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I. INTRODUCTION 
 
Foreign direct investment (FDI) is recognized as a 
powerful engine for economic growth as it enables 
capital-poor countries to build up physical capital, 
create employment opportunities, develop productive 
capacity, enhance skills of local labor through 
transfer of technology, get technical & managerial 
know-how and help integrate the domestic economy 
with the global economy. (9) FDI is also a major 
source of non-debt financial resource for economic 
development. 
 
II. FDI IN INDIA 
 
The Indian government’s favorable policy regime and 
robust business environment have ensured that 
foreign sectors such as defense, insurance, telecom, 
power exchanges and stock exchanges among others. 
Foreign companies invest in India to take advantage 
of relatively lower wages and special investment 
privileges such as tax exemptions, etc.(4)‘Invest 
India’, the government’s foreign investment 
promotion agency, is planning to actively promote the 
country as an investment destination and has drawn 
up a list of 200 companies not present in India that 
capital keeps flowing into the country. The 
government has taken many initiatives in recent years 
such as relaxing FDI norms across it wants to target. 
One of the world’s leading engineering machinery 
manufacturers, China’s Sany Heavy Industry plans an 
investment of $9.8 billion. Amazon, along with 
several Chinese companies is each planning 
investments of more than $5 billion in near future. 
(2)During last 15 year, service sector has attracted 
most of the FDI followed by telecommunications, 
computer hardware & software, construction 
development and automobile industry, which implies 
that India still has large scope for foreign investment 
in many sectors that have not been explored by 
foreign investors so far. Services sector includes 
financial, banking, insurance, non-financial/ business, 
outsourcing, R&D, courier services, testing and 
analysis. 
 
III. WHY INDIA 
 
India remains one of the fastest growing economies 
providing large number of opportunities for investors. 

According to IMF projections for Indian economy, 
the GDP growth rate would be approx. 8% by 2022. 
(6) India will have largest youth population apart 
from largest supplier of university graduates by 2020. 
India has also provided one of the largest markets due 
to rising economic affluence and consumption 
expenditure. Over the next three decades more than 
350 million Indians will move into cities and over the 
next two decades more than USD 1.5 trillion will be 
invested in infrastructure. (6)With the huge labor 
availability and access to markets in and around Asia, 
it becomes very attractive for foreign companies to 
set up their facilities in the country.India has 
developed its IT sectors immensely in last few years 
and currently many leading firms outsource their IT 
services in India. Because of IT advancement the 
companies investing in India will get cheap 
information access. High English literacy among 
Indian youth also provides competitive advantage. (7) 
 
IV. MAJOR CHANGES IN FDI POLICY 
 
On January 10, 2018, the Indian Cabinet gave its 
approval to a number of major amendments to the 
FDI Policy of India, to further liberalize and simplify 
the same. This is to increase the ease of doing 
business in the country, and continue to attract much 
needed foreign capital to fuel India’s growth. 
Currently, most of the FDI comes from Mauritius 
followed by Singapore (Exhibit 3).India announced 
sweeping relaxations in foreign direct investment 
(FDI) rules in single-brand retail. Overseas retailers 
can now delay having to meet the 30% local sourcing 
norm by five years, removing a significant stumbling 
block. Approvals for such investments have also been 
made automatic. Single-brand retailers can set off 
“incremental sourcing” of goods from India for 
global operations during initial five years, beginning 
April 1of the year of the opening of first store against 
the mandatory sourcing requirement of 30% of 
purchases from India. After five years, the firm will 
have to meet the sourcing norm every year. (13) 
Earlier foreign airlines could not invest in Air India. 
It has now been decided to do away with this 
restriction and allow foreign airlines to invest up to 
49% under approval route in Air India subject to the 
conditions that foreign investment(s) in Air India 
including that of foreign Airline(s) shall not exceed 
49%eitherdirectly or indirectly. Also, 
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substantial ownership and effective control of Air 
India shall continue to be vested in Indian 
National.(5)  
 
