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Abstract - Foreign Direct Investment (FDI) is the key source of investment in many countries including India. It has 
enhanced trade (Import and Export) and has created many job opportunities. The main aim of the paper is to study the 
impact and effect of FDI in the Economic growth of India using simple linear regression model. The results show that there 
are positive linkages between FDI and GDP of India. 
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I. INTRODUCTION 

 

Indian economy is a developing mixed economy. It is 
the world’s 3

rd 
largest economy by Purchasing power 

parity (PPP) and 6th largest by nominal GDP. After 

economic liberalisation (1991) India has achieved the 

annual GDP growth rate of 6.7% averagely. In FY 

2015 and 2017 India’s economy became the world’s 

fastest growing major economy surpassing China. 

(Imf.org) India topped the World Bank’s growth 

outlook for the first time in fiscal year 2015-16 

during which the economy grew at 

7.6%.(ForeignPolicy.com)Foreign direct investment (

FDI) is an important element of international econom

ics; the flow of capital, technology, knowledge and sk
ills across national boundaries creates opportunities f

or host countries, particularly for developing countrie

s to 'catch up’ with others (Caves, 

R. 1996; Markusen, J.R and Venables, 

A.J 1999; Javorcik, B.S 2004). FDI has robust effect 

on the development of the developing economies like 

India and China. 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.(Entrepreneurs Council of 

India)According to Department of Industrial Policy 

and Promotion (DIPP), the total FDI investments 

India received in April-December period of 2015 was 

US$ 40.82 million, indicating that government's 

effort to improve ease of doing business and 

relaxation in FDI norms is yielding results. Data for 

April-December 2015 indicatescomputer hardware 
and software segment attracted the highest FDI equity 

inflow of US$ 5.31 billion, followed by services 

sector – US$ 4.26 and trading business – US$ 2.72 

billion.Most recently, the total FDI equity inflows for 

the month of December 2015 touched US$ 4.64 

billion as compared to US$ 2.16 billion in the same 

period last year. During FY2015, India received the 

maximum FDI equity inflows from Singapore at US$ 
10.99 billion, followed by Mauritius (US$ 6.12 

billion), USA (US$ 3.51 billion), Netherlands (US$ 

2.15 billion) and Japan (US$ 1.08 billion). Healthy 

inflow of foreign investments into the country helped 

India's balance of payments (BoP) situation and 

stabilised the value of rupee.FDI in India witnessed 

an increase of 40 per cent and reached US$ 29.44 

billion during April-December, 2015 as compared to 

US$ 21.04 billion in the same period last 

year.(Entrepreneurs Council of India). FDI has 

increased, on the same side it has also decreased the 

growth of small scale industries and medium scale 
industries depending on the markets and there 

environment. It has fostered various sectors of Indian 

Economy, various favourable policies by government 

of India and robust business environment have 

clinched that the FDI keeps brimming into the 

country. Many dynamism’s has been taken by the 

government in the way by simmering down FDI 

norms in varioussectors like Defence, telecom , stock 

exchange , Public sector Enterprises, Oil refineries , 

power exchange and many more , so that they can 

blossom and create new opportunities in India. The 
main aim is to generate employment opportunities, 

using Indian talent, unlax Brain Drainand empower 

the Primary, Secondary and Tertiary sector. 

Investment has and will foster innovation and will 

budge skill development. New industrial corridors, 

new initiatives, national manufacturing and 

intellectual property have enhanced through FDI. 

 

II. OBJECTIVES AND METHODOLOGY 

 

 Study of Foreign Direct Investment and 

Economic Growth in India and its Trends 

 To find out the linkages between FDI and 

Economic Growth of India from 1996-2016 

This is an Explanatory type of research. In this 

secondary source of data have been used .In order to 

analyse the influence of FDI on economic growth in 
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the period 1996-2016, a simple linear regression 

model using SPSS software has been used. Here FDI 
represents the independent variable and GDP is 

considered to be the dependent variable. 

 

III. LITERATURE REVIEW 

 

The literature linking FDI and economic development

 in the host economy mostly addresses spillover prod

uctivity effects via the dissemination of innovations o

n locallyowned firms (Barrios,et al., 2005; Ayyagari,

M and Kosova,R 2010). Other avenues for positive sp

illovers include demonstration effects (Barry,F et al., 

2003); labor mobility (Fosfuri,A. et al., 2001) and enh
anced export performance (Greenaway,D et al., 2004)

