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Abstract— The Concept of Foreign Direct Investment is present an important measure to analyze India’s economic 

development. FDI refers to capital inflows from foreign countries that are invested in to host countries to increase the economic 

development in terms of an increase in the per capita income, GDP growth rate and other economic indicators. FDI may be in 

the form of corporate strategic alliances, Brownfield and Greenfield projects. So, FDI is a long term investment by a foreign 

organization into an organization based in the host country. With the initiation of LPG policies in INDIA during 1990’s, the 

country has been witnessing a huge flow of FDI inflows during the past two decades. The economic growth of a country is 

mainly depends on its production based activities which leads to more exports and a remarkable forex reserves. In India the 

doors are opened to FDI in 1991 through LPG policies and it attracted foreign countries to invest in various sectors like 

primary, secondary and service sectors of the economy. At present the country is attracting more FDI than earlier.  

The researcher is examining the association between FDI and its effect on India's economic development, to analyze 

whether there is a significant increase or decrease subsequent to significant increase or decrease in India's FDI contributing to 

country's economic growth. 
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I. INTRODUCTION 
 

India’s economic reforms began in 1991 under the PV Narsimha Rao Government. By that time, the surge in oil 
prices triggered by the Gulf War in 1990 imposed a severe strain on a balance of payments already made fragile by 
several years of large fiscal deficits and increasing external debt. FDI was introduced in India in 1991 under the 
LPG (Liberalization, Privatization, Globalization ) Policies and Foreign Exchange Management Act (FEMA) before 
1991, India disallowed Foreign Investment namely Overseas Corporate Bodies (OCB).Under the LPG policies 1991, 
massive incentives and concessions were allowed for the inflow of FDI in India. India is a growing country, which 
has a huge scope for investors as well as capital goods. India’s plenty of diversified natural resources, its wide-
ranging economic policies, market conditions and skilled human resources, made a final destination for foreign 
direct investments.  

 
Economic growth of around 7½% makes India the fastest-growing G20 economy. The speeding up of structural 

reforms, the move towards a rule-based policy framework and low commodity prices has provided a strong growth 
impetus. Recent deregulation measures and efforts to improve the ease of doing business have boosted foreign 
investment. Investment is still held back by the relatively high corporate income tax rates, a slow land acquisition 
process, regulations which remain stringent in some areas, weak corporate balance sheets, high non-performing 
loans which weigh on banks’ lending, and infrastructure bottlenecks. Quality job creation has been low, held back 
by complex labour laws. 

 
The reforms had two broad objectives. One was the reorientation of the economy from a statist, centrally directed 

and highly controlled economy to what is referred to in the current jargon as a ‘market friendly economy’. A 
reduction direct controls and physical planning was expected to improve the efficiency of the economy. It was to be 
made more ‘open’ to trade and external flows through a reduction in trade barriers and liberalization of foreign 
investment policies. A second objective of the reform measures was macro-economic stabilization. This was to be 
achieved by substantially reducing fiscal deficits and the government’s draft on society’s savings. 
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TABLE NO: 1: SHARE OF TOP INVESTING COUNTRIES FDI INFLOWS 
               Amount Rupees in Crores (US$ in Million) 

Rank
s 

Country 
 Cumulative Inflows (April, 00 - March, 

17) 
%age to total Inflows (in 

terms of US $) 
1 MAURITIUS 5,85,950 34% 

2 SINGAPORE 3,15,042 16% 

3 JAPAN 1,42,260 8% 

4 U.K. 1,25,545 7% 

5 NETHERLANDS 1,17,167 6% 

6 U.S.A. 1,10,532 6% 

7 GERMANY 52,045 3% 

8 CYPRUS 46,731 3% 

9 FRANCE 30,637 2% 

10 UAE 26,187 1% 

Total FDI Inflows From All Countries * 17,87,555 - 

Source: FDI Fact sheet by RBI. 

 
TABLE NO: 2 SECTORS ATTRACTING HIGHEST FDI INFLOWS: 

                                                                                                          Amount Rupees in Crores (US$ in Million) 

Ranks Sector 
Cumulative Inflows (April, 

00 - March, 17) 
% age to 

total Inflows 

1 SERVICES SECTOR  3,16,568 18% 

2 COMPUTER SOFTWARE & HARDWARE 1,36,789 7% 

3 
CONSTRUCTION