI) flows into the country; however, ever
since 2005,investment flows have greatly grown as a consequence of the emergence of new
policies. This isdue to the fact that the regulatory framework has been replaced. This is because of
changes thathave been made to the regulatory system, which have resulted in less stringent
guidelines.
Thepurposeofthisresearchistoinvestigatethemethodinwhichforeigndirectinvestmentcontributesto
economic development, greater creation of human capital, and the sharing of technical know-
how.Theprimaryfocusoftheresearchthatisgoingtobeconductedaspartofthisstudyprojectisgoing  to
be on the effect that direct investment from other countries has had on the economy oflndia. Bar
charts are often used since they are able to graphically present the information that

hasbeengatheredfromadiverserangeofsources.

Keywords:Economydevelopment,foreigninvestments, Exports&Imports,Growthofthenation,Inves
tmentPolicies.

Introduction

Foreign Direct Investment (FDI) is the flow of funds between countries.Countries that can
passthrough in the form of inflows or outflowsYou can get some return on your investment, while
youget another returnlncrease your productivity and seize opportunities to findlmprove your
positionthroughperformance. EffectivenessandEfficiencydependoninvestorperceptionwheninveste
dpositivelong-

termcontributionOntheotherhand,intheshortterm,towardstheeconomy.Foreigncompanies’Directinv
estmentcanbeanattractiveandviableoption. Aninvestment decision is therefore a combination of the
following assessments:internal

resources,competitiveness,marketanalysis,rﬁfg}égt&xgeftationsf oreigndirectinvestmentmayalsobe
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affectedbygovernmenttradebarriers,ForeignInvestmentGuidelinesandLessorMore
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LeadsEffective contribution to economy and GDPwork. The advantage of FDI to the
foreigncountries is to expandtheir business all over the world and having some benefits from
thegovernment. FDI can also promote competition in domestic input markets. Recipients of
foreigndirectinvestmentoftenreceivestafftrainingduringtheoperationofthenewbusiness,contributing
to the development of the host country's human capital. Profits from foreign direct
investmentcontribute to the corporate tax revenues of the host country. Research is trying to find
meaning

toinfluence. WealsomeasurelevelswitheconomicscenariosPredominanceofeconomiccontributoryfact
orstolndia.
EconomicGrowth:FDIhasplayedacrucialroleinboostingIndia'seconomicgrowth.Ithashelpedto
increase capital inflows, create jobs, enhance productivity, and promote overall
economicdevelopment.FDIhascontributedtohigherGDPgrowthrates,especiallyinsectorslikemanufa
cturing,services,andinfrastructure.

Employment Generation: FDI has been a major driver of job creation in India. It has led to
theestablishment of new businesses, expansion of existing enterprises, and the introduction of
newtechnologiesandprocesses. ThishasresultedinincreasedemploymentopportunitiesfortheIndianw
orkforce,reducingunemploymentandpovertylevels.
TechnologyTransfer:Foreigncompaniesbringadvancedtechnologies,managementpractices,andtech
nical know-how to the Indian market through FDI. This transfer of technology has helped
inimproving the competitiveness of domestic industries, enhancing productivity, and

promotinginnovationandresearchanddevelopment(R&D)activitiesinIndia.

IncreasedTradeandExports:FDIhasfacilitatedgreaterintegrationoftheIndianeconomywiththeglobal
market. Foreign companies often use India as a base for production and export
activities,whichhasledtoanincreaseintradeandexportvolumes.Thishasresultedinafavorablebalanceo
ftrade for India, contributing to foreign exchange earnings and improving the current
accountbalance.

InfrastructureDevelopment:FDIhas
playedasignificantroleinthedevelopmentofinfrastructureinlndia.Foreigncompanieshaveinvestedins
ectorsliketelecommunications,power,transportation,andrealestate, whichhasledtothecreationofmod
erninfrastructurefacilities. Thishasnotonlyimprovedtheoverallqualityofinfrastructurebuthasalsoattr
actedfurtherinvestmentandboostedeconomicactivities.

