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ABSTRACT: 

The development of any country's economy depends greatly on international economic 

integration. In order to encourage international economic integration, foreign direct 

investment is the one and only key tool available. Between investing and saving, it acts as a 

bridge. There is a savings gap in many developing nations, including India. With the aid of 

foreign direct investment, this issue can be resolved. A profitable sector like real estate, 

business services, and insurance is the flow of foreign investment, which is a driving force 

behind India's economic expansion. The purpose of the current study is to determine the level 

of foreign investment that India will need for the development of its economy and to examine 

the impact that FDI have unquestionably played in raising product quality and availability. 

Data was acquired for the analysis of all three goals from secondary sources, such as 

government and RBI publications and reports on foreign investment. It is possible to draw the 

conclusion that developed countries, as opposed to developing and underdeveloped nations, 

attract the majority of global foreign investment flows. In developing nations, particularly 

India, foreign investment flows are boosting the inadequate local investments. Further, this 

paper suggests that we should encourage foreign investment because it helps us achieve our 

desired goals, such as improving the balance of payments, accelerating economic growth, 

eliminating poverty, and reducing internal personal disparities in development. It is also very 

beneficial and advantageous for the Indian economy. 

Key words: Foreign Direct Investment, , Portfolio Investment Policy, Balance of 

Payment 
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INTRODUCTION: 

Every country's economy, including 

India's, benefits greatly from foreign 

investment. To entice foreign direct 

investment, several nations offer a variety 

of benefits (FDI). A country's need for FDI 

is influenced by its rate of investment and 

saving. In order to bridge the gap between 

investment and saving, foreign direct 

investment is used. As a country's 

economy develops, foreign capital aids in 

bridging the gap created by domestic 

savings restrictions and grants access to 

cutting-edge technology that boosts the 

productivity and efficiency of the 

production capacity already in place while 
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also creating new opportunities for 

production.  

FDI, often known as foreign direct 

investment, is one of the most important 

conduits for direct investments between 

nations. Unlike Foreign Portfolio 

Investments (FPIs), a foreign investor 

might own a controlling interest in any 

company or organisation in the country 

where the investment is made. Another 

important and informative indication of a 

nation's political and socioeconomic 

stability is foreign direct investment (FDI). 

This basically says that a country is more 

likely to have a dynamic and thriving 

economy if it regularly receives big sums 

of investment from foreign businesses. 

Inflow of Foreign Investment Comes 

Through Various Routes: 

There are two ways to govern foreign 

direct investment made by a person or a 

business located abroad: automatic and 

approval route. Using automated mode 

Investments into different sector are less 

constrained under this strategy. The rules 

and regulations governing foreign direct 

investment have been simplified. Here, the 

Reserve Bank of India (RBI) or the Indian 

government's previous consent for the 

foreign investor or Indian enterprise is not 

necessary for investing into the nation. But 

in case of approval route the overseas 

investment are slightly restricted. Before 

making an investment, the foreign investor 

or the Indian company must obtain prior 

approval from the Reserve Bank of India 

(RBI) or the Indian government. 

 

Objectives of the Study: 

1. To examine the Foreign Direct 

investment on the economic 

growth of the country. 

2. To determine the role of FDI on 

various sectors of the country. 

Research Methodology 

The current study's goals include 

determining how much FDI is necessary 

for India's economic growth, analysing 

FDI trends for economic development, and 

determining how the state of the economy 

has changed as a result of economic 

reforms. Data has been acquired from 

secondary sources, such as government 

and RBI publications, economic journals, 

books, magazines, and the internet, among 

others, in order to achieve the 

aforementioned aims. 
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Impact of FDI on Economic Growth of 

India: 

Foreign direct investment (FDI), which 

contributes comparatively more to growth 

than domestic investment, is a key 

mechanism for the transfer of technology. 

But FDI's better productivity is only true 

when the host nation possesses a certain 

minimum level of human capital. 

Additionally, FDI has the effect of raising 

total investment in the economy more than 

one to one, indicating the predominance of 

complementarity effects with domestic 

enterprises. 

In India, the business environment has 

greatly improved since the economy was 

opened to international investment in 

1991. Over the past 22 years (April 2000 

to March 2022), the inflow of FDI into the 

nation is $847 billion; nevertheless, more 

than 40% of that sum was obtained in the 

last 8 years (April 2014 to March 2022). 

Overseas direct equity inflows are the total 

amount of inbound direct investments 

made into a country by non-resident or 

foreign investors. A corporation making a 

foreign direct investment must not have a 

physical presence in the country where the 

investment is being made. 

