
International Journal of Innovative Research in Technology and Science 

ISSN: 2321-1156                www.ijirts.org          Volume 12 Issue 2, March 2024 

107 

Foreign Direct Investment for Developing Countries 
Pooja Sahu, Meena Tiwari 

Department of Management 

SAM Global University, Bhopal, India 

poojasahuu@gmail.com 

Selection and peer review of this article are under the responsibility of the scientific committee of the 

International Conference on Current Trends in Engineering, Science, and Management (ICCSTEM-

2024) at SAM Global University, Bhopal. 

ABSTRACT - Foreign Direct Investment (FDI) has emerged as a crucial catalyst for India’s economic 

development, significantly shaping its growth trajectory. This paper examines FDI’s multifaceted 

dimensions and implications, highlighting its diverse relevance in fostering India’s economic progress. It 

delves into the mechanisms through which FDI inflows bolster export-led growth, facilitate knowledge 

transfer, drive job creation, and serve as a vital source of capital accumulation. Additionally, it 

evaluates the prospects and challenges associated with FDI in India, providing insights into policy 

implications and recommendations for optimising its potential impact on economic expansion. Through 

an in-depth analysis, this paper aims to offer a nuanced understanding of the role of FDI in India’s 

economic landscape and provide actionable insights for policymakers and stakeholders to harness its 

benefits effectively. 
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I. INTRODUCTION 

A pivotal juncture in India’s economic evolution 

was marked by introduction of Foreign Direct 

Investment (FDI), signifying a significant 

departure from the nation’s previously insular 

economic policies. Historically, India’s approach 

to foreign investment was characterised by 

stringent regulations and protectionist measures 

aimed at safeguarding domestic industries and 

fostering self-reliance [13]. However, recognising 

the limitations of this approach in driving 

economic expansion, India embarked on a path of 

economic reform and liberalisation. Under the 

stewardship of Dr. Manmohan Singh, who served 

as the finance minister then, the Indian 

government initiated sweeping economic reforms 

in 1991 in response to mounting balance of 

payments pressures and sluggish economic 

growth. Often dubbed the “New Economic 

Policy,” these reforms aimed to dismantle trade 

barriers, reduce bureaucratic hurdles and 

liberalise various sectors to attract foreign 

investment and foster commerce within the 

Indian economy. Central to this liberalisation 

agenda was the promotion of foreign direct 

investment. To attract international capital, the 

government enacted policies to streamline 

approval processes, relax restrictions on foreign 

ownership, and offer incentives to foreign 

investors. This marked a significant departure 

from the previous cautious approach towards 

foreign involvement in the Indian economy [45]. 

Consequently, these policy changes profoundly 

impacted FDI inflows, witnessing a substantial 

increase across multiple sectors, including 
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manufacturing, services, retail, and 

telecommunications. Beyond financial infusion, 

FDI brought managerial expertise, technological 

know-how, and access to global markets [20]. The 

infusion of FDI has enhanced competitiveness, 

spurred innovation, fostered economic growth, 

and created employment opportunities and 

modernised infrastructure. Moreover, FDI has 

played a crucial role in integrating the Indian 

economy into the global landscape, facilitating 

cross-border trade in goods, services, and ideas. 

The advent of FDI marks a significant milestone 

in India’s economic transition, rendering the 

nation more attractive to international investors 

seeking to capitalise on its vast potential and 

burgeoning market opportunities, thus paving 

new avenues for growth and development. 

II. HISTORICAL CONTEXT OF FDI IN 

INDIA 

Before the landmark economic reforms in 1991, 

India’s Foreign Direct Investment (FDI) policies 

were cautious and protectionist. Following 

independence in 1947, India adopted a mixed 

economy model, prioritising state-led 

development [1]. During this period, FDI was 

discouraged and limited to sectors deemed vital 

for the nation’s growth, such as infrastructure 

and heavy industries. The 1956 Industrial Policy 

Resolution favoured the public sector in key 

industries and emphasised state regulation. 

Throughout the 1970s and 1980s, India witnessed 

increased government control over economic 

activities, culminating in the enactment of the 

Foreign Exchange Regulation Act (FERA) in 

1973. FERA imposed restrictions on foreign 

ownership and tightened controls on foreign 

exchange transactions, creating cumbersome 

clearance processes for Indian businesses [4]. 

