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Abstract-- Foreign Direct Investment (FDI) has become a
fundamental element of worldwide economic integration and
a major catalyst for economic growth, especially in developing
and emerging nations. Characterized by a sustained interest
and substantial control (generally 10% or greater ownership)
by a foreign organization in a local business, FDI encompasses
more than just capital movement to also involve technology
sharing, management skills, and incorporation into
international supply networks. This research examines the
various roles of FDI in recipient economies, emphasizing its
contribution to closing the gap between local savings and
investment, generating jobs, and speeding up industrial
advancement. It recognizes the factors influencing FDI—like
market size, infrastructure quality, and policy stability—that
affect the location decisions of multinational companies.
Although FDI provides significant developmental advantages,
it also poses challenges, such as the risk of capital instability,
profit repatriation, and the potential displacement of local
enterprises. The analysis suggests that the beneficial impacts
of FDI on economic growth are not inevitable; rather, they
depend on the host country's absorptive capacity, which
includes its financial development, education standards, and
regulatory framework. In the end, the study indicates that
creating a favourable environment through targeted
policies—like relaxing investment constraints, improving local
infrastructure, and encouraging technology connections—is
vital for optimizing the overall advantages of FDI and
promoting sustainable, inclusive economic growth.
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I. INTRODUCTION

India is a retailer's dream with an estimated worth of
USD 4.1 trillion (2023) due to its large upwardly mobile
population and impressive growth rate. With the domestic
retail sector projected to grow exponentially in the coming
years, India has consistently been rated as one of the most
desirable destinations for global retailers across an array of
surveys and market reports. In terms of economy, retail is
one of the pillars of the Indian economy with the sector
contributing to about 10% of the Gross Domestic Product
(GDP).

Generally, foreign direct investment encompasses
mergers and acquisitions, establishing new facilities,
reinvesting profits generated from international operations,
and intercompany lending.
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A limited definition used by the World Bank regards
foreign direct investment as a sustained management
interest of 10% or greater in voting shares of a business
functioning in an economy different from that of the
investor. FDI comprises equity capital, long-term capital,
and short-term capital as indicated in the balance of
payments. FDI typically entails involvement in
management, partnerships, sharing of technology, and
expertise. The stock of FDI represents the net cumulative
FDI for a specific period, calculated as outward FDI minus
inward FDI. Direct investment does not include investment
via share purchases (if such purchases result in the investor
owning less than 10% of the company’s shares)

FDI, a form of international factor movements, involves
an entity from one country holding controlling ownership
of a business in another country. Foreign direct investment
differs from foreign portfolio investment, which is a
passive investment in another country's securities like
public stocks and bonds, by the aspect of "control." The
Financial Times states, "Common definitions of control
rely on the internationally accepted 10 percent threshold of
voting shares; however, this is a grey area since a smaller
share block can sometimes confer control in widely held
firms."  Furthermore,  oversight of  technology,
administration, and even essential inputs can grant actual
control

The reason for such a tremendous growth of the
domestic retail sector has been the government decision of
progressively liberalising the retail sector in India for
foreign direct investment.

II. LITERATURE REVIEW

In this section, I examine the scholarly literature
concerning the effects of FDI on the economies of host
countries. The sources I utilized primarily consist of peer-
reviewed scholarly journals. Initially, a concise summary of
FDI is given. Next, I address FDI in India.

Educational FDI helps to create better infrastructure and
can substitute for government funding in education (Garg,
2013). FDI in education has caused less monetary outflow
as the result of Indian students going to school abroad
(Garg, 2013). Recognizing the benefits of FDI in education,
the Indian government has opened up their higher
education sector for foreign investment up to 100%.
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Impacts of FDI in different sectors of the host countries’
economies such as retailing, manufacturing, banking
telecommunication (Fathima, Ahmed, & Kumar, 2013);
and general service. The results showed positive
contributions of FDI on sectors and national economies.

Roohi Javed and Farheen Javed (2018), in their research,
describes the meaning of foreign direct investment (FDI)
and India's failure to comply with international standards in
assessing FDI inflows. The research additionally reveals
that Portfolio investors and round-tripping investments
have played key roles in India's recorded FDI inflows. The
study focused on FDI inflows from 1991-1992 to April
2015-December 2015. FDI as a tactical India requires
investment as a key element to implement economic
reforms and sustain the momentum of expansion and
progress of the economy. The influence of FDI inflows into
India in recent years is quite substantial.

