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CHAPTER 1 

INTRODUCTION 

1.1    Introduction to Foreign Direct Investment in India: 

After independence there was serious efforts in India to strengthen the economy, 

the first reform was the nationalization of commercial banks (1969) even though there 

were lacks in the money market in reshaping and revamping the economy. The sea 

change could be seen after the economic reforms 1991 well-known as LPG 

(liberalization, privatization and globalization). The Indian economy has now reached in 

the orbit of high rate of economic growth. 

During the crisis, Dr. Manmohan Singh, the Finance Minister of India at that 

time, came up with a solution to reform the Indian economy. He liberalized the economy 

and gave rise to the phenomena of foreign investments in India. Thus, opening the gates 

for foreign players to come and invest in India. According to the World Bank Investment 

Report (1997) foreign capital flows during the period 1991 to 1996 have marked by a 

sharp expansion in net and gross capital flows and an appreciable increase in the 

participation of foreign investors in developing countries. 

In this respect the Finance Minister Manmohan Singh took number of 

encouraging steps for attracting FDI. After the start of economic reforms in India in July 

1991, the large number of investment proposals was received into different industrial 

sectors both from the domestic investors and foreign industrialists including the Non- 

Residents Indians (NRI). This shows the confidence of Indian as well as foreign investors 

in Indian economy. 

India is a preferred destination for foreign direct investments (FDI). India’s 

recently liberalized FDI policy permits up to a 100% FDI stake real-estate as last year in 

ventures. Industrial policy reforms have substantially reduced industrial licensing 

requirements, removed restrictions on expansion and facilitated easy access to foreign 

technology and FDI. The upward moving growth curve of the real-estate sector owes 

some credit to a booming economy and liberalized FDI regime. A number of changes 

were approved on the FDI policy to remove the cap in most of the sectors.  Restrictions 

will be relaxed in sectors as diverse as civil aviation, construction development, industrial 
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parks, commodity exchanges, petroleum and natural gas, credit- information services, 

Mining etc. 

The future of Indian economy is brighter because of its huge human resources, 

rapidly upcoming service sector, availability of large number of competent professionals, 

vast market for every product, increasing impact of consumerism, absence of controls and 

licenses , interest of foreign entrepreneurs in India and existence of four hundred million 

middle class people. Today, India provides highest returns on FDI than any other country 

in the world. 

Foreign Direct Investment (FDI) broadly encompasses any long-term investments 

by an entity that is not a resident of the host country. Typically, the investment is over a 

long duration of time and the idea is to make an initial investment and then subsequently 

keep investing to leverage the enhancement of efficiency. This long-term relationship 

benefits both the investor as well as the host country. The investor benefits in getting 

higher returns for his investment than he would have gotten for the same investment in 

his country and the host country can benefit by the industry to compete with the foreign 

entity thus making the industry improve as a whole or by having a demonstration effect 

on other entities thinking about investing in the host country. 

Apart from being a critical driver of economic growth, foreign direct investment 

(FDI) is a major source of non-debt financial resource for the economic development of 

India. Foreign companies invest in India to take advantage of relatively lower wages, 

special investment privileges such as tax exemptions, etc. For a country where foreign 

investments are being made, it also means achieving technical know-how and generating 

employment. 

The Indian government’s favorable policy regime and robust business 

environment have ensured that foreign capital keeps flowing into the country. The 

government has taken many initiatives in recent years such as relaxing FDI norms across 

sectors such as defense, PSU oil refineries, telecom, power exchanges, and stock 

exchanges, among others. 
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1.2    About FDI in India: 

Market size: 

According to Department for Promotion of Industry and Internal Trade (DPIIT), 

FDI equity inflows in India in 2018-19 stood at US$ 44.37 billion, indicating that 

government's effort to improve ease of doing business and relaxation in FDI norms is 

yielding results. 

The net foreign direct investment stood US$ 3.034 billion in May 2019 and US$ 7 

billion in June 2019.  India invited US$ 7.8 billion of foreign investment in month of 

June 2019 as compared to US$ 1.6 billion in previous year. 

Data for 2018-19 indicates that the services sector attracted the highest FDI equity 

inflow of US$ 9.16 billion, followed by computer software and hardware – US$ 6.42 

billion, trading – US$ 4.46 billion and telecommunications – US$ 2.67 billion. Most 

recently, the total FDI equity inflows for the month of March 2019 touched US$ 3.60 

billion. 

During 2018-19, India received the maximum FDI equity inflows from Singapore 

(US$ 16.23 billion), followed by Mauritius (US$ 8.08 billion), Netherlands (US$ 3.87 

billion), USA (US$ 3.14 billion), and Japan (US$ 2.97 billion). 

Investments/ Developments: 

India emerged as the top recipient of Greenfield FDI Inflows from the 

Commonwealth, as per a trade review released by The Commonwealth in 2018. 

Some of the recent significant FDI announcements are as follows: 

 In August 2019, Reliance Industries (RIL) announced one of India's biggest FDI 

deals, as Saudi Aramco will buy a 20 per cent stake in Reliance's oil-to-chemicals 

(OTC) business at an enterprise value of US$ 75 billion. 

 In October 2018, VMware, a leading software innovating enterprise of US has 

announced investment of US$ 2 billion in India between by 2023. 

 In August 2018, Bharti Airtel received approval of the Government of India for 

sale of 20 per cent stake in its DTH arm to an America based private equity firm, 

Warburg, for around $350 million. 
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 In June 2018, Idea’s appeal for 100 per cent FDI was approved by Department of 

Telecommunication (DoT) followed by its Indian merger with Vodafone making 

Vodafone Idea the largest telecom operator in India. 

 In February 2018, Ikea announced its plans to invest up to Rs 4,000 crore (US$ 

612 million) in the state of Maharashtra to set up multi-format stores and 

experience centers. 

 Kathmandu based conglomerate, CG Group is looking to invest Rs 1,000 crore 

(US$ 155.97 million) in India by 2020 in its food and beverage business, stated 

Mr. Varun Chaudhary, Executive Director, CG Corp Global. 

 International Finance Corporation (IFC), the investment arm of the World Bank 

Group, is planning to invest about US$ 6 billion through 2022 in several 

sustainable and renewable energy programs in India. 

Government Initiatives: 

In Union Budget 2019-2020, the government of India proposed opening of FDI in 

aviation, media (animation, AVGC) and insurance sectors in consultation with all 

stakeholders. 

In February 2019, the Government of India released the Draft National e-

Commerce Policy which encourages FDI in the marketplace model of e-commerce. 

Further, it states that the FDI policy for e-commerce sector has been developed to ensure 

a level playing field for all participants. Government of India is planning to consider 100 

per cent FDI in Insurance intermediaries in India to give a boost to the sector and 

attracting more funds. 

In December 2018, the Government of India revised FDI rules related to e-

commerce. As per the rules 100 per cent FDI is allowed in the marketplace based model 

of e-commerce. Also, sales of any vendor through an e-commerce marketplace entity or 

its group companies have been limited to 25 per cent of the total sales of such vendor. 

In September 2018, the Government of India released the National Digital 

Communications Policy, 2018 which envisages increasing FDI inflows in the 

telecommunications sector to US$ 100 billion by 2022. 
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In January 2018, Government of India allowed foreign airlines to invest in Air 

India up to 49 per cent with government approval. The investment cannot exceed 49 per 

cent directly or indirectly. No government approval will be required for FDI up to an 

extent of 100 per cent in Real Estate Broking Services. 

In September 2017, the Government of India asked the states to focus on 

strengthening single window clearance system for fast-tracking approval processes, in 

order to increase Japanese investments in India. 

The Ministry of Commerce and Industry, Government of India has eased the 

approval mechanism for foreign direct investment (FDI) proposals by doing away with 

the approval of Department of Revenue and mandating clearance of all proposals 

requiring approval within 10 weeks after the receipt of application. 

The Government of India is in talks with stakeholders to further ease foreign 

direct investment (FDI) in defense under the automatic route to 51 per cent from the 

current 49 per cent, in order to give a boost to the Make in India initiative and to generate 

employment. 

In January 2018, Government of India allowed 100 per cent FDI in single brand 

retail through automatic route. 

Road ahead: 

India has become the most attractive emerging market for global partners (GP) 

investment for the coming 12 months, as per a recent market attractiveness survey 

conducted by Emerging Market Private Equity Association (EMPEA). 

Annual FDI inflows in the country are expected to rise to US$ 75 billion over the 

next five years, as per a report by UBS. 

The Government of India is aiming to achieve US$ 100 billion worth of FDI 

inflows in the next two years. 