While there were some attempts to liberalise FDI 

policies in the late 1980s, such as the New 

Industrial Policy of 1986, which aimed to 

encourage FDI in high-tech and export-oriented 

sectors—the scope of these efforts remained 

limited. Overall, India’s pre-1991 era was 

characterised by a cautious approach to FDI, 

with stringent regulations to protect domestic 

industries and preserve economic sovereignty. 

The early 1990s witnessed significant economic 

liberalisation and reforms in India, profoundly 

impacting the influx of FDI. India undertook 

measures to dismantle trade barriers, reduce 

bureaucratic obstacles, and open various sectors 

to foreign participation. The New Industrial 

Policy 1991 was pivotal in reducing government 

intervention and granting firms greater 

autonomy, aiming to foster industrialisation and 

attract foreign investment. Consequently, FDI 

inflows surged, particularly in manufacturing, 

services, and telecommunications sectors. India’s 

large and expanding market, improving business 

environment, and potential for high returns 

attracted foreign investors [6]. 

Furthermore, liberalisation initiatives facilitated 

technology transfer, acquisition of management 

expertise, and access to international markets, 

enhancing India’s competitiveness and appeal to 

foreign investors. These reforms catalysed 

increased FDI inflows, significantly contributing 

to India’s economic growth and development. 

India’s policy reforms, particularly the 

liberalisation measures of the early 1990s, had a 

profound impact on attracting FDI. India 

became a more attractive investment destination 

by removing trade barriers, easing bureaucratic 

hurdles, and liberalising FDI laws. Sector-specific 

reforms and incentives encouraged foreign 

investment in critical sectors [28]. These 

regulatory adjustments attracted foreign capital 
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and facilitated technology transfer, skill 

acquisition, and market access, bolstering India’s 

economic expansion and prosperity. The positive 

impact of policy changes on FDI inflows 

underscored the pivotal role of regulatory 

environments in shaping investor perceptions and 

fostering economic growth. India has witnessed a 

steady increase in FDI inflows in recent years, 

underscoring its growing appeal as an investment 

destination. Despite global economic 

uncertainties, India continues to attract 

significant foreign investments, buoyed by its 

robust domestic market, demographic dividend, 

and ongoing economic reforms. Sectors such as 

manufacturing, services, telecommunications, and 

information technology have garnered particular 

interest from foreign investors. Confidence in 

India’s business environment has been reinforced 

by government initiatives to improve the ease of 

doing business, expedite regulatory processes, 

and enhance infrastructure [30]. Overall, the 

upward trend in FDI inflows underscores India’s 

significance in the global economy and reflects 

increasing investor confidence in the country’s 

long-term economic prospects. 

 
Figure 1. FDI In Flow in India 

III. FDI Contribution to Infrastructure 

Development and Industrial Growth 

Foreign Direct Investment (FDI) has propelled 

India’s industrial growth and infrastructural 

development. With the Indian government’s 

emphasis on industrialisation and infrastructure 

modernisation, FDI has been instrumental in 

bridging the investment gap and fostering the 

growth of key industries. FDI inflows have 

facilitated significant telecommunications, 

electricity, transportation, and urban 

development advancements. Foreign investment 

has enabled the construction of roads, airports, 

ports, and power plants, thereby enhancing 

connectivity and alleviating major infrastructure 

bottlenecks. Additionally, by promoting the 

establishment of new manufacturing facilities, 

adoption of state-of-the-art technology, and 

generation of employment opportunities, FDI has 

stimulated industrial growth. The infusion of 

foreign investors’ capital, expertise, and 

international best practices has enhanced 

industrial efficiency and facilitated knowledge 

and skill transfer to local enterprises. 

Consequently, FDI has catalysed India’s 

industrial and infrastructural advancement, 

bolstered its economy and augmented its global 

competitiveness [14]. 

Cities Developed by FDI in India: Foreign Direct 

Investment (FDI) has significantly influenced 

urban development in India, particularly in cities 
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like Bengaluru, Mumbai, Hyderabad, Chennai, 

and Pune. Bengaluru, often referred to as 

“India’s Silicon Valley,” owes much of its progress 

to FDI in the IT sector, fostering 

entrepreneurship and innovation. Similarly, FDI 

in Mumbai’s thriving financial services industry 

has bolstered the city’s financial capabilities and 

facilitated the development of modern 

commercial spaces and infrastructure. 