FiscalBenefits:FDIbringsinforeigncapital, whichhelpsinbridgingthesavings-
investmentgapinthelndianeconomy.lItcontributestotheexpansionofthetaxbase,increasedtaxrevenues
,andthedevelopmentoffinancialmarkets. Thegovernmentcanutilizetheseadditionalresourcesforpubli

cwelfareprograms,infrastructuredevelopment,andsocialsectorspending.
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Sectoral Advancements: FDI has had a transformative impact on specific sectors in India.
Forexample, in the automobile sector, FDI has facilitated the establishment of manufacturing
plants,leading to increased production, employment, and exports. Similarly, in the IT and IT-
enabledservices sector, FDI has played a crucial role in the growth of software exports and the

emergenceoflndiaasaglobalhubforoutsourcing.

Objectives
o “Toanalysetheimpactofforeigndirectinvestments(FDI)onIndianEconomy”.

e TostudythetrendsofFDlinIndiainthelasttwentyyears.

Reviewofliterature

A recent research by Kumar and Karthika found that "Foreign Direct Investment (FDI)
Inflow"significantlycontributedtothegrowthofthehostcountry'seconomy.largelylnordertospeeduptheir
economicdevelopment,severalcountrieswelcomeforeigninvestmentandtechnology.ForeignDirectInves
tmenttotheTuneofBillionsInadvancedeconomies,nationaleconomicdevelopmentisreflectedinrisingleve
Isofdomesticcapital,output,andemployment.BalasubramanyamandSapsfordclaimintheir essay that
India receives just 0.1 percent as much foreign direct investment as China does.
ThestudyalsopointedoutthathumancapitalandlandcontributionswouldeffectivelysplitF DIpackages,and
that India's structure and composition may not need an expansion in FDI in the industrial
andservicessectors.HereasonedthathiscapitalrequirementsmaybemetbyFDIfromothersources.
Agarwal and Khan, who studied the effect of FDI on GDP, found the following. However,
researchconducted in China and India reveals that FDI has grown by 1%. Both China's and India's
GDPincreased by 0.07% and 0.02% respectively. The growth in China was also more sensitive to her
FDIthan the rise in India was.Bajpai and Jeffrey, the report claims, were going to release a study on
FDIL.The existing Foreign Direct Investment (FDI) policy in India, as well as other reasons
contributing tolndia's unattractiveness as an investment destination, are among the problems that
"India: "Issues
andlIssues"seekstouncover.Indiahasalottooffer:asizabledomesticmarket,aneffectivelegalsystem,cheapl
abor,andastablegovernment.ItsrecordofsuccessinluringFDIfromoutsidehasbeendismal. The  research
concludes that India's high import tariffs, exit restrictions for enterprises, harsh laborrules,
inadequate  infrastructure,  centralized  decision-making  procedures, and  relatively
restrictedexportprocessingzoneshinderthecountry'seconomicpotential. DrNaveenPrasadula(2021)state
thatforeign direct investment (FDI) has a negative or null impact on economic development because
itdisplacesnative

capital. Furthermore,someresearchcontendthatcausationmaybeinverted, withthesearchforFDI

oftenhelpingdevelopingeconomies.Multinationalcorporations,likewise, wantexpanding and
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prosperous economies. Due to the two-way nature of FDI and GDP growth, there

ispotentialforsimultaneitydistortions.Inaddition,onemightarguethatexportscausegrowthinGDP
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andviceversa.Twointriguinghypothesesaretheexport-ledgrowthhypothesisandtheoutput-drivengrowth
hypothesis. Finally, the export nexus and inward FDI both have their proponents and
detractors.HsiaoandHsiao(2006)statethatexportsboostFDIbyprovidingnecessarybackgroundresearchab
outthe host nation and therefore lowering investment risks. expenses incurred during a transaction.
Theestablishmentofindustrialfacilitiesinforeignmarketsviaforeigndirectinvestmentmightalsorestrictex

ports.