The World Bank has stated that private investments in India is expected to grow 

by 8.8 per cent in FY 2018-19 to overtake private consumption growth of 7.4 per cent, 

and thereby drive the growth in India's gross domestic product (GDP) in FY 2018-19. 

Exchange Rate Used: As on June 30, 2019: Rs. 1 = US$ 0.014401. 
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1.3   Historical trends in FDI in India:  

The historical background of FDI in India can be traced back with the 

establishment of East India Company of Britain. British capital came to India during the 

colonial era of Britain in India. After Second World War, Japanese companies entered 

Indian market and enhanced their trade  with  India,  yet  U.K. remained  the  most  

dominant  investor  in  India. 

Further, after Independence issues relating to foreign capital, operations of 

MNCs, gained attention of the policy makers. Keeping in mind the national interests the 

policy makers designed the FDI policy which aims FDI as a medium for acquiring 

advanced technology and to mobilize foreign exchange resources. With time and as per 

economic and political regimes there have been changes in the FDI policy too.  

The industrial policy of 1965, allowed MNCs to venture through technical 

collaboration in India. Therefore, the government adopted a liberal attitude by allowing 

more frequent equity participation to foreign enterprises, and to accept equity capital in 

technical collaborations. But due to Significant outflow of foreign reserves in the form of 

remittances of dividends,  profits,  royalties  etc. and  the government  has  to adopt  

stringent foreign  policy  in 1970s. During this period the government adopted a selective 

and highly restrictive foreign policy as far as foreign capital, type of FDI and ownerships 

of foreign companies was concerned. 

FDI was introduced in the year 1991 under Foreign Exchange Management Act 

(FEMA), by then finance minister Dr. Manmohan Singh. It started with a baseline of $1 

billion in 1990. India is considered as second important destination for foreign 

investment. The major sectors that attracted FDI are services, telecommunication, 

construction activities and computer software and hardware. India in 1997 allowed 

foreign direct investment (FDI) in cash and carry wholesale. Then, it required 

government approval. The approval requirement was relaxed, and automatic permission 

was granted in 2006. From 2000 to 2010, Indian retail has attracted about $1.8 billion in 

foreign direct investment, representing a very small 1.5% of total investment flow into 

India. India has received till now a total foreign investment of US $ 306.88 billion since 

2000 with 94 per cent of the amount coming during the last nine years. In the period 

1999–2004, India received US $ 19.52 billion of foreign investment. In the period 2004–
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09, foreign investment in the country touched US$ 114.55 billion, further increasing to 

US$ 172.82 billion between 2009–Sept 2013. During FY 2012–13, India attracted FDI 

worth US$ 22.42 billion. Tourism, pharmaceuticals, services, chemicals and construction 

were among the biggest beneficiaries. 

1.4    Meaning of Foreign Direct Investment: 

Foreign direct investment is an investment made by a foreign individual or 

company in productive capacity of another country. It is the movement of capital across 

national frontiers in a way that grants the investor control over the acquired asset. 

Foreign Direct Investments (FDI) is investment of foreign assets into domestic 

structures, equipment, and organizations. FDI inflows are into the primary market and do 

not include foreign investments into the stock markets. It is a long-term investment and is 

used by the developing countries as a source of their economic development, productivity 

growth, to improve the balance of payments and employment generation. 

Its aim is to increase the productivity by utilizing the resources to their maximum 

efficiency. According to International Monetary Fund, FDI is defined as Investment that 

is made to acquire a lasting interest in an enterprise operating in an economy other than 

that of the investor. The purpose of investor is to have effective voice in the management 

of the enterprise. 

FDI is normally defined as a form of investment made in order to gain 

unwavering and long-lasting interest in the enterprises that are operated outside of the 

economy of the shareholder. There is a parent enterprise and a foreign associate to form a 

Multinational Corporation (MNC). Parent enterprise has power and control over its 

foreign affiliate on the investment. 

1.5    What is Foreign Direct Investment? 

Foreign Direct Investment is a self-explanatory term. FDI is when an investor from 

another country (foreign country) makes an investment in a business situated in the country. 

Now such an investor can be an individual, firm, company, etc. 

Foreign direct investment (FDI) is an investment in a business by an investor from 

another country for which the foreign investor has control over the company purchased. 

The Organization of Economic Cooperation and Development (OECD) define control as 

https://www.toppr.com/guides/business-studies/nature-and-purpose-of-business/concept-and-characteristics-of-business/
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owning 10% or more of the business. Businesses that make foreign direct investments are 

often called multinational corporations (MNCs) or multinational enterprises (MNEs). An 

MNE may make a direct investment by creating a new foreign enterprise, which is called 

a Greenfield investment, or by the acquisition of a foreign firm, either called 

an acquisition or brownfield investment. 

1.6    Objectives: 

 To study advantages and disadvantages of FDI in India 

 To study various types of FDI 

 To study FDI inflows in telecommunication, construction development, 

pharmaceuticals and power sectors that declined significantly in 2018-19 

 To study the Permitted and Prohibited sectors of FDI in India 

 To study Entry Routes of FDI 

 To study Salient Features of Policy towards Foreign Direct Investment in India 

 To understand Procedures for Government Approval 

 To study FDI in various sectors 

 To understand Factors that Ensure Foreign Direct Investment  

 To study methods of FDI 

 To study FDI Policy in India 

 To study FDI: Make in India 

 To study foreign direct investment: Compliance under RBI/FEMA 

 To study Role of FDI in the Economic Development of India 

 To study Govt. initiatives to promote FDI  

 To study need for FDI in India 

 To study challenges facing FDI in India 
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1.7   Types of FDI: 

The various type of Foreign Direct Investment includes: 

 Horizontal FDI: 

It is the investment done by a company or organization which practices all the tasks 

and activities done at the investing company, back at its own country of operation. 

Therefore, basically such investors are from the same industry where investments are 

done but operating in two different countries. For e.g., a car manufacture in Australia 

invests in a car manufacturing company of India. 

 

 

 

 

 

 

 

 

 

 

 Vertical FDI: 

When a company of one country acquires or merges with another company of 

different country just to add more value to their value chain, it would be called 

vertical FDI. For example, if a company invests in a foreign company just to have a 

supplier producing raw materials for them, it would be a vertical FDI. 

 Forward Vertical FDI: 

In such investments, foreign investments are done in organizations which can take 

the products forward towards the customers. For e.g., a car manufacturing company 

in Australia invests in a wholesale Car Dealer company in India. 
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 Backward Vertical FDI: 

In such investments, foreign investments are done in an organization which is 

involved in sourcing of products for the particular industry. For e.g., the car 

manufacturer of Australia invests in a tyre manufacturing plant in India. 

 Conglomerate FDI: 

Such investments are done to gain control in unrelated business segments and 

industries in a foreign land. For e.g., the car manufacturer of Australia invests in a 

consumer durable goods manufacturer in India. Here the investing company ideally 

manages two challenges, first being gaining operational control in a foreign land, 

and the second being starting operations in a new industry segment. 

 Greenfield Entry: 

In this special type of FDI, the investing company refers to an investing organization 

starting assembling from scratch just like Honda did in United Kingdom. 

 Foreign Takeover: 

This type of FDI takes the form of a foreign merger, acquisition or takeover of an 

existing foreign company. 
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CHAPTER 2 

FOREIGN DIRECT INVESTMENT IN INDIA 

2.1    Factors that Ensure Foreign Direct Investment: 

There are a series of factors that ensure that a foreign investor or an organization 

would be interested to invest in the business of another country. 

1. Open Economy:  

The first prerequisite of whether a foreign investor would be interested to invest 

in a business of another country is the type of economy the country runs. If it’s a closed 

economy, it would be difficult for any foreign investor to invest in another business in the 

country. Foreign direct investments are made when the country has an open economy and 

the country has openness toward growth. 

2. Above-Average Growth Scenarios:  

Foreign investors won’t be interested in a mature or saturated market. If a country 

is developing or developed but has room for above-average growth, the foreign direct 

investment would be made. Precisely, the businesses and the individuals that would like 

to make the FDI need to see whether they have any growth prospects in the near future in 

a different country or not. If there’s no growth prospect, why would anyone be 

interested? 

3. Skilled Workforce:  

If we take the example of McDonald, we would be able to say that to expand to 

the developing country like India, they need a skilled workforce. The skilled workforce 

would be teachable; they should be having the basic skills of communication, technical 

expertise (if required), and the ability to learn. Without a skilled workforce, FDI won’t be 

able to create any value. 

