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INTROGDUCTION

Onc of the most striking developments during the last two decades is the spectacular growth
of FDI in the global economic landscape. This unprecedented growth of global FDI in 1990 around
the world make FDI an important and vital component of development strategy in both devcloped
and developing nations and policies arc designed in order to stimulate inward Nows. Infact, FDI
provides a win — win situation to the host and the home countries. Both countries arc directly
interested in inviting FDL. because they banefit a lot from such type of investment. The “home
countries want to lake the advantage of the vast markets opened by industrial arowth. On the other
hand the “host” countries want o acquire wennologica! and maragerial skills and supplement
domestic savings and foreign exchange. Moreover, ihe paucity of all Lypes ol resotisees vie
dranaiaic capital. entrepreneurship. technologival know- how. skilis and practices, aceess 10
maikers- abroad- in their cconomie deveiopment, developitie nations aceepted FI3Eas 4 sole visible
panacen for all their scarcities. Further, the imegration of gicbal financial murkets DAVES witys 10 Lhis
explosive growth of FDI around the globe :

AN OVERALL VIEW

The historical background of FD! in India can be wraced back with the establishment of East
India Company of Britain. British cupital camie io India during the ccionial era of Britain in India.
However. researcners could noi porray the conplete hisiory of FDI pouring in ndia due 1o lack of
abundant and authentic data. Before independence major wmount of D1 came irom thie Britsh
companics. British companies setup their units in minimg sevior and in those secors that suits iieir
awn cconomic and business interest. After Second World War, Japanese companies citered Indian
market and ¢nhanced their trade with India. yet UK. remained the most dominant investor in India.
Further, after Independence issues relating to foreign capitai. operations of MNCx. gained attention
of the policy makers. Keeping in mind the national interests the policy makers u.ia.:signcd the FDI
pohicy which aims FDI as a medium for acquiring advance.- technalogy and o mobiize iurcivn
exchange rescucces, Tie st Prime Minister of India considered FOreIgn investinen: s “necessar
Aot eniy Lo sapplement domestic capital but also w secnie e, wwchneanl. gl -a:-.luslri-u.'
knowledge and capnal equipments. With time and as per economic and politcal regimes there have
been changes in the FDI policy too.

The industrial policy of 19685, allowed MINCs 16 veniuse thirough technical collaboration in
India. However, the country faced two severe crisis in the form of forcign eachange and Hinancial
resource mobilization during the second tive year plan (1956 -01).  Therelore. the government
adopted a liberai autitude by allowing more frequent equity purlicipuion 1o foreign enterprises. and 1o
aceept equity capital in techaical collavoration:. itic govermment also orovides many inventives such
as tax concessions, simplification of Heensing proceduies and de- :
drugs. adumizcium. neavy clectrical cquiraactio. fericlizers, cle

o
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foreign veserves e the form of remittances o dividends, e
adopt siringent foreign policy in 1970s. Durng s perid the Lovermment adopted o selective and
iighiy r:.stru.nu foreign pollc_) as ks ds foreign capitaic bype of FIDL and osmnershups o toreign
companies was concerned.  Government serup Forcign Invesimen foard wnd enacwed Foreign
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Exchange Regulation Act i opder to regulote flow of foreign capital and FI flow 1o India. The
soaring oil arices cantinued losw exports and deterioration in Balanze of Pavment position during

1980s forced the government to make necessary changes in the forcign policy. It is durng
this period the government c;:cuu‘.‘;-ig;-:'; Fi2h allow MNCs 1o eperate i india. Thus., resuiting in ihe
partial liberalization of Indian kconome .
aimed at increasing competency. clficiency and growth in industry through a stablc. pragmatic and
non-discriminatory policy for FDI flow. Infact. in the earlv ninetics. Indian economy faced severe
Balance of payment crisis. Exports began to experience serious difficulties. There was a marked
increase in petroieum prices because of the gulf war. The crippling external debts were debilitating
the economy. India was left with that much amount of forcign exchange reserves which can finance
its three weeks of imports. The out flowing of foreign currency which was deposited by the Indian
NRI's gave a further jolt to Indian cconomy. The overall Balance of Payment reached at Rs.{ -) 4471
crores. Inflation reached at its highest level of 13%.