Hyderabad, Chennai, and Pune have also 

witnessed rapid urbanisation, particularly in 

sectors such as biotechnology, automotive, and 

pharmaceuticals, attributable to FDI. In addition 

to enhancing physical infrastructure, FDI has 

contributed to improving urban amenities and 

services, thereby enhancing the quality of life for 

residents. These cities are poised for further 

development into vibrant metropolises as long as 

India continues to attract international 

investment, serving as economic hubs that 

promote employment, innovation, and 

socioeconomic growth [51]. 

FDI and Employment Generation: In India, 

Foreign Direct Investment (FDI) has emerged as 

a significant driver of employment creation, 

playing a crucial role in addressing the nation’s 

persistent unemployment challenges. Millions of 

Indians have gained access to new employment 

opportunities due to establishing and expanding 

businesses across various industries spurred by 

foreign capital inflows. Retail, manufacturing, 

services, and information technology sectors have 

particularly benefited from FDI-induced job 

growth. Foreign investors’ infusion of capital, 

technology, and managerial expertise has 

stimulated economic activity and increased the 

demand for skilled and unskilled labour. 

Furthermore, the influx of FDI often facilitates 

the transfer of knowledge and skills to local 

workers, enhancing their productivity and 

employability [60]. By providing diverse job 

opportunities, FDI contributes to inclusive 

growth and poverty reduction in India, 

encompassing women and youth in the 

workforce. It is imperative to ensure that FDI-

driven employment growth is sustainable and 

complemented by policies addressing labour 

rights, skill development, and income inequality 

to maximise the benefits of foreign investment in 

job creation and socioeconomic development. 

Share of Top Investing Countries in India: The 

leading investing nations significantly bolster 

FDI inflows into India, fostering global 

collaboration and economic progress. Notable 

contributors to FDI include the United States, 

the Netherlands, Japan, Singapore, and 

Mauritius. Singapore and Mauritius, in 

particular, are renowned for their advantageous 

tax agreements and favourable business 

environments, serving as popular entry points for 

foreign investment into India. The United States 

and Japan contribute significant financial 

resources and technological know-how. At the 

same time, the Netherlands serves as a vital 

entry point for European investors seeking 

opportunities in India’s rapidly expanding 

market [48]. These leading investing nations 

collectively exert considerable influence on 

India’s economic landscape and the promotion of 

international integration. 
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 Figure 2. Percentage Shares of Top Ten Investing Countries in India from 2000 to 2022 

Sector-wise FDI Inflows in India: The diverse 

opportunities and objectives within the economy 

are reflected in the significant variations in 

Foreign Direct Investment (FDI) flows across 

different industries in India. Historically, certain 

sectors have attracted substantial FDI inflows, 

notably services, telecommunications, computer 

software and hardware, and pharmaceuticals. 

The services industry, encompassing hospitality, 

banking, and IT sectors, stands out as a key 

recipient of foreign investment in India, making 

significant contributions to employment and 

GDP. The telecommunications sector has 

witnessed significant FDI, driven by rapid 

advancements in digital infrastructure and 

mobile networks, particularly with the advent of 

5G technology. Moreover, the computer software 

and hardware industry attracts considerable 

foreign investment, leveraging India’s position as 

a global IT hub. 

Additionally, the pharmaceutical sector benefits 

from notable FDI inflows, owing to India’s 

emergence as a major manufacturing hub and a 

substantial consumer market for medicines. 

Emerging sectors such as e-commerce, renewable 

energy, and automobile manufacturing are 

increasingly attractive to foreign investors, 

spurred by evolving consumer preferences and 

government initiatives to promote local 

innovation and production. In summary, sector-

specific FDI flows in India depict a dynamic and 

evolving investment landscape influenced by 

shifting market dynamics, technological 

advancements, and policy reforms to attract 

foreign capital across economic sectors. 

 
Figure 3. Share of sectors attracting the highest FDI equity Inflows in India from 2000 to 2022 
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IV. POLICY RECOMMENDATIONS 

Several policy recommendations are proposed to 

enhance the effectiveness of foreign direct 

investment (FDI) in India and capitalise on its 

economic growth and development potential. 