Dr. S. Shalini (2020) The analysis shows that service
sector in India is the one of the sector in which foreign
direct investment is consistent in couple of years, followed
by which is the manufacturing and construction sector.
Service Industry, telecommunication sector, construction
activities followed by trading activities are major sectors
which attracted higher inflows of FDI in India. Countries
like Mauritius and Singapore were among the leading
sources of FDI in India. The research paper also focused on
studying influential effect of GDP contribution & growth
rate on FDI inflows in India.

III. RESEARCH GAP

Although considerable research has been done on
foreign direct investment (FDI) in India, there remain gaps
in the literature that future studies could fill. Some possible
research gaps regarding FDI in India include: a lack of
emphasis on the regional spread of FDI. The majority of
current research on FDI in India has concentrated on
national-level effects, whereas the regional distribution of
FDI has not been thoroughly explored. Future studies might
investigate how the allocation of FDI among different
regions in India affects economic growth and pinpoint the
elements that determine the geographic distribution of FDI.
Lack of focus on the environmental and social
consequences of FDI: Although the economic effects of
FDI have been extensively examined, research on the
environmental and social effects of FDI in India is scarce.
Future studies may examine the ecological and societal
effects of FDI across various sectors and areas, as well as
uncover methods to alleviate adverse effects and encourage
sustainable FDI.
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Insufficient longitudinal research: The majority of
current studies on FDI in India are cross-sectional,
restricting their capacity to determine causal links and
monitor changes over time. Future studies might examine
how national institutions and policies affect FDI appeal and
efficiency, as well as determine methods to enhance the
efficacy of FDI policies.

IV. RESEARCH METHODOLOGY

Objective of the Study The current study has been
carried out to conduct an empirical analysis of the status of
FDI in India and has made policy suggestions to enhance
the flow of FDI into India. The aims of the research can be
outlined as:

a) To examine the trends and direction of FDI movement
in India.

b) To pinpoint reasons for the relatively low levels of
FDI.

¢) To determine causes for regional disparities in FDI
flow.

d) To evaluate India's FDI policy.

Understanding FDI

Foreign Direct Investment or FDI refers to capital
inflows from abroad which are invested to enhance the
production capacity of the economy by buying a company
in the target country or by expanding operations of an
existing business in that country. In other words, it is an
investment made by an organisation into a business or
corporation situated in another country with the intention of
establishing ownership or controlling interest. With such
investment, foreign companies are directly involved in day-
to-day operations in the other country. This means they
aren't just bringing money with them, but also knowledge,
skills and technology.

The idea of getting foreign investment may seem to be
overall positive for the domestic and local markets.
However, whenever there is a policy liberalisation about
FDI, activists are up in arms on both sides of the issue.
Those rooting for FDI assure overall opulence and
development if it is permitted. On the other hand, those
divergent on the pitch claim it will mop away corner shops
in every locality, chuckle inhabitants out of jobs and bring
unthinkable melancholy.

Advantages of FDI

With the central government approving 100% FDI in
single-brand retail and 51% FDI in multi-brand retail,
Foreign Direct Investment has many advantages to offer to
the nation. These are:
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o Development of the Organised Sector Allowing FDI

is a positive step for improving current condition of
economy. Indian economy is highly fragmented with
around 97 percent of its business being unorganised.
With the entry of FDI, this highly unorganised sector
will become organised with more capital inflow.As
this sector becomes more and more organised, there
will be less wastage especially in the food industry
with the presence of efficient supply chains and
adequate storage facilities. FDI, thus, will act as a and
erosion as well as degradation in quality and quantity
of the production. It catalyst in avoiding distress sale
can also address the shortage of money and materials,
which can rapidly enhance the growth of the country.

Development of Technology and Infrastructure When
MNCs pay higher taxes to the Indian government, the
government had a bigger budget to invest in public
holdings. This promotes development in terms of
infrastructure, real estate and banking at a much faster
pace. Further, FDIs can enhance financial services of
a country by not only entering its banking industry but
also by extending other activities like merchant
banking, portfolio investment, etc. In addition, FDIs
bring in access to new technologies and expertise
from foreign companies. This can result in
enhancement of the country's growth potential.