4. Government Support:  

This is the most important aspect of all. If in a country, the government doesn’t 

welcome FDI, the country won’t receive any foreign direct investment. Since the foreign 

nationals need to go through a lot of convincing if the government doesn’t support, they 

usually don’t choose to invest in a country that discourages FDI. 
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2.2 Salient Features of Policy towards FDI in India: 

The Salient Features of Foreign Direct Investment Policy in India are as follows: 

1. FDI up to 100 percent is allowed under the automatic route in all 

activities/sectors except the following, which will require approval of 

the Government: 

a) Activities/items that require an Industrial License. 

b) Proposals in which the foreign collaborator has a previous/existing venture/tie up in 

India in the same or allied field. 

c) All proposals relating to acquisition of shares in an existing Indian company by a 

foreign/NRI investor. 

d) All proposals falling outside notified sectoral policy/caps or under sectors in which 

FDI is not permitted. 

2. FDI in areas of special economic activity: 

a) Special Economic Zones: 

100 percent FDI is permitted under automatic route for setting up of Special Economic 

Zone. Units in SEZ qualify for approval through automatic route subject to sectoral 

norms. Details about the type of activities permitted are available in the Foreign Trade 

Policy issued by the Department of Commerce. Proposals not covered under the 

automatic route require approval by FIPB. 

b) Export Oriented Units (EOUs): 

100 percent FDI is permitted under automatic route for setting up 100 per cent EOU, 

subject to sectoral norms. Proposals, which are not covered under the automatic route 

would be considered and approved by FIPB. 

c) Industrial Park: 

100 percent FDI is permitted under automatic route for setting up of the Industrial Park. 

Electronic Hardware Technology Park (EHTP) Units All proposals for FDI/NRI 

investment in EHTP Units are eligible for approval under the automatic route subject to 

the parameters listed. For proposals not covered under automatic route, the applicant 

should seek separate approval of the FIPB, as per the procedure outlined in the policy. 
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d) Software Technology Park Units: 

All proposals for FDI/NRI investment in STP Units are eligible for approval under 

automatic route subject to parameters listed. For proposals not covered under automatic 

route, the applicant should seek separate approval of the FIPB, as per the procedure 

outlined in the policy. 

2.3   FDI Policy in India: 

FDI policy is reviewed on an outgoing basis and measures for its further 

liberalization are taken. Change in sectoral policy/sectoral equity cap is notified from 

time to time through press notes. FDI policy permits FDI up to 100% from foreign 

investor without prior approval in most of the sectors including the services sector under 

automatic route. FDI in sectors under automatic route does not require any prior approval 

either by the government or the RBI. 

The foreign direct investment scheme and strategy depends on the respective FDI 

norms and policies in India. The FDI policy of India has imposed certain foreign direct 

investment regulations as per the FDI theory of the government of India. These include 

FDI limits in India for example: 

 Foreign direct investment in India in infrastructure development projects 

excluding arms and ammunitions, atomic energy sector, railway system, 

extraction of coal and lignite and mining industry is allowed upto 100% equity 

participation with the capping amount as Rs. 1500 crores. 

 FDI limit of maximum 49% in telecom industry especially in the GSM services. 

FDI figures in equity contribution I the finance sector cannot exceed more than 40% in 

banking services including credit card operations. 
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2.4   Methods of Foreign Direct Investments: 

The foreign direct investor may acquire 10% or more of the voting power of an 

enterprise in an economy through any of the following methods: 

 By incorporating a wholly owned subsidiary or company 

 By acquiring shares in an associated enterprise 

 Through a merger or an acquisition of an unrelated enterprise 

 Participating in an equity joint venture with another investor or enterprise 

Foreign direct investment incentives may take the following forms: 

Low corporate tax and income tax rates 

 Tax holidays 

 Other types of tax concessions 

 Preferential tariffs 

 Special economic zones 

 Soft loan or loan guarantees 

 Free land or land subsidies 

 Relocation & expatriation subsidies 

 R&D support 

 Infrastructure subsidies 
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2.5   Need of Foreign Direct Investment (FDI) in India: 

Foreign direct investment (FDI) has become an integral part of national 

development strategies for almost all the nations globally. It’s global popularity and 

positive output in augmenting of domestic capital, productivity and employment; has 

made it an indispensable tool for initiating economic growth for countries. FDI in India 

has contributed effectively to the overall growth of the economy in the recent times. FDI 

inflow has an impact on India's transfer of new technology and innovative ideas; 

improving infrastructure, thus makes a competitive business environment.  

The ‘home’ countries want to take the advantage of the vast markets opened by 

industrial growth. On the other hand the ‘host’ countries want to acquire technological 

and managerial skills and supplement domestic savings and foreign exchange.  

Further, the integration of global financial markets paves ways to this explosive growth 

of FDI around the globe.  

Developing countries like India need substantial foreign inflows to achieve the 

required investment to accelerate economic growth and development. It can act as a 

catalyst for domestic industrial development. Further, it helps in speeding up economic 

activity and brings with it other scarce productive factors such as technical knowhow and 

managerial experience, which are equally essential or economic development. 

Domestic saving rate is not able to fuel the required investment to maintain the 

growth target of Twelfth Five Year Plan (2012-17). Thus the gap between domestic 

saving rate and required investment rate will be filled by foreign capital coming through 

FDI. Foreign investment is not meant to replace the domestic investment but to 

strengthen the domestic investment.  

Services, telecommunications, construction, computers (software and hardware), 

real estate and housing, chemicals, drugs and pharmaceuticals, power, automobiles and 

metallurgical industries are certain sectors attracting highest FDI inflows across India.  

  Among these sectors, financial, infrastructure sector including power, 

telecommunications, petroleum, metallurgy etc. are the most vital for the future growth 

and development of the country. If domestic investment is not coming up in these sectors, 

gap must be filled by the foreign investment.   
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Of late, the fallout of growth seen in India is the lopsided growth where it evades 

the under developed states like Uttar Pradesh, Bihar, Jharkhand, Orissa, Chhattisgarh, 

Madhya Pradesh etc. but are concentrated in Delhi/NCR, Maharashtra, Gujarat etc. 

A major advantage of foreign investment in India over the domestic investment is 

that it is coming up in less developed sectors. In 2011-13, Odisha has emerged as the 

most favorite destination for overseas investors with investment proposals worth Rs 

49,527 crore followed by Andhra Pradesh and Gujarat. Moreover, Chhattisgarh and 

Karnataka ranked fourth and fifth of the top five investment destinations. Thus in the top 

five investment destinations, two are the underdeveloped states and three are nasal 

infested.  

For the foreign investors, India presents a vast potential for overseas investment 

and is actively encouraging the entrance of foreign players into the market. No company, 

of any size, aspiring to be a global player can, for long ignores this country which is 

expected to become one of the top three emerging economies.  

India is competing for foreign investments with other emerging economies and 

thus FDI is imperative for India as it has transformed the quality, productivity and 

production in areas it has been allowed and can supplement domestic efforts 

significantly.   
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CHAPTER 3 

 FDI IN VARIOUS SECTORS OF INDIA 

3.1   Permitted Sectors for FDI in India: 

Sector 
FDI 

Limit 

Entry Route & 

Remarks 

Agriculture & Animal Husbandry 

• Floriculture, Horticulture, Apiculture and 

Cultivation of Vegetables & Mushrooms under 

controlled conditions. 

• Development and Production of seeds and planting 

material. 

• Animal Husbandry (including breeding of dogs), 

Aquaculture. 

• Services related to agro and allied sectors. 

100% Automatic 

Plantation Sector 

• Tea sector including tea plantations 

• Coffee plantations 

• Rubber plantations 

• Cardamom plantations 

• Palm oil tree plantations 

• Olive oil tree plantations 

100% Automatic 

Mining 

Mining and Exploration of metal and non-metal ores 

including diamond, gold, silver and precious ores but 

excluding titanium bearing minerals and its ores. 

100% Automatic 

Mining (Coal & Lignite) 100% Automatic 

Mining 100% Government 
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Sector 
FDI 

Limit 

Entry Route & 

Remarks 

Mining and mineral separation of titanium bearing 

minerals and ores, its value addition and integrated 

activities. 

Petroleum & Natural Gas 

Exploration activities of oil and natural gas fields, 

infrastructure related to marketing of petroleum 

products and natural gas, marketing of natural gas 

and petroleum products etc. 

100% Automatic 

Petroleum refining by the Public Sector Undertakings 

(PSU), without any disinvestment or dilution of 

domestic equity in the existing PSUs. 