. Contratry, some authors also elicit concern to the po

tentially inimical effect of FDI on development (Aitk

en,B.J and Harrison,A.E, 1999; Kathuria,V. 2000; Ba

rrios,S. et al., 2005).Moreover, the mechanisms of ne

gative and positive effects depend on whether domest

ic and foreign firms are  vertically (inter‐  related) or 

horizontally(intra–related) to each other (Javorcik, 

B.S and Spatareanu, M. 2008) 

and whether competitors' products are strategic compl

imentary or substitute (Fudenberg ,D.and Tirole,J. 19
84; Bulow,J. et al., 1985).  In a developing economy, 

foreign firms may be able and willing to pay higher w

ages to workers, enabling them to scoop up scarce do

mestic resources such as managerial talent and skilled

 labor; potential entrepreneurs might thus instead bec

ome tied up as employees of multinational firms(Estri

n,S. et al, 2013). Export oriented FDI can also 

provide local firms with the knowledge necessary to 

penetrate overseas market. (Greenway, D. et al, 

2004). Export decisions of existing domestic firms 

can be inveigled by exposure to knowledge 

accumulated through foreign firms’ international 
experience.(Aitken,B.J. et al.,1997; Kneller,R. and Pi

su,M. 2007). Various studies linking FDI and host 

economy development in which the importance of 

inter-industry or vertical spillovers have also been 

aforethought. (Rodriguez‐ Clare, A. 1996; Javorcik, 

B.S. and Spatareanu, M. 2008) suggested that vertical 

spillovers are associated with projects with shared 

domestic and foreign ownership but not with fully 

owned foreign subsidiaries. They also indicate that 

the negative competition effect of FDI inflows is 

lower in the case of partially owned foreign 
investments as it is mitigated by larger knowledge 

dissipation within the sector. 

 

FDI can also have negative effects on the economy of 

the host country, like competition to the local traders 

may penetrate negative impact on their firms and 

industries. Introduction of new and advance 

technology can lead to unemployment, furthermore it 

can also lead to the downturn of the small scale 

domestic manufacturing industries and wholesale 

industries. FDIinduced competitive forces may lead t

o a reduction in prices, ultimately resulting in displac

ement of local firms, which though inefficient in an in

ternational sense may provide local employment and i
ncome.  (Aitken, B.J and Harrison, 

A.E,1999) altercate that entry of foreign firms 

decreases the productivity of domestic firms by 

choking them to cut production which emanates 

market stealing effects. 

 

Trends of FDI and GDP in INDIA during 1996-

2016 

 

 
Source: World Bank database 

 

 
Source: World Bank Database 

 

From the above data we can see that there are positive 

trends in GDP and FDI. Due to various policies made 

by the government to attract FDI in India has made 

capacious use of FDI and the economy is growing at 

a faster pace. The significant increase in FDI inflows 

to India reflected the impact of liberalisation of the 

economy since the early 1990s as well as gradual 

opening up of the capital account. As part of the 
capital account liberalisation, FDI was gradually 

allowed in almost all sectors, except a few on grounds 

of strategic importance, subject to compliance of 

sector specific rules and regulations.(RBI database) 

Due to its robust domestic economic performances 

and policies made by the government, India has 

received large FDI inflows. We can see that FDI rose 

from 5.12(billion $) in 2001 to 43.4(billion $) in 2008        

Also, during the global crisis, India has a moderate 

effect on it. Its inflows were relatively moderate and 

post crisis period India witnessed growth. This was 
because there was sea change in policies made by the 

government inearly1990s when it began its economic 

reforms. 
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IV. DATA ANALYSIS AND INTERPRETATION 

 
This section contains the output of the linear regression model and interpretation of the result. 

 

 
 

As per the output of the Anova table the p value has been observed significant, So the Null hypothesis has been 

rejected. This means the present linear regression model represents overall fit for the data. 

 
 

As per the table represented by the parameter coefficient, the value of constant is 400.827 and the value of the 

coefficient of independent variable is 37.145. So the linear regression model is represented by GDP = 

400.827+37.145*FDI_inflows 

 
 

The results show that there is a strong and positive relationship between FDI and GDP. The value of the 

correlation coefficient between the two variables, R = 0.898 is close to a value of 1, which indicates that  there is 

a robust correlation between FDI and GDP, meaning that if there is an increase in the value of investments, there 

is also an increase in GDP. Adjusted coefficient of multiple determination (R2 = 0.797) reveals that 80% of 

GDP is influenced by the value of investments. 

 

CONCLUSION 

 

India is the world’s largest democracy and since the 

adoption of New Economic Policy in 1991, the 

landmark shift in the economy of India can be seen. 

Liberalization has done away with the license regime 

(investment, industrial and import licensing) and has 

ended many public monopolies, allowing automatic 

approval of foreign direct investment (FDI) in many 

sectors. The reforms advanced in the areas of opening 

up to foreign investment, deregulating domestic 

business, reforming capital markets and 
reconstructing the trade regime.  India made 

capacious use of FDI as a way to acquire foreign 

knowledge and widen the export markets.Its new 

regime of policies to attract FDI inflows, its robust 

domestic economic performances,accumulating 

foreign knowledge and advancement of technologies 

leading to the change in infrastructure of the 

economy, India has received large FDI inflows and 

increase in GDPhas made positive effects on the 

Economic growth of INDIA.Though some studies 
suggest positive linkages between FDI and GDP and 

some negative linkages, but our analysis results show 

that there are positive linkages between the FDI and 

GDP and as investment will grow the GDP will also 

grow. However other variables like labour 

productivity, unemployment rate, and human 

development index were not taken into consideration 

for the analysis. 
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