Foreign reserves ol the couniry stood at Rs. 11416 crores. The continued political uniceriainty
in the country during this period adds further to worsen the situation. As a result. India’s credit
vating fell in the intarmational market for both short- term and long- term bormwine, All these
developments put the ceonomy at that time en the verge of default in respect of externat payments

Fiie governmeni introduces reforms in the snanstrial socior

tHability, In this eriiicai face of Indian economy the then finance Minister of fndia Dr Manmoh i
Singh with the aelp of World Bank and  iMF intreduced the macro - econemic stabitization .o
structural adjustment programm.  As i result o1 these reforms India open its door te I il
adopted a mere liberal foreign policy in order to restore the confidence of foreign investors.

Further, under the new foreign investment policy Government ot India constitutea FHYE
(Forcign Investment Promotion Board) whose main function was to invite and  facilitate foretos
investment through single window system from the Prime Minister’s Office. The foreign equity CE;;
was raised to 51 percent tor the existing companies. Government had allowed the use of foreign
brand names for domestically produced products which was restricted carlier. India also became the
member of MIGA (Multilateral Investment Guarantee Agency) for protection of foreign investments.
Government lifted restrictions on the operations of MNCs by revising the FERA Act 1973, New
sectors such as minig. banking. telecommunications. highwayv construction
open to foreign investors as well as to privaie sector,

HY

v el

and management were

OBJECTIVES

The study covers the following objectives:
. To study the trends and patterns of flow of FDI.
. To assess the determinants of FDI inflows.
To evaluate the impact of FDI on the Economy.

s ) —

IMPORTANCE OF THE STUDY

It is apparent from the above discussion that FD is a predominant and vital factor n
influencing the contemporary process ot global economic development. The study  attempts to
analyze the importani dimensions of FDI in India. The study works out the trends and patterns. main
determinants and investment flows to India. The study also examines the role of FDI on economic
growth in India for the period 1991-2008. The period under study is important for a variety of
reasons. First of all, it was during July 1991 India opened its doors (o private secior and liberalized
its economy. Secondly. the experiences of South-East Asian countries by liberalizing their
cconomies in 1980s  became stars of economic growth and development in c;;rl\- | 9V ()s. I%hirdl}.
[ndia’s experience with its first generation economic reforms and the country’s economic growth
performance were considered safe havens for FDI which Jed ! )
reforms in India in first decade of this century. Fourthly. there is a considerabie chanee in the attitude
of both the developing and developed countries towards DI They both consider ‘}'-']_)_[ as the mos!

to scecond ceneration of  economic
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suitable form ol external finance. Fifthly. increase in competition for FDI intlows particularly
among the developing nations. :

I'he shitt of the power center from the western countries o the Asia sub - continent is yet
another reason to take up this study. FDI incentives. removal of restrictions, bilateral and regional
investment agreements among the Asian countries and  emergence of Asia as an econumic
powerhouse (with China and India emerging as the two most promising economices of the world)
develops new economics in the world of industralised nations.

TRENDS AN PATTERNS OF FDI FLOW iIN INDIA

Economic reforms taken by Indian government in 1991 makes the country as one of the
prominent pertormer of global economies by placing the country as the 4th largest and the 2nd
fastest growing economy in the world. India also ranks as the 11th largest cconomy in - terms ot
mdustria) output and has the 3rd largest pool of scientific and technical manpower. Continued
cconomic liberatization since 1991 and its overall direction  remained the same over the vears
irrespective of the ruling party moved the ceonomy  towards a market ~ based system trom a closed
economy characterized by extensive regulation. protectionism, public ownership which leads 0
pervasive corruption and slow growth trom 1950s until 1990s,

In fact. India’s economy has been growing at a rate of more than 9% f(or three running years
and has seen a decade of 7 plus per cent growth. The exports in 2008 were
$175.7 bn and imports were $287.5 bn. India’s export has been consistently riging, covering 81.3%
of its imports in 2008, up from 66.2% in 1990-91. Since independence. India’s BOP on its current
account has been negative. Since 1996-97, its overall BOP has been positive. largely on account of”
‘nereased FDI and deposits from Non — Resident
indians {NRIs). and commercial borrowings. The fiscal deficir ias come down from 4.5 per cent in
2002-04 10 2.7 per cent in 2007-08 and revenuc deficit from 3.6 per cent w .1 per cent in 2007-08.