Table 1: Year-wise FDI EQUITY INFLOW: 

 
Source: www.dpiit.gov.in 

 

http://www.dpiit.gov.in/
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FDI is not just limited to cross-border 

capital transfers. The international 

mobility of factors that provides capital, 

including as talents, procedures, 

management, technology, etc., are the 

various benefits received by the recipient 

country. 

Employment opportunities and 

Economic Growth: Employment growth 

is FDI's most obvious advantage. For a 

nation, especially one that is developing, it 

is also one of the most important elements 

in its decision to seek FDI. The benefits of 

greater FDI extend to both the 

manufacturing and service sectors. As a 

result, more jobs are created and 

unemployment rates for both skilled and 

unskilled labourers as well as the nation's 

educated youth are reduced. The 

population's purchasing power increases as 

a result of increased employment and 

better salaries. This helps to enhance the 

nation's economy. 

Development of Human Resources: This 

is one of the less apparent advantages of 

FDI. As a result, it is typically understated. 

The word "human capital" refers to the 

skill and knowledge of the worker. The 

abilities developed and acquired via 

training and experience raise the nation's 

level of education and human capital. 

Once developed, human capital is 

transportable. It might train human 

resources in other companies, with cascade 

effects. 

Development of Regressive Areas: This 

is one of the key benefits of FDI for a 

developing country. Thanks to FDI, less 

developed regions of a nation can emerge 

into industrial centres. The local social 

economy is strengthened as a result. 

Finance and technology provision: The 

most cutting-edge financial instruments, 

technologies, and management strategies 

are available to businesses that get finance. 

Newer, better technology and methods 

gradually permeate the local economy, 

increasing the industry's efficiency and 

effectiveness. 

Growth in exports: Not all FDI-produced 

goods are created with domestic 

consumption in consideration. These 

products are sold all over the world. The 

creation of 100% export-oriented units and 

economic zones has contributed to an 

increase in FDI investors' exports to other 

countries. 

Stable Exchange Rates: When FDI is 

continuously entering into a country, 

foreign exchange flows continuously. This 

helps to maintain a healthy level of foreign 

exchange reserves at the central bank of 

the country. This in turn ensures constant 

exchange rates. 

Encouragement of Economic Growth: 

This is another important advantage of 

FDI. FDI is a source of foreign capital that 

boosts a country's income. Building 

factories involves at least some usage of 

local labour, materials, and equipment. 

After construction is complete, the factory 

will continue to use local goods and 

services while also employing some 

residents. The employees at these factories 

consequently have more money to spend. 

There is a consequent increase in 

employment. 
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Table 2: Year-wise FDI EQUITY INFLOW: 

 

Foreign Direct investment inflows in 

various sectors of the economy as brought 

in an upliftment into those sectors. In India 

Service sector receives a highest 

percentage of FDI equity inflow during the 

period 2022-23. With nearly 59 billion 

dollars in the financial year 2022, total 

foreign direct investment into India set a 

record high. Since they expand the labour 

market, the technological knowledge base, 

and the availability of non-debt financial 

resources, FDIs play a significant role in a 

nation's economic growth. Foreign 

investors see the lower job wages and 

government tax exemptions in FDI to be 

an attractive offer for investments in a 

developing nation like India. 

CONCLUSION: 

Foreign capital inflow, in aggregate, 

combines and replaces domestic capital 

and accelerates economic growth in 

addition to a number of advantages for the 

host country, such as technology transfer, 

competitive management practises, job 

possibilities, and economies of scale. 

These costs associated with large capital 

inflows include increases in asset prices, 

exchange rate increases, balance of 

payments imbalances, tax holidays, low 

corporate and income tax rates, 

concessions to other types of taxes, special 

economic zones, preferential tariffs, export 

processing zones, bond-stored warehouses, 

free lands or land subsidies, infrastructure 

subsidies, relocation and expatriation 

subsidies, and job training and 

employment subsidies.  

Based on the study, government of India's 

policy changes and initiatives had 

produced positive and heartening effects 

that sped up the country's economic 

growth. Industrial production has 

increased thanks to FDI inflow at both the 

local and macro levels. The general level 

of prices in the economy has been 

impacted. The entrance of FDI has aided 

in increasing employment, domestic 

consumption, exports, output, and 

productivity in the relevant sectors. The 
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current government's wise policy choices 

to open up FDI inflow at the sectorial level 

have been praised by international 

investors in comparison to the previous 

year. 
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