 

49% Automatic 

Defense Manufacturing 100% 

Automatic up to 49% 

Above 49% under 

Government route in 

cases resulting in 

access to modern 

technology in the 

country 

Broadcasting 

•Teleports(setting  up of up-linking HUBs/Teleports) 

• Direct to Home (DTH) 

• Cable Networks (Multi System operators (MSOs) 

operating at National or State or District level and 

undertaking upgradation of networks towards 

digitalization and addressability 

• Mobile TV 

100% Automatic 
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Sector 
FDI 

Limit 

Entry Route & 

Remarks 

• Head end-in-the Sky Broadcasting Service(HITS) 

Broadcasting 

Cable Networks (Other MSOs not undertaking up 

gradation of networks towards digitalization and 

addressability and Local Cable Operators (LCOs)) 

100% Automatic 

Broadcasting Content Services 

• Terrestrial Broadcasting FM(FM Radio) 

• Up-linking of ‘News & Current Affairs’ TV 

Channels 

49% Government 

Up-linking of Non-‘News & Current Affairs’ TV 

Channels/ Down-linking of TV Channels 
100% Automatic 

Print Media 

• Publishing of newspaper and periodicals dealing 

with news and current affairs 

• Publication of Indian editions of foreign magazines 

dealing with news and current affairs 

26% Government 

Publishing/printing of scientific and technical 

magazines/specialty journals/ periodicals, subject to 

compliance with the legal framework as applicable 

and guidelines issued in this regard from time to time 

by Ministry of Information and Broadcasting. 

100% Government 

Publication of facsimile edition of foreign 

newspapers 
100% Government 

Civil Aviation – Airports 

Green Field Projects & Existing Projects 
100% Automatic 
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Sector 
FDI 

Limit 

Entry Route & 

Remarks 

Civil Aviation – Air Transport Services 

• Scheduled Air Transport Service/ Domestic 

Scheduled Passenger Airline 

• Regional Air Transport Service (Foreign Airlines 

are barred from Investing in Air India) 

100% 

Automatic up to 49% 

Above 49% under 

Government route 

100% Automatic for 

NRI’s 

Civil Aviation 

• Non-Scheduled Air Transport Service 

• Helicopter services/seaplane services requiring 

DGCA approval 

• Ground Handling Services subject to sectoral 

regulations and security clearance 

• Maintenance and Repair organizations; flying 

training institutes; and technical training institutions 

100% Automatic 

Construction Development: Townships, Housing, 

Built-up Infrastructure 
100% Automatic 

Industrial Parks (new & existing) 100% Automatic 

Satellites- establishment and operation, subject to the 

sectoral guidelines of Department of Space/ISRO 
100% Government 

Private Security Agencies 74% 

Automatic up to 49% 

Above 49% & up to 

74% under 

Government route 

Telecom Services 100% 

Automatic up to 49% 

Above 49% under 

Government route 
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Sector 
FDI 

Limit 

Entry Route & 

Remarks 

Cash & Carry Wholesale Trading 100% Automatic 

E-commerce activities (e-commerce entities would 

engage only in Business to Business (B2B) e-

commerce and not in Business to Consumer (B2C) e-

commerce.) 

100% Automatic 

Single Brand retail trading 

Local sourcing norms will be relaxed up to three 

years and a relaxed sourcing regime for another five 

years for entities undertaking Single Brand Retail 

Trading of products having ‘state-of-art’ and ‘cutting 

edge’ technology. 

100% 

Automatic up to 49% 

Above 49% under 

Government route 

Multi Brand Retail Trading 51% Government 

Duty Free Shops 100% Automatic 

Railway Infrastructure 

Construction, operation and maintenance of the 

following 

• Suburban corridor projects through PPP 

• High speed train projects 

• Dedicated freight lines 

• Rolling stock including train sets, and 

locomotives/coaches manufacturing and maintenance 

facilities 

• Railway Electrification 

• Signaling systems 

• Freight terminals 

• Passenger terminals 

• Infrastructure in industrial park pertaining to 

100% Automatic 
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Sector 
FDI 

Limit 

Entry Route & 

Remarks 

railway line/sidings including electrified railway lines 

and connectivity to main railway line 

• Mass Rapid Transport Systems. 

Asset Reconstruction Companies 100% Automatic 

Banking- Private Sector 74% 

Automatic up to 49% 

Above 49% & up to 

74% under 

Government route 

Banking- Public Sector 20% Government 

Credit Information Companies (CIC) 100% Automatic 

Infrastructure Company in the Securities Market 49% Automatic 

Insurance 

• Insurance Company 

• Insurance Brokers 

• Third Party Administrators 

• Surveyors and Loss Assessors 

• Other Insurance Intermediaries 

49% Automatic 

Pension Sector 49% Automatic 

Power Exchanges 49% Automatic 

White Label ATM Operations 100% Automatic 

Financial services activities regulated by RBI, 

SEBI, IRDA or any other regulator 
100% Automatic 

Pharmaceuticals (Green Field) 

 

100% Automatic 
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Sector 
FDI 

Limit 

Entry Route & 

Remarks 

Pharmaceuticals(Brown Field) 100% 

Automatic up to 74% 

Above 74% under 

Government route 

Food products manufactured or produced in India 

Trading, including through e-commerce, in respect of 

food products manufactured or produced in India. 

100% Government 

3.2   Prohibited Sectors: 

The present policy prohibits FDI in the following sectors: 

 Gambling and Betting 

 Lottery business (including government/private lottery, online lotteries etc.) 

 Activities/sectors not open to private sector investment (e.g. atomic energy 

/railways) 

 Retails trading (expect single-brand product retailing) 

 Business of chit fund 

 Nidhi company 

 Real estate business or construction of farm houses 

 Trading in transferable development rights (TDRs) 

 Manufacturing of tobacco, cigars, cheroots, cigarettes and other tobacco 

substitutes 

 Agriculture (excluding floriculture, horticulture, apiculture and cultivation of 

vegetables and mushrooms under controlled conditions, the development and 

production of seeds & planting materials, animals husbandry including the 

breeding of dogs, viniculture & aquaculture under controlled conditions and 

services related to the agro and allied sector). 
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3.3    FDI Entry Routes into INDIA: 

Investment climate in India has improved considerably since the opening up of 

the economy in 1991. 

This is largely attributed to ease in FDI norms across sectors of the economy. 

India today is a part of top 100 Club on Ease of Doing Business (EODB) and globally 

ranks 1st in the Greenfield FDI ranking. India received the record FDI of $ 60.1 billion in 

2016-17. 

 Category 1 

100% 

FDI Permitted through 

Automatic Route 

 Category 2 

UPTO 100% 

FDI Permitted through 

Government Route 

 Category 3 

UPTO 100% 

FDI Permitted through 

Government + Automatic Route 

The entry of Foreign Direct Investment by Non Residents into India is regulated 

through two routes – automatic route and approval route. The automatic route is aimed 

for those sectors and levels of investment that are less restricted. On the other hand, in the 

case of approval, route government agencies regulate and scrutinize foreign investment 

while approving it. 

The automatic and approval routes are aimed to have monitoring over the 

investment activities at the same time to avoid wasteful procedural delays. In most cases, 

FDI up to certain limits (in Rs crores) and with certain conditions can be made through 

the automatic route. In the same sectors, FDI beyond a limit (in terms of percentage of 

investment made in a business venture) and that generally have critical importance need 

approval from the relevant agencies. 
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Automatic route: 

The automatic route stands for less restricted or more liberalized regulation. 

Under the Automatic Route, the foreign investor or the Indian company does not require 

any approval from the Reserve Bank or Government of India for the investment. The 

approval route FDI is allowable in all sectors and activities specified under the 

consolidated FDI policy. 

Approval Route:  

Under the approval route or government route, the foreign investor or the Indian 

company should obtain prior approval of the Government of India agencies or bodies 

specified. 

Proposals for foreign investment under approval route as laid down in the FDI 

policy are considered by either Foreign Investment Promotion Board (FIPB) or Cabinet 

Committee on Economic Affairs or Cabinet Committee on Securities. In certain cases, 

the Department of Economic Affairs (DEA) or Department of Industrial Policy and 

Promotion are also assisting the above approving agencies. The FIPB considers those 

investments up to Rs 5000 crores for approval. Above this limit, approval will be made 

by CCEA. 

Which body or agency has to give the approval for a specific FDI proposal 

depends upon the sector and nature of investment specified under the consolidated policy 

on FDI. For example, as per the new FDI policy on defense sector, FDI more than 49% 

and also that involves more than Rs 2000 crores investment is to be approved by the 

Cabinet Committee on Securities. 
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3.4    Foreign Direct Investment in Various Sectors:  

The following are the different sectors of Foreign Direct Investment in India: 

1. Small Scale Sector (SSI) Units:  

A small-scale unit cannot have more than 24 per cent equity in its paid up capital 

from any industrial undertaking, either foreign or domestic. If the equity from another 

company (including foreign equity) exceeds 24 per cent, even if the investment in plant 

and machinery in the unit does not exceed Rs 10 million, the unit loses its small-scale 

status and shall require an industrial license to manufacture items reserved for small-scale 

sector. 