V. WINNERS AND LOSERS IN FDI 
LIBERALIZATION 
 
Indian retail sector is dominated by small scale labor 
– intensive businesses. These small players may not 
be able to compete with giant multinationals and fall 
victims to foreign competition. Their failure may lead 
to lack of their purchasing power as well. However, 
urban consumers will see higher product quality and 
selection, boosting their purchasing power. 
Multinational retailers do not serve only local market 
but they are experienced in sourcing goods from 
developing countries for their developed economy 
outlets leading toexports. Majority control over their 
operations will completely change the incentives and 
scale at which foreign retailers will operate in India, 
making exports vastly more attractive. Foreign 
retailers can potentially generate tens of billions in 
annual exports, thus directly boosting employment. 
Their expansion will drive the creation of 
commercially valuable infrastructure, further 
boosting employment. Infrastructure development 
would support the agriculture sector as farmers will 
see far fewer of their products wasted on the way to 
market and, thus higher income leading to higher 
purchasing power.To be prosperous in a time of 
unprecedented demographic expansion, India must be 
willing to change, and all change involves both 
winners and losers.(11) In the case of foreign 
participation in retail, the winners will outnumber the 
losers especially when exports are considered. 
 
VI. GROWTH LESSONS: WHAT INDIA CAN 
LEARN FROM CHINA 
 
China has attracted over $144 billion of FDI ranked 
second after US, becoming the factory of the world 
(Exhibit 1). India has to learn a few lessons from 
China as India is far behind China in attracting FDI, 
though both the economies started rebuilding their 
economies after Second World War.In 1978, China 
opened up, inviting foreign capital, promoting its 
coastal areas for investment, freeing agriculture from 
state control and investing in infrastructure. Today, it 
is a $12.5-trillion economy, the second largest in the 
world. India opened up in 1991 after an economic 
crisis, grew impressively at 8.8% per annum and is 
today a $2.5 trillion economy, way behind China. 
China has emphasized investment in infrastructure to 
provide more conducive environment to foreign 
companies. India did not invest adequately in 
infrastructure, only 4.9% of GDP, whereas China 
over-invested, at 8.6%. As a result India’s supply-
chain costs are much higher than China and highly 
cost-uncompetitive. India should also allow more 
investment in education by the private sector to 

improve skills and human capital.(8) The state of 
vocational training in India has been much weaker. 
Various surveys suggest that, as of 2009-2010, only 
2-7 percent of India's youth were receiving vocational 
training whereas China invested massively in skill 
development and in its universities. (3) It created very 
many new cities, promoted urbanization and 
benefited immensely. China spends more on 
economic infrastructure annually than North America 
and Western Europe combined," according to a recent 
report published by McKinsey Global Institute 
(Exhibit 2).China has achieved phenomenal progress 
in the manufacturing sector and in transportation 
infrastructure. The big foreign investors felt that, in 
their own interest, they should boost the local 
economy. For instance, Walmart, with more than 350 
supermarkets in China, has 15,000 Chinese suppliers 
and more than 90 per cent of the merchandise it sells 
in China is made locally. Exports of these products to 
the US have risen. (10)  
 
VII. CHALLENGES AHEAD FOR FDI IN 
INDIA AND RECOMMENDATIONS 
 
India has long been associated with cumbersome 
bureaucratic procedures and regulations that have 
deterred foreign investors. Foreign investors may 
have welcomed India's efforts to raise FDI in 
different sectors; they are still waiting for greater 
clarity on key issues. Easing of FDI limits by itself 
will not translate into more investment if hindrances 
to project clearances remain. Investors are cautious, 
waiting for greater clarity on key issues, such as 
retrospective taxes and public finances, which the 
government has pledged to address.(2, 12)  
The World Bank's ease of doing business rankings 
placed India at 130 out of 190 countries last year. The 
government is said to have set itself the ambitious 
target of climbing to 90th place in the next survey, 
and to be in 30th place by 2020. (1) India should 
expedite the process of infrastructure development 
especially in rural areas, increase investment in 
education sector and effectively implement the 
policies regarding social equality in order to achieve 
its optimistic goal of attracting more FDI in the 
coming years. 
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Exhibits:-  

 
Exhibit1Source:-https://www.gfmag.com/topics/macroeconomy-and-globalization/countries- most-fdi-inflows-2018 

 
Source:-https://www.bloomberg.com/news/articles/2016-06-15/china-spends-more-on-infrastructure-than-the-u-s-and-europe-

combined 
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Exhibit 3 Source:-http://dipp.nic.in/sites/default/files/FDI_FactSheet_21February2018.pdf 

 
 
 
 
 
 
 
 
 

 

Mauritius
37%

Singapore
26%

Netherlands
7%

USA
5%

Japan
3%

Others
22%