Creates a Conducive Business Environment FDI
facilitates competitiveness among business leaders
and helps to improve the business environment of the
country. It helps in boosting technology enhancement
and improves the management practice, which helps
the MSMEs in the country to produce goods
effectively and efficiently. As a result, India will
flourish in terms of quality standards and consumer
expectations.

Benefit to the Farmers FDI promotes the welfare of
farmers by agricultural growth and thereby, increasing
their income level by reducing the dominance of
intermediaries. Because of the presence of the
intermediaries, prices lack transparency due to which
the farmers do not get their fair share. Indian farmers,
at present, realize only 1/3rd of the final price paid by
the consumer as against the 2/3rd price realized by the
farmers in the countries with a greater share of
organised retail With FDI and the resultant organised
retail sector, the middle men or the intermediaries will
be removed. Producers will be able to directly procure
production from them, thus improving the farmer's
profit.
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Further, FDI promotes contractual farming which
would mean improved and efficient farming practices
as well as higher output and better prices.

e [ncrease in Production Allowing FDI inflow ensures
an increase in investment in key areas such as
infrastructure development, which may lead to an
upsurge in capital goods production. For instance,
investment in power generation can generate more
electric power, which would enable the growth of
more industries.

o [ncrease in Employment Opportunities FDIs in
developing countries have enhanced the service
sectors. This increases the employment opportunities
within these countries, leading to a boost in economic
growth. Educated unemployment can also be reduced
by the FDIs as they can absorb some of the
workforces.

Disadvantages of FDI

While one can list many benefits a nation can reap from
FDI, one cannot forget that FDI comes with its own set of
disadvantages. The domestic players might not be able to
withstand the competition from MNCs and may be wiped
out from the market or be absorbed by the bigger players.
For example 'WALMART", amulti-retailed store
established in the US, currently established retail stores in
India and compelled the Kirana stores to close their
business, leading to a massive loss of jobs and discomfort
to a large chunk of society. Also, to match up with the
current technology war, these new stores are expected to be
much more advanced and automated which is a bad news
for our less skilled labourers. Further, once an MNC gets a
stronghold in the market, they can cause price rise and even
the farmers who were benefitting initially, would stand at
the mercy of these big retailers.

FDI can drain out the target country's revenue share to
foreign countries which can harm the nation's overall
economy. As the concept of multi-retail stores revolves
around the idea of the sale of multiple brands at a single
outlet providing people with the luxury of high-class
facilities and services, some international brands start
taking monopoly over the country which could have a
negative impact on the Indian trade.

Government Measures to increase FDI in India

Understanding the larger role of FDI's in the
development of the country, the Indian Government has
been coming up with various schemes and policies that
promotes FDIs. These are
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Liberalisation of FDI Policy The Indian government
has progressively liberalised its FDI policy across
sectors to attract foreign investors. It has allowed
higher FDI limits, automatic route approvals and
simplified procedures for investment across various
sectors such as manufacturing, infrastructure, retail, e-
Commerce and services.

FDI in Strategic Sectors The government has
identified strategic sectors such as defence, railways,
insurance, and aviation for attracting higher FDI
inflows. It has relaxed FDI norms and allowed greater
foreign participation in these sectors through policy
reforms and amendments.

Streamlining Approval Processes The government has
streamlined approval processes and introduced online
portals like the Foreign Investment Facilitation Portal
(FIFP) to provide a single-window interface for
investors to obtain approvals and clearances. This
initiative aims to improve ease of doing business and
reduce bureaucratic hurdles for foreign investors,

Tax Reforms The government has introduced tax
reforms to create a more investor-friendly
environment and attract foreign capital. Measures,
such as reduction in corporate tax rates,
rationalization of tax structures and simplification of
tax compliance procedures, aim to enhance India's
competitiveness as an investment destination.