During 2014–16, India received most of its FDI from Mauritius, 

Singapore, Netherlands, Japan  and US.  On 25 September 2014, Government of 

India launched Make in India initiative in which policy statement on 25 sectors were 

released with relaxed norms on each sector. Following are some of major sectors for 

Foreign Direct Investment. 

2. Infrastructure: 

10% of India's GDP is based on construction activity. Indian government has 

invested $1 trillion on infrastructure from 2012–2017. 40% of this $1 trillion had to be 

funded by private sector. 100% FDI under automatic route is permitted in construction 

sector for cities and townships.  

3. Automotive: 

FDI in automotive sector was increased by 89% from April 2014 to February 

2015. India is 7th largest producer of vehicles in the world with 25.5 million vehicles 

annually. 100% FDI is permitted in this sector via automatic route. Automobiles shares 

7% of the India's GDP. 

4. Pharmaceuticals: 

Indian pharmaceutical market is 3rd largest in terms of volume and 13th largest in 

terms of value. Indian pharma industry is expected to grow at 20% compound annual 

growth rate from 2015 to 2020. 74% FDI is permitted in this sector.  

https://en.wikipedia.org/wiki/Mauritius
https://en.wikipedia.org/wiki/Singapore
https://en.wikipedia.org/wiki/Netherlands
https://en.wikipedia.org/wiki/Japan
https://en.wikipedia.org/wiki/US
https://en.wikipedia.org/wiki/Government_of_India
https://en.wikipedia.org/wiki/Government_of_India
https://en.wikipedia.org/wiki/Make_in_India
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5. Service: 

FDI in service sector was increased by 46% in 2014–15. It is US $1.88 billion in 

2017. Service sector includes banking, insurance, outsourcing, research & development, 

courier and technology testing. FDI limit in insurance sector was raised from 26% to 49% 

in 2014.  

6. Railways: 

100% FDI is allowed under automatic route in most of areas of railway, other 

than the operations, like High speed train, railway electrification, passenger terminal, 

mass rapid transport systems etc. Mumbai-Ahmedabad high speed corridor project is 

single largest railway project in India, other being CSTM-Panvel suburban corridor. 

Foreign investment more than ₹90,000 crore (US$13 billion) is expected in these projects 

so far. 

7. Chemicals: 

Chemical industry of India earned revenue of $155–160 billion in 2013. 100% 

FDI is allowed in Chemical sector under automatic route. Except Hydrocyanic acid, 

Phosgene, Isocyanates and their derivatives, production of all other chemicals is de-

licensed in India. India's share in global specialty chemical industry is expected to rise 

from 2.8% in 2013 to 6–7% in 2023. 

8. Textile: 

Textile is one major contributor to India's export. Nearly 11% of India's total 

export is textile. This sector has attracted about $1647 million from April 2000 to May 

2015. 100% FDI is allowed under automatic route. During year 2013–14, FDI in textile 

sector was increased by 91%.Indian textile industry is expected reach up to $141 billion 

till 2021.  

9. Airlines: 

Foreigner investment in a scheduled or regional air transport service or domestic 

scheduled passenger airline is permitted to 100%. 

 

 

 

https://en.wikipedia.org/wiki/Banking_in_India
https://en.wikipedia.org/wiki/Insurance_in_India
https://en.wikipedia.org/wiki/Business_process_outsourcing_to_India
https://en.wikipedia.org/wiki/High-speed_rail_in_India
https://en.wikipedia.org/wiki/Harbour_Line_(Mumbai_Suburban_Railway)
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CHAPTER 4 

 LITERATURE REVIEW 

4.1   Role of FDI in the Economic Development of India: 

FDI plays an important role in the economic development of a country. The 

capital inflow of foreign investors allows strengthening infrastructure, increasing 

productivity and creating employment opportunities in India. Additionally, FDI acts as a 

medium to acquire advanced technology and mobilize foreign exchange resources. 

Availability of foreign exchange reserves in the country allows RBI (the central banking 

institution of India) to intervene in the foreign exchange market and control any adverse 

movement in order to stabilize the foreign exchange rates. As a result, it provides a more 

favorable economic environment for the development of Indian economy. 

There are various factors that signify the importance of FDI in India some of 

which are listed below: 

1. Helps in Balancing International Payments: 

FDI is the major source of foreign exchange inflow in the country. It offers a 

supreme benefit to country’s external borrowings as the government needs to repay the 

international debt with the interest over a particular period of time. The inflow of foreign 

currency in the economy allows the government to generate adequate resources which 

help to stabilize the BOP (Balance of Payment). 

2. FDI boosts development in various fields: 

For the development of an economy, it is important to have new technology, 

proper management and new skills. FDI allows bridging of the technology gap between 

foreign and domestic firms to boost the scale of production which is beneficial for the 

betterment of Indian economy. Thus, FDI is also considered an asset to the economy. 

3. FDI & Employment: 

FDI allows foreign enterprises to establish their business in India. The 

establishment of these enterprises in the country generates employment opportunities for 

the people of India. Thus, the government facilitates foreign companies to set up their 

business entities in the country to empower Indian youth with new and improved skills. 
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4. FDI encourages export from host country: 

Foreign companies carry a broad international marketing network and marketing 

information which helps in promoting domestic products across the globe. Hence, FDI 

promotes the export-oriented activities that improve export performance of the country. 

4.2   Advantages & Disadvantages of FDI in India: 

Advantages: 

 Market diversification 

 Tax incentives 

 Lower labor costs 

 Preferential tariffs 

 Subsidies 

 Increase in revenue generation 

 Increase in Employment generation 

 Getting the latest technology 

 Culture exchange 

 Increase Diversity 

 Infrastructure Development 

 Price Reduction 

 Makes Ultimately benefit the customer 

 India an open economy - results in more job opportunities. 

 Increases competition in the market - better products with appealing prices. 

Foreign investments will lead to better infrastructure and strengthen Rupee against 

global currencies. 100% FDI might bring technology which doesn't exist today with 

Indian companies. “With these changes, India is now the most open economy in the 

world for FDI.” 

 

 

 

 

https://corporatefinanceinstitute.com/resources/knowledge/strategy/diversification/
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Disadvantages of FDI in India: 

 Foreign Investors are volatile 

 The imbalance between sectors and states 

 Tax Evasion 

 Money Laundering 

 Harms Domestic Companies 

 Possibility of Inflation 

 Increase in dependency 

 Political Involvement 

 May result in economic colonialism - resources prone to foreign exploitation. 

 Local companies may lose market share 

 Local companies may lose ownership of the companies due to takeovers, JVs etc. 

 Small companies may not be able to compete with large global companies. 

 Ultimately, FDI is an ultimate tool to attract foreign capital and technology 

expertise. But has to be maintained with a healthy balance between economy and 

local working population. 

4.3   Government Initiates to Promote FDI: 

The Indian government has initiated steps to promote FDI as they set an investor-

friendly policy where most of the sectors are open for FDI under the automatic route 

(meaning no need to take prior approval for investment by the Government or the 

Reserve Bank of India). The FDI policy is reviewed on a continuous basis with the 

purpose that India remains an investor-friendly and attractive FDI destination. FDI covers 

various sectors such as Defense, Pharmaceuticals, Asset Reconstruction Companies, 

Broadcasting, Trading, Civil Aviation, Construction and Retail, etc. 

In the Union Budget 2018, the cabinet approved 100% FDI under the automatic 

route for single-brand retail trading. Under this change, the non-resident entity is 

permitted to commence retail trading of ‘single brand’ product in India for a particular 

brand. Additionally, the Indian government has also permitted 100% FDI for construction 

sector under the automatic route. Foreign airlines are permitted to invest up to 49% under 

the approval route in Air India. 
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The main purpose of these relaxations in foreign investment by the government is 

to bring international best practices and employee the latest technologies which propel 

manufacturing sector and employment generation in India. To boost manufacturing sector 

with a focus on ‘Make in India’ initiative, the government has allowed manufacturers to 

sell their products through the medium of wholesale and retail, including e-commerce 

under the automatic route. 

4.4   Foreign Direct Investment and Economic Development: 

Government of India accepts the key role of Foreign Direct Investment (FDI) in 

economic development not only as an addition to domestic capital but also as an 

important source of technology and global best practices. The Government of India has 

put in place a liberal and Transparent FDI policy. FDI up to 100% is allowed under the 

automatic route in most sectors/activities. 