Simplification of Regulations and Promotion of 

Transparency: Streamlining regulations, ensuring 

transparency, and offering sector-specific 

incentives are crucial to attracting and retaining 

foreign investment [2]. Implementing a single-

window clearance system, automating 

administrative processes, and ensuring timely 

clearances can streamline the FDI inflow process 

[3]. Additionally, fostering investor-friendly 

regulations, strengthening contract enforcement 

mechanisms, and improving infrastructure can 

instil confidence in international investors, 

making India a preferred investment destination 

and fostering economic growth and job creation.  

Improvements in the Ease of Doing Business: 

Regulatory reforms aimed at facilitating 

corporate operations and attracting more FDI 

should prioritise simplifying procedures, reducing 

bureaucratic hurdles, and enhancing 

transparency [3]. Adopting investor-friendly 

regulations, strengthening contract enforcement, 

and upgrading infrastructure can enhance the 

investment climate, making India more attractive 

to foreign investors and fostering economic 

growth. 

Strategies for Attracting High-Quality FDI and 

Promoting Sustainable Development: A 

diversified approach is essential to attract high-

quality FDI and promote sustainable 

development. The government should prioritise 

sector-specific incentives targeting areas aligned 

with India’s growth objectives, such as renewable 

energy, healthcare, and technology [4]. 

Establishing a robust regulatory framework that 

ensures environmental sustainability, protects 

investor interests, and promotes transparency is 

critical. Enhancing connectivity and accessibility 

through infrastructure development, particularly 

in rural and underserved areas, can attract 

investment beyond urban centres [4]. Promoting 

innovation and research through partnerships 

with foreign businesses and academic institutions 

can attract FDI into knowledge-intensive 

industries, fostering long-term growth and 

competitiveness. Encouraging sustainable 

business practices and corporate social 

responsibility (CSR) initiatives among foreign 

investors is essential to ensure that FDI 

contributes to inclusive social welfare, 

environmental preservation, and overall 

development. By employing these strategies, 

India can attract high-quality FDI that supports 

equitable and sustainable development across the 

nation while stimulating economic growth. 

V. CHALLENGES AND OPPORTUNITIES 

India presents Foreign Direct Investment (FDI) 

with a landscape rich in potential and challenges. 

Challenges include complex regulatory 

frameworks, inconsistent enforcement, and 

bureaucratic red tape, all of which undermine 

investor confidence and raise uncertainties. 

Deficiencies in infrastructure, such as inadequate 

power supply and transportation networks, pose 

significant hurdles to international investment [5]. 

Additionally, geopolitical unrest and global 

economic uncertainties can affect market stability 

and investment decisions. However, amidst these 

challenges lie abundant opportunities. India 

boasts vast potential for FDI inflows, driven by 

its skilled workforce, sizable and expanding 

consumer market, and demographic dividend. 
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Moreover, ongoing infrastructure development 

projects, digitisation efforts, and economic 

reforms demonstrate a commitment to enhancing 

the investment climate [7]. Investment in 

strategic sectors like renewable energy, 

technology, and healthcare presents attractive 

prospects. Furthermore, India’s diplomatic 

initiatives to strengthen international 

collaborations and improve business facilitation 

underscore the government’s dedication to 

attracting foreign capital. By addressing 

obstacles and leveraging opportunities, India has 

the potential to establish itself as a premier 

destination for high-quality foreign direct 

investment (FDI), fostering long-term, 

sustainable economic growth and progress. 

VI. CONCLUSION 

Foreign direct investment (FDI) has become vital 

to economic expansion and advancement in 

India. An important change in India’s economic 

strategy occurred with the liberalisation and 

economic reforms of the early 1990s, which 

encouraged more integration with the global 

economy and allowed for foreign investment [9]. 

Even then, foreign direct investment (FDI) 

inflows have been crucial for updating 

infrastructure, fostering industrial growth, 

generating jobs, and advancing trade and 

innovation. India offers enormous prospects for 

foreign investment despite obstacles like 

complicated regulations and inadequate 

infrastructure. These include the country’s 

talented labour, sizeable and growing consumer 

market, and dedication to economic reforms. 

India can sustainably drive economic growth and 

development by drawing in high-calibre foreign 

direct investment (FDI) to resolve these issues 

and capitalise on its advantages. Still, to 

optimise the potential gains from foreign 

investment, the government must prioritise 

industries that align with India’s economic 

objectives, expedite regulatory procedures, and 

maintain a business-friendly climate [10]. Foreign 

direct investment (FDI) continues to be crucial 

to India’s development into a major international 

economy, helping to determine its future course 

and boost its competitiveness. 
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