Infrastructure Development Investment in
infrastructure development is critical for attracting
FDIs as it improves connectivity, logistics and the
overall business environment. The government has
launched initiatives like the National Infrastructure
Pipeline (NIP) to boost infrastructure investments and
create opportunities for foreign investors in sectors
such as roads, ports, airports and urban infrastructure.

FDI Promotion Campaigns The government conducts
promotional campaigns and roadshows in key global
markets to showcase India's investment opportunities
and attract foreign investors. These campaigns
highlight India's growth potential, market size, skilled
workforce and investment-friendly policies to attract
FDI inflows.

Special Economic Zones (SEZs) The government has
established SEZs with a conducive favourable policy
frameworks, tax incentives and infrastructure support
to attract export-oriented industries and foreign
investors. SEZs provide environment for foreign
investment by offering various benefits such as duty-
free  imports, streamlined  procedures  and
infrastructure facilities.
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o Bilateral Investment Treaties (BITs) and Free Trade
Agreements (FTAs) The government has signed BITs
and FTAs with various countries to promote
investment flows and provide protection to foreign
investors. These agreements provide legal certainty,
dispute resolution mechanisms and market access
benefits, encouraging foreign investors to invest in
India.

Overall, these government measures aim to create an
enabling environment for FDI inflows, stimulate economic
growth and enhance India's position as an attractive
investment destination on the global stage.

V. CONCLUSION

Based on the examination of trends, patterns, and effects
of Foreign Direct Investment (FDI) in India, it can be
determined that FDI has been instrumental in India's
economic growth and progress. Firstly, FDI inflows have
aided the expansion of several sectors within the Indian
economy, including services, manufacturing, and
infrastructure. FDI has contributed to job creation,
facilitated technology transfer, and improved productivity,
which has fostered the country's overall economic growth.
Secondly, various economic, political, and institutional
factors affect FDI inflows. Factors such as economic size,
market potential, political stability, regulatory framework,
infrastructure, and human resources are key elements that
draw FDI inflows to India. Thirdly, FDI inflows have
shown sectoral and regional trends, with notable clustering
in specific industries and areas. The services industry has
been the primary recipient of FDI inflows, followed by
manufacturing and infrastructure industries. The western
and southern areas of India have drawn a notable share of
FDI investments. Fourthly, FDI inflows have created
beneficial spill over effects on the performance and
competitiveness of domestic companies. FDI inflows have
contributed to the improvement of productivity and
innovation in domestic firms through technology transfer,
knowledge diffusion, and management practices. Finally,
FDI inflows into India have resulted in considerable
environmental and social consequences. India secured the
68th position in the Global Competitiveness Index; the
economy demonstrated notable strength during the
pandemic. India should enhance its infrastructure, including
roads, ports, airports, and power supply, to draw in higher
FDI inflows. Improving infrastructure can lower
transaction expenses, boost productivity, and enhance the
nation's appeal to investors. To sum up, FDI has been
essential for India's economic advancement and
progression.



N

IJRDET

International Journal of Recent Development in Engineering and Technology
Website: www.ijrdet.com (ISSN 2347-6435 (Online) Volume 15, Issue 03, March 2026)

REFERENCE

"Foreign Direct Investment (FDI) and Ease of Doing Business in
India" by Madhusudana H.S. (2019)

"Foreign Investment: The Indian Perspective" by VyuptakeshSharan,
"Foreign Direct Investment and Globalisation" by RamniTaneja
Foreign Direct Investment (FDI) in India Since 1991 by Dr
NitiBhasin

FOREIGN DIRECT INVESTMENT:
DEVELOPMENT by SURESH YADAV

TAXATION AND

997

(6]

(7]

(8]

Fathima, A., Ahmed, B., & Kumar, S. S. (2013). FDI in Indian
Telecom Sector a Perspective. International Journal of Scientific
Engineering and Technology, 2, 982-985.
http://www ijset.com/publication/v2/183.pdf

Garg, B. (2013). The Impact of FDI in the Enhancement of
Education Sector in India. Pranjana, 16, 68-74.
http://www.indianjournals.com/ijor.aspx?target=ijor:pr&type=home
Roohi Javed and Farheen Javed, “A Panel Data Analysis of Foreign

Direct Investment Inflows into India since 1991 to 2015”, The Indian
Economic Journal 65(1-4) 27-36.