FDI policy in India is reckoned to be among the most liberal in emerging 

economies. FDI Policy permits FDI up to 100 % from foreign/NRI investor without prior 

approval in most of the sectors including the services sector under automatic route. FDI 

in sectors/activities under automatic route does not require any prior approval either by 

the Government or the RBI. 

The foreign-direct investments were seen sliding about 21% last fiscal. This is 

despite; the government passing a law in September 2012, allowing big retailers to open 

stores directly, yet none of the foreign dream-merchants have really taken the bet. 

Reasons being too many prerequisites, constraints on whom goods can be purchased 

from, a raft of regulations limiting franchise models and factory construction, and the 

infuriating need to negotiate separately with each of the states. 

However the recent announcements by the government of India on 100% FDI in 

telecom & defense sector, 100% FDI in single brand retail & 51% FDI in multi brand 

retail and 49% FDI in Insurance give us some ray of hope for the economic development. 

Moreover though this could be temporary slowdown or reversals in FDI inflows 

based on interest rate cycles, flow of funds, global contagion etc., over the long term, 

given the nascence of many Indian businesses, the growth potential and 1.2 billion people 

pining for a taste of globalization, one could expect a kick- start of inflows in near future. 
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The service sector has the highest contribution to the Indian economy. It has been 

55.2 per cent in gross domestic product and has been growing by 10 per cent annually. 

An international comparison of the services sector shows that India compares well even 

with the developed countries in the top 12 countries with highest overall GDP. At the 

same time computer hardware and software and telecommunications sector is also 

growing at a tremendous rate. 

The important factors for FDI Inflows in the former were mainly development of 

software technology parks, regulatory reforms by the Indian government, the growing 

Indian market and availability of skilled workforce. At the same time, liberal policies of 

the government provide easy market access for telecom equipment and a fair regulatory 

frame work for offering telecom services to the Indian consumers at affordable prices. 

This is the main reason for growth in the telecom sector. 
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CHAPTER 5 

 PROCEDURE/METHODOLOGY 

5.1   Procedures for Government Approval: 

Filing of Application: 

Government has tried to make the FDI 

procedure less complex and expeditious by making the 

whole procedure online, even clarifying all confusions 

over e-mail and by fixing the time period to process the 

proposal. 

All the proposals for foreign investment 

requiring government approval have to be filed on 

Foreign Investment Facilitation Portal 

at http://www.fifp.gov.in/. There are no fees to file the 

proposal. 

Mandatory document which has to be attached with the proposal are: 

 Certificate of Incorporation of the Investee & Investor Companies/Entities 

 Memorandum of Association (MOA) of the Investee & Investor 

Companies/Entities 

 Board Resolution of the Investee & Investor Companies/Entities 

 Audited  Financial  Statement of  Last Financial  Year of the Investee  & Investor 

Companies/Entities 

 Article of Association of the Investee & Investor Companies/Entities 

 List of Names and addresses of all foreign collaborators along with Passport 

Copy/ Identification Proof of the Investor Company/Entity 

 Diagrammatic representation of the flow and funds from the original investor to 

the investee company and Pre and Post shareholding pattern of the Investee 

Company 

 Affidavit stating that all  information provided in hard copy  and online are the 

same and correct 

http://www.fifp.gov.in/
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Internal Procedure for Approvals: 

 DPIIT will identify the concerned Ministry/ 

Department and thereafter, circulate the proposal 

within 2 days. In addition, once the proposal is 

received, the same would also be circulated online 

to the RBI within 2 days for comments from FEMA 

perspective. 

 Proposed investments from Pakistan and 

Bangladesh would also require clearance from the Ministry of Home Affairs. 

 DPIIT would be required to provide its comments within 4 weeks from receipt of 

an online application, & Ministry of Home Affairs (if applicable) to provide 

comments within 6 weeks. 

 Pursuant to the above, additional information/ clarifications may be asked from 

the applicant which is to be provided within 1 week. 

 Proposals involving FDI exceeding INR 50 billion (approx. $ 775 million) shall 

be placed before the Cabinet Committee of Economic Affairs. 

Final Approval: 

Once the proposal is complete in all respects, 

the same gets approved within 8-10 weeks in case if 

security clearance is required.  

If the proposal has to be rejected, DIPP must be 

consulted and that consultation may take an extra two 

week time. 

 

5.2   Foreign investment: Compliance under RBI/FEMA 

FDI in Partnership Firm/Sole Proprietary Concern: 

            NRIs or Person of Indian Origin (PIO) resident outside India are allowed to 

contribute to the capital of a partnership firm or sole proprietary concern without prior 

approval, provided:  
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1. The contribution is on non-repatriation basis 

2. Investment is done as an inward remittance, or out of NRE/FCNR (B)/NRO 

account maintained with AD Category-1 Bank. 

3. The Indian firm or proprietary concern should not be engaged in agricultural, 

print media or real estate business. 

In the following cases, investors may apply for prior permission of RBI and Government 

of India, provided the last two conditions mentioned above are adhered to:  

1. Where investment is preferred to be reportable by NRIs/PIO. 

2. For investor other than NRIs/PIO. 

The decision for the same will be taken by RBI and Government of India on case-by-case 

basis. 

FDI in Limited Liability Partnership (LLP):  

            FDI in LLPs was liberalized significantly in 2015 with the objective to promote 

foreign investment inflows in the country. Up to 100% FDI is allowed in LLPs, provided 

you are adhering to the specific sectoral limits. In that case, the investment will not 

require any prior approval by FIPB. 

1. There are no conditions relating to FDI-linked performance. 

2. Foreign companies or individuals can be appointed as Designated Partner as 

required under Section 7 of Limited Liability Partnership Act, 2008. 

3. LLPs can make further downstream investment in another company or LLP. 

Earlier they were not permitted to make any downstream investments. 

4. Repatriation of capital is permissible with adherence of appropriate pricing 

guidelines and reporting requirements. 

5. All investments should comply with relevant provisions of LLP Act, 2008. 

6. LLPs can avail External Commercial Borrowings (ECBs). 

7. FPIs/FVCIs can contribute to the capital of LLPs in India. 

8. In case of companies with FDI, converting into LLP can be done under the 

automatic route if the investment in sector concerned is within corresponding 

sectoral limit for automatic investment route. 
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FDI in Private Limited Company: 

           A Foreign business entity can enter India via a number of alternatives, subject to 

general conditions mentioned in FDI Policy: 

As an Indian Company: 

1. By setting up a wholly owned subsidiary 

2. Joint Venture with an Indian entity/person 

Operate as a foreign company and be registered with the Registrar of Companies: 

1. Opening up Liaison office:  

This type of office is only allowed to collect market information and liaison with 

the foreign company. They are not allowed to earn income from any activities. 

2. Branch Office: 

The scope of activities of BOs is much larger as compared to Liaison Offices. 

BOs are allowed to generate revenue by various alternatives, such as: 

a. Providing professional services 

b. Providing technical support for products imported/assembled/manufactured by the 

parent/holding company. 

5.3   Key Stakeholders: 

 Invest India 

 Department of Defense Production, Ministry of Defense 

 Ministry of Information & Broadcasting 

 Department of Space 

 Department of Promotion of Industry & Internal Trade 

 Department of Financial Services 

 Ministry of Mines 

 Foreign Investment Facilitation Board 

 Ministry of Home Affairs 

 Ministry of Civil Aviation 

 Department of telecommunications 

 Department of Economic Affairs 

 Department of Pharmaceuticals 
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CHAPTER 6 

 DATA ANALYSIS & INTERPRETATION 

6.1   Foreign Direct Investment: Make In India 

New India: The Trendsetter 

FDI in India has followed a positive trend since the launch of Make in India. FDI 

inflow from April 2014 to March 2019 (US$ 286 billion) is 46.94% (approx.) of the 

overall FDI received in the country since April 2000 (US$ 592.08 billion). For the 

1
st 

time, India crossed the US$ 60 billion mark in FY 2017 - 18 with US$ 55.55 billion in 

FDI, due to the investment friendly policies and opening of FDI allowance in various 

sectors. 

 

 

 

 

 

 

Textiles: Weaving a New Success Story 

In the Textile industry, the Compound Annual Growth Rate (CAGR) of 5.02% 

was recorded in FDI equity inflows during April 2014 – March 2019. The total FDI in the 

industry until March 2019 is US$ 3.12 billion. 
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Auto and Auto Components: The Trailblazer 

The Automobile industry in India witnessed a growth of 25.54% during 2017-18 

to 2018-19. FDI equity inflows increased substantially to US$ 2.09 billion during 2017-

18. The first 6 months of 2018-19 have seen FDI inflows of US$1.598 billion as against 

US$ 2.09 billion in the whole of 2017-18. 