Methodology
Thedataanalysisusedinthisstudyissecondarydataanalysis.
SourcesoftheData

This study is based on secondary data. Data have been collected from various sources
includingmacro trends, economics survey reports. This study considers last 20 years data i.e.,

from 2000-2020.

DATAANALYSISANDINTERPRETATION:
SLargestinvestorsof FDlininIndia.IntheFY2021-22.

Country Investment
Singapore 27.01%
USA 17.94%
Mauritius 15.98%
Netherland 7.86%
Switzerland 7.31%
Investment
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FDIlinmajorsectors:
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MainlnvestedSectors FY2020/21(April 2020-
March2021),in%

Servicessector(including financial, banking and 16
insurance)

Computersoftwareandhardware 13
Construction 10
Telecommunications 7
Trade 6
Automobileindustry 5
Chemicals 3

FY2020/21(April2020-March2021),
in%

Chemicals
Automobileindustry _
Trade

Telecommunications - FYZOZO/ZI(ADI’"ZOZO-

ConstructionC March2021),in%
omputersoftwareand...

insurance)S

ervicessector...

T T T T T

0 5 10 15 20

IndiaForeignDirectInvestment-HistoricalDatafrom2000-2022

Year FDIInflows,USSinbillions %ofGDP
2020 64.36 2.41%
2019 50.61 1.79%
2018 42.12 1.56%
2017 39.97 1.51%
2016 44.46 1.94%
2015 44.01 2.09%
2014 34.58 1.70%
2013 28.15 1.52%
2012 24.00 1.31%
2011 36.50 2.00%
2010 27.40 1.64%
2009 35.58 2.65%
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2008 43.41 3.62%
2007 25.23 2.07%
2006 20.03 2.13%
2005 7.27 0.89%
2004 5.43 0.77%
2003 3.68 0.61%
2002 5.21 1.01%
2001 5.13 1.06%
2000 3.58 0.77%
CorrelationbetweenFDI&GDP
FDI GDP
FDI 1 7Dk
GDP JT29% % 1
FDI
EFDI mGDP

Thecorrelationbetweenthetwovariablesi.e.,FDIandGDParestrongpositivecorrelation.
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2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

FDIinflowsfromlast20yearsi.e.,2000-2022

Theinvestmentsmadebytheothercountriesinto India(FDI)aregraduallyincreasedfromthelast20 years
that indicates the country receiving the foreign direct investment leads to growth of theeconomy

that is import of technology employability and Government receive taxes from theinvestments.
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GDP%fromthelast20yearsi.e.,2000-2020
We know that GDP means the total final value of goods and services produced in a country in
ayear.FDlaffectstheIndianeconomy. Thiswillhelpforeigncountriestoinvestinlndiathroughtheimple
mentation of policies and help to continuously improve economic growth over the past
twodecades.
Findings:

* TheFDlinflowsintothecountryhasshownanincreasingtrendduringtheperiodunderstudyi.e.,b

etween2000 t02020.

* ThereisstrongpositivecorrelationbetweenFDIandGDPgrowthofthecountry.
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* ThelndianGDPisincreasingaccordingly.

Suggestions:
¢ Indiangovernmentneedstobringpoliticalandsocialstabilityintheeconomy.
e Indiangovernmentneedtoreduceeconomicbarriers.

e ThereshouldbestringentlandreformlawsfortheFDI.

EconomicGrowth:FDIinflowscancontributetohighereconomicgrowthratesbyboostinginvestment,incre
asingproductivity,andcreating employment opportunities.FDI brings
innewtechnologies,managerialexpertise,andcapital,whichcanenhancetheproductivityandcompetitiven

essofdomesticindustries.