As a result. India’s foreign exchunge reserves shot up 535 per cent in 2007-08 1o ciose at .S

$£309.1¢ billion - an mcreasc of nearly US $110 billioa trors US 319918 billion at ihe end of 2006~
0. Domestic saving ratio to GDP shot up iroin 29.8%, i1: 2004-03 10 37.7% in 2067-3%. For ihe tirs
ume India’s GDP crossed one triltion dollars mark i 2007 As 4 consequience of pobicy micastires
caken way back 1o 1991) FDLin India as inicreased manitald wince 1991 irrespective of the ruling
party over the vears. as there is a growing consensus und comniuments among poiitical pactics 0
follow liberal foreign nvestment poiicy that invite steady 1low ol FD1 i India so mat sustained
economic growth can be achicved. Further, in order 16 study the impact of cconomiz vetorms and
FDI policy on the magnitude of FDI intlows, quantitative fiormaton is aceded on broud
dimensions of FDI and its distribution scross sectors and regions. The actual FDI inflows in Indiz is
welcomed under five broad heads: (i ) Foreign Investment Promotion Board™s {FIPB) discretionary
approval route for largerproje.cts, (ii) Reserve Bauk of lndia’s (RBI) awtomatic appravai route. (i)
acquisttion of shares route (since 1996). (iv) RBI%S ron - resident Indiai (NRI's) scheme. and (v
ovternal commercial borrowings (ADR/GDR ) rowme.

FIi AND INDIAN fCONOMY

Developed cmrmmic‘s c:.xn!iidur FDE as an engine of naarhet aceess deselonmy ai o
Jeveioped countries vis-d-vis for thewr own weehnelogicat =oares and i Baittaininge thesr wamn
econoMic growlti ond development. Deveiopmg uations {ouks w FUL s o SOUTCe Ll filing the
savings, foreign exchange reserves. revenue. trade deficit, nanagement aad wechnotovica 2_‘.'.35_“ FI
1s considered as an instrument of interiationai cconciuc ntegration s i drings u ])u::i\'uuub‘)lj‘ A8SCTS
including capital. technology. manageria! skifis and cepacity and acevss 1‘\\~l'01'cit.'l‘. n‘:Zrkcks.-"I'hu
impact of FD! depends on the country s domiestic paticy mad wareign nolicy. As a -r:._-gu“ EDI has a
wide range ol impact on the country’s cconomic policy. it order to swdy the impact of foreign direct
ivestment o economic growth. two muodels were frimend and fined  Yhe forein diect investinent
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model shows the factors inbuancing the lereign direet invesiment i India. The economic 2oowin
mode! depicts the coniribation of foreign direct investment o cconemic growth,

assessed. The study identified the following macroeconomic variables: Trade GDP. R&DGNDP, FIN
Position. FXR. and Reserves GDP as the main determinants of FDI inflows into India. In order 'o
study the roie of Fi3Eon Indian cconomy it s imperative o assess the trend paitern of all the
variahles tsed in the determinant aralvsis, It is observed that FDU inflows into India shows a sicad:
wend in carly nmctiee bui shows a sharp inercase after 2005, though i had ilucruated a bii in carix
2000. Mowever, (ross domestic prodact shows ar increasing trend paitern since (991.92 10 0.
1land further steady and again increasing trend upto 2014 Another vasably o« rade W0
maintained @ steady tiend paitern unto 2001-020 after that it shews a continuous mercasing patiern
upto 2008-09. Reserves GNP, ancther expiaratory variabic shows low trend pattern upte 2000-0
but gained momentum afier 2001-02 and shows an increasing trend. In addition to these trend
patterns of the variables the studz also used the multiple regression analysis to lurther explain the
warations in FDI infiows into India due to the variations caused by these explanatory variables.

CONCLUSIONS:
1. FDIis a significant factor influencing the level of economic growth in India.

2. FDI plavs a crucial role in enhancing the level of economic growth in the country

3. FDi is a significant factor influencing the level of cconomic growth in indiz. N provides o
sound base for cconomic growth and development by enhancing the fnancial position of the
country

4. FDI contributes ie the GDI? and foreign exchange reserves of the country.
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