 

 

 

 

 

 

 

Electrical Machinery: Sparking a Revolution 

The Electrical Machinery industry in India was witness to an incredible 242% 

growth in FDI equity inflows during April 2014 - March 2017 as compared to April 2011 

- March 2014. The industry has experienced a growth of 99.81% during 2017-18 to 2018-

19. The Compound Annual Growth Rate (CAGR) of 15.02% was recorded in FDI equity 

inflows during April 2014 – March 2019. The total FDI of US$ 8.03 billion attracted the 

Electrical equipment industry till March 2019. 
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6.2   Agricultural Sector: 

Real growth in ‘Agriculture & allied’ sector was lower in 2018-19 at 2.9 per cent, 

after two years of good agriculture growth. As per the 3
rd

 Advance Estimates released by 

Ministry of Agriculture & Farmers Welfare, the total production of food grains during 

2018-19 is estimated at 283.4 million tons in 2017-18 (final estimate). There was a 

significant decline in food prices in 2018-19 as indicated by nearly zero per cent 

consumer food price inflation in 2018-19 with price contraction straight for five months 

in the year. 

 

 

 

 

 

 

6.3   Service Sector: 

Service sector is the most dynamic sector in the economy and has remained the 

key driver of economic growth along with being a major contributor to GVA and export 

basket of the Indian Economy. Service exports has become one of the mainstay of India’s 

total exports increasing manifold, from Rs. 0.746 lakh crore in 2000-01 to Rs. 14.389 

lakh crore in 2018-19, raising its share in total exports from 26.8 per cent to 38.4 per 

cent. Share of India in world service exports has also increased from 2 per cent in 2005 to 

3.5 per cent in 2017. This share is much higher than that of manufacturing exports which 

stands at 1.8 per cent in 2017. 
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6.4   Net Foreign Direct Investment:  

 

 

 

 

 

 

 

 

6.5   FDI Equity Inflows in India for F.Y.2018-19 & 2017-18:  

 

6.6   Top 10 Sectors of FDI in India:   
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6.7   Top 5 Foreign Investors & FDI Sectors In 2018: 

 

6.8   FDI Equity Inflows: Month Wise 
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CHAPTER 7 

 OVERVIEW & RECENT NEWS 

7.1 FDI inflows in telecommunication, construction 

development, pharmaceuticals and power sectors declined 

significantly in 2018-19: 

Foreign direct investment (FDI) in India declined for the first time in the last six 

years in 2018-19, falling by 1 per cent to $44.37 billion as overseas fund inflows 

subsided in telecom, pharma and other sectors, official data showed. 

According to the latest data of the Department for Promotion of Industry and 

Internal Trade (DPIIT), FDI in 2017-18 was a record $44.85 billion. 

Last time it was in 2012-13 when foreign inflows had registered a contraction of 

36 per cent to $22.42 billion compared to $35.12 billion in 2011-12. 

Since 2012-13, the inflows had been continuously growing and reached a record 

high in 2017-18. 

According to the data, FDI inflows in telecommunication, construction 

development, pharmaceuticals and power sectors declined significantly in 2018-19. 

Foreign direct investment in telecommunication dropped to$2.67 billion in 2018-

19 from $ 6.21 billion in 2017-18, in construction development to $213 million ($540 

million), in pharmaceuticals to $ 266 million ($ 1 billion) and in the power sector to $1.1 

billion ($1.62 billion). 

Sectors that recorded a growth in FDI include services ($9.15 billion), computer 

software and hardware ($6.41 billion), trading ($4.46 billion), and automobile ($2.62 

billion). 

Further, Singapore has replaced Mauritius as the top source of foreign investment 

into India in the last fiscal, accounting for $16.22 billion inflows. India has received $ 8 

billion FDI from Mauritius. 
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The other major investors in the country includes Japan, the Netherlands, the 

United Kingdom (UK), the United States (US), Germany, Cyprus, the United Arab 

Emirates (UAE) and France. 

FDI is important as India would require huge investments in the coming years to 

overhaul its infrastructure sector to boost growth. 

Decline in foreign inflows could put pressure on the country’s balance of 

payments and may also impact the value of the rupee. 

7.2  India received Highest-Ever FDI of over $64 billion in the 

year 2018-19: 

New Delhi: 

Riding on the foreign direct investment policy liberalization and reforms in the 

last financial year, India received $64.37 billion in investments in 2018-19. 

According to a report by Department for Promotion of Industry and Internal Trade 

(DPIIT), it was up from $60.97 billion received in the previous financial year. 

"The country registered the 

highest FDI inflow of $64.37 billion 

during 2018-19. Foreign Direct 

Investment (FDI) worth $286 billion has 

been received in last five years," DPIIT 

said in its annual report 2018-19. 

"FDI brings in resources, the latest 

technology and best practices to push economic growth on to a higher trajectory," it said. 

The central government has been carrying out "liberalization and simplification" of FDI.  

The DPIIT, set up in 1995, was reconstituted in 2000 with the merger of the 

Department of Industrial Development. Earlier, DPIIT was earlier called Department of 

Industrial Policy & Promotion and was renamed DPIIT in January 2019. 
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7.3    Foreign Direct Investment in India: Recent News 

India is more open to international investment than it has ever been. Barring 

multi-brand retail, India today allows FDI in nearly every major sector-but that has not 

yielded the desired result. 

India's growth story has 

stumbled, with growth slipping 

below 7 percent. Sentiment and 

investment are down and industrial 

output has been in free fall. Savings 

and consumption both are in 

decline. Many say that these are 

among the most difficult times the Indian economy has seen in the past decade or so. 

What makes the pain unique this time is that the current crisis also stems from the 

financial sector. 

All levers of the economy are under duress. And evidently, the Modi government 

is taking a sectoral approach to bring the economy back to health. 

Last week, the slew of announcements made by Finance Minister Nirmala 

Sitharaman undid some of the damage that Budget 2019 caused. This included the 

revoking of the foreign portfolio investor surcharge and the announcement of an upfront 

recapitalization of public sector banks. Many of the interventions were targeted toward 

increasing the transmission of capital and fueling demand. What followed this week was 

another set of announcements-these further opening up India's economic sectors to 

foreign direct investment (FDI). Clearly, the government hopes to generate interest 

among international investors. 

The government's boldest move was to permit 100 per cent FDI under the 

automatic route in coal mining for open sale (as well as in developing allied infrastructure 

like washers. This move challenges the government-run Coal India's monopoly and could 

run into stiff opposition from trade unions-India's coal sector was nationalized in 1973.  

The policy change is in line with the government's target of mining 1.5 billion 

tons of coal by 2020, and the government also no doubt hopes that the move will generate 

investment and industrial activity. This would reduce India's coal import bill and give the 
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economy increased access to cutting edge mining technology from across the world. For 

all its nationalistic fervor, the Modi-led government has opened the economy to foreign 

investment far more than any previous government. If the Narasimha Rao government 

unshackled the economy for the first time in 1991-often referred to as India's phase of 

liberalization-Prime Minister Modi has taken that policy forward very aggressively. In 

the NDA government's first term, it had encountered protests from the Swadeshi Jagran 

Manch when it floated the idea of increasing FDI limits in the insurance sector. However, 

the government's later steps toward the opening up of sectors have been met with tacit 

acceptance. 

India needs to actively address implementation issues and policy irritants that 

arise for companies looking to use the FDI route to invest in the country-competition for 

FDI has been intensifying. And besides the legislative aspect, the government must also 

step up to the challenge of convincing businesses of the certainty of its policies, and that 

their rights will be respected and they will not be subjected to tax terrorism. 

7.4    Recent Announcements Regarding FDI: 

1. 100% FDI under automatic route will be permitted in the construction 

development sector. 

2. The minimum floor area reduced to 20,000 sq. m. from the earlier 50,000 sq. m. 

3. The minimum capital requirement cut to $5 million from $10 million. 

4. Investment to be made within six months of the commencement of the project. 

5. Foreign investors allowed to exit on project completion or 3 years from the date 

of final investment. 

FDI not allowed in entity that is engaged or plans to engage in real estate 

business, construction of farmhouse and trading in Transferable Development Rights 

(TDRs). 
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7.5    Challenges Facing FDI in India: 

The challenges facing larger FDI in India are in spite of the fact that more than 

100 of Fortune 500 companies are already investing in India. These FDIs are already 

generating employment opportunities, income, technology transfer and economic 

stability. India is focusing on maximizing political and social stability along with a 

regulatory environment. In spite of the obvious advantages of FDIs, there are quite a few 

challenges facing larger FDIs in India, such as: 

1. Resource challenge: 

India is known to have huge amounts of resources. There is manpower and 

significant availability of fixed and working capital. At the same time, there are some 

underexploited or unexploited resources. The resources are well available in the rural as 

well as the urban areas. The focus is to increase infrastructure 10 years down the line, for 

which the requirement will be an amount of about US$ 150 billion. This is the first step 

to overcome challenges facing larger FDI. 