Increased Capital Inflows: FDI inflows result in an increase in capital flows into the country,
whichhelps bridge the investment gap in key sectors. It provides a stable source of long-term

capital,reducingdependenceonvolatileshort-termcapitalflows.

TechnologyTransfer:FDI bringsadvanced technologiesand
managerialpracticesfromforeigncompaniestodomesticfirms. Thishelpsinupgradingthetechnologicalcap

abilitiesoflocalindustries,improvingproductivity,andfosteringinnovation.

EmploymentGeneration:FDIcancreatejobopportunitiesinvarioussectors,includingmanufacturing,servi
ces,andinfrastructure.Foreigncompaniesestablishsubsidiariesorjointventuresinlndia,leadingtodirectan

dindirectemploymentgeneration.

Export Promotion: FDI can contribute to increased exports by integrating domestic industries
intoglobalvaluechains.Foreigninvestorsoftenestablishexport-

orientedunits,leadingtohigherexportsofgoodsandservicesfromIndia.

Infrastructure Development: FDI inflows play a crucial role in the development of
infrastructuresectorssuchastelecommunications,power,transport,andlogistics.Foreigninvestorsbringin

expertiseandcapitalfortheconstructionandmodernizationofinfrastructureprojects.

BoosttoDomesticIndustries:FDIcanenhancethecompetitivenessofdomesticindustriesbyexposingthem
to international best practices, quality standards, and market competition. This can lead
toimprovedefficiencyandinnovationamongdomesticfirms.

BalanceofPayments:FDIinflowscontributetoapositivebalanceofpaymentspositionbyincreasing
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foreign exchange reserves and reducing the current account deficit. It helps finance the
importrequirementsofthecountryandimprovesitsexternalfinancialstability.

Fiscal Revenues: FDI can generate fiscal revenues for the government through taxes, royalties,
anddividends.Thisadditionalrevenuecanbeutilizedforpublicinvestment,socialwelfareprograms,andinfr
astructuredevelopment.
RegionalDevelopment:FDIhasthepotentialtopromoteregionaldevelopmentbyattractinginvestment  in
backward regions or sectors. It can help reduce regional disparities and promote
inclusivegrowthacrossdifferentpartsofthecountry.

However, it is important to note that the extent and nature of the repercussions of FDI on the
Indianeconomycanvarydependingonfactorssuchasthesectorofinvestment,thequalityofinstitutions,there
gulatory framework, and the overall business environment. It is essential for policymakers to
createan enabling environment that encourages FDI while safeguarding the interests of domestic

industriesandaddressing anypotentialnegativeeffects.

Conclusion
India is currently liberalizing its Foreign Direct Investment (FDI) policy to make the market
moreinvestor-
friendly. Accordingtothelatestreports,todaythecountryisconsistentlyrankedamongthetopfiveinvest
mentdestinationsintheworldbyallinternationalorganizations. Thenewgovernment  has  allowed
foreign investment of over 49% and up to 100% of her through thegovernment's defence licensing
route, allowing access to the country's latest technology. Recentpolicy revisions include 100%
foreign direct investment under government approval The road
togovernmentapprovalcontinuesabove74%ofFDIandupto100%forsuchbrownfieldfirms. Thatmeans
most sectors are automatically approved, making India one of the world's most
openeconomiestoforeigndirectinvestment.thepurposeofthisstudywastoanalysetheimpactofFDIinflo
wsonthelndianeconomy. Theresultsofthestudyconcludethatthecountry'sGDPandstockmarketmove
mentsarehighlydependentonFDIinflowsintothecountry.
Bibliography

1. www.macrotrends.com.
santendertrade.com
ArticlebyThomasAshaE.(2016).ImpactofFDIonIndianEconomy.
Globaljournalofbusinessmanagementandinformationtechnology.

www.globalpresshub.com.
ArticlebyMDevajit-ResearchJournalofManagementSciences. ..,2012.

AN

Page No: 11
VOLUMES ISSUE 1,2023 PAGENO: 364