2. Equity challenge: 

India is definitely developing in a much faster pace now than before but in spite 

of that it can be identified that developments have taken place unevenly. This means that 

while the more urban areas have been tapped, the poorer sections are inadequately 

exploited. To get the complete picture of growth, it is essential to make sure that the rural 

section has more or less the same amount of development as the urbanized ones. Thus, 

fostering social equality and at the same time, a balanced economic growth. 

3. Political Challenge: 

The support of the political structure has to be there towards the investing 

countries abroad. This can be worked out when foreign investors put forward their 

persuasion for increasing FDI capital in various sectors like banking, and insurance. So, 

there has to be a common ground between the Parliament and the Foreign countries 

investing in India. This would increase the reforms in the FDI area of the country. 

4. Federal Challenge: 

Very important among the major challenges facing larger FDI, is the need to 

speed up the implementation of policies, rules, and regulations. The vital part is to keep 
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the implementation of policies in all the states of India at par. Thus, asking for equal 

speed in policy implementation among the states in India is important. 

India must also focus on areas of poverty reduction, trade liberalization, 

and banking and insurance liberalization. Challenges facing larger FDI are not just 

restricted to the ones mentioned above, because trade relations with foreign investors will 

always bring in new challenges in investments. 

The new Modi government is committed to improving the foreign direct 

investments in India, particularly in the areas of defense, insurance and infrastructure.  

Ease of doing business in India. This is probably one of the biggest stumbling blocks 

India faces in attracting FDI. The bureaucracy, corruption, labor and land acquisition 

laws are frighteningly complicated and slow down the entire process of setting up a 

business. A country which is anxious to attract business should look to see how other 

countries are managing these issues and what steps they have taken to make it attractive 

for the foreign companies to set up their shops. 

Taxation that is applicable to the corporate profits. The global tax landscape has 

seen considerable changes in the recent past and this will continue to be the same in the 

near term. 

When you want to attract foreign capital, we should make it attractive for them to 

earn a reasonable rate of return from their investments. If taxes take away bulk of their 

earnings, then the amount they can distribute to the share-holders gets much smaller. The 

foreign investment also faces currency value changes and this makes it even more 

difficult for foreign companies to set up shops in India. While in India, we clammer for 

FDI, we also find that we are being marginalized because of the not-so-friendly nature of 

doing business here. Its time our government recognizes this and takes necessary steps to 

attract more and more FDIs. Every year, nearly 1 crore people join in the job market and 

hopes to find something useful to do with their lives. If the business climate is not 

favorable to foreign companies, they have alternative places to go, which is only at the 

cost of India’s growth opportunities. Finally, the investors, no matter where they live in 

the world, will always prefer a higher rate of return for a given level of risk, the question 

to answer is whether India can deliver that. 
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FINDINGS 

This chapter presents the findings, suggestions and conclusion of research work 

that includes a discussion of the main findings from the research studies in the context of 

the literature. 

1. FDI is an important tool for economic growth of India.  

2. FDI will create good profile jobs for skilled employee in Indian service sector. 

3. Retailing helps in absorbing the unemployment in agriculture sector and 

providing safety net and opportunities to the superfluous labor 

4. Organized retailing with FDI helps in infrastructure development would result in 

berry of building and opening of multiplexes in rural area. 

5. FDI helps in expanding the economy, generate employment and result in more tax 

income. 

6. There has been a generous flow of FDI in India since 1991 and its overall 

direction also remained the same over the years irrespective of the ruling party. 

7. India has received maximum number of financial collaborations as compared to 

technical collaborations. 

8. India has received increased NRI’s deposits and commercial borrowings largely 

because of its rate of economic growth and stability in the political environment 

of the country. 

9. The Telecommunication sector attracts many foreign direct investors due to its 

close connection with Services sector and Computer Hardware & Software sector. 

10. FDI find Power Sector as indispensable channel of all the investment in India.  

11. In the case of Automobile industry a residual effect of investment is noticed 

among the Foreign Direct Investors. 

12. The FDI inflows create significant impact over GDP growth of India. During the 

economic recession FDI inflows received a negative jolt. 

13. Retail outlet also has a significant role in the growth of retailers based on the 

employment opportunity. 
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SUGGESTIONS/RECOMMENDATIONS 

Some suggestions regarding FDI inflows are summarized as under: 

It is important for countries to take measures to maximize their growth through 

more and more FDI inflows. Benefits from FDI could be maximized if efforts are 

concentrated on attracting long term productive FDI. To attract quality FDI, a developing 

country must ensure a sound macroeconomic environment which requires adequate 

infrastructural facilities, stability of exchange rate, political stability, strong 

administrative will, market perfection and control over inflation. 

The analysis of this study reveals that India’s performance regarding attraction of 

FDI inflows should be improved. India should improve its regulatory system through 

better and effective monetary and fiscal reforms. There is need to strengthen 

infrastructure network, reforms in marketing structure and strong political will to improve 

international trade relations. 

Exchange rate and price stability must be foremost priority for the Indian 

economy to attract the FDI as these are estimated to be important factors influencing FDI 

inflows in the country. India can build a state of confidence among the foreign investors 

through taking effective measures for controlling fluctuation in exchange rate and price 

level in a country. Serious attention should be paid toward their stabilization as a 

necessary condition for foreign investment attraction strategy in India. 

Study also reveals that FDI promotes economic growth of a country through its 

positive influence on GDP, exports, reserves and employment. Thus India should give 

special attention towards creation of favorable environment to attract FDI to highest 

possible extent. It should be made integral part of development strategy of a country to 

achieve high growth rate by raising exports, reserves and employment and thus income 

and output of the country for uplifting living standard of people through increased foreign 

investment. 

It can be summed up by saying that to attract FDI- India should use its advantages 

such as large domestic market, abundant supply of trained and low-wage labor, vast pool 

of technical professional, second largest nation, etc. 
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CONCLUSION 

In conclusion, Foreign Direct Investment (FDI) is an appealing concept through 

which companies progress and enter into new markets as a result of globalization. 

Nonetheless, there are an array of factors that might influence a company’s decision to 

enter into a new market such as the availability of resources, the political stability of the 

identified country, and the nation’s openness to regional and international trade. 

A large number of changes that were introduced in the country’s regulatory 

economic policies heralded the liberalization era of the FDI policy regime in India and 

brought about a structural breakthrough in the volume of FDI inflows into the economy 

maintained a fluctuating and unsteady trend during the study period. It might be of 

interest to note that more than 50% of the total FDI inflows received by India came from 

Singapore and the USA. 

Government should design the FDI policy in such a way where FDI inflow can be 

utilized as means of enhancing domestic production, saving and exports through the 

equitable distribution among states by providing much freedom to states, so that they can 

attract FDI inflows at their own level.  
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There are several benefits in investing in India like-very bright future, cheap labor 

and raw materials, sound infrastructure, huge market availability. The benefits are 

overwhelming in comparison to drawbacks. That is the prime reason why India will keep 

attracting foreign investors and will remain as the most 

attractive places to put the money and earn future dividend. 

Indian setting is not only favorable for foreign investors but it also provides 

conditions to make mutually benefits. If we make comparisons we would come to know 

that India has transparent policies and it adopts a liberal attitude towards FDI and it is one 

of the primary reasons why FDI inflow is quite satisfactory. It is also a noticeable fact 

that after liberalization India has attracted FDI to a great extent. We cannot deny the fact 

the considering the importance and the ongoing trend of FDI India as a country had made 

tremendous efforts and no doubt those efforts has paid off in the last few years. The 

economic reforms have resulted in an increase of the employment opportunities to a great 

extent but still the targeted ratio has not been achieved. FDI has helped India with the 

ongoing issues of unemployment, productivity and in strengthening Indian economy. The 

foreign exchange system in the country has developed as a result of FDI and it has also 

proved helpful to small scale industries. As a result of all these accomplishments India 

has been able to re-establish its identity in the world. 

FDI in India has contributed effectively to the overall growth of the economy in 

the recent times. Mauritius, US, Netherlands, Japan, UK, Germany, France, Singapore 

and Switzerland are the top foreign investors in India. FDI Policy permits FDI up to 100 

percent from foreign/NRI investor without prior approval in most of the sectors including 

the services sector under automatic route. FDI in sectors/activities under automatic route 

does not require any prior approval either by the Government or the RBI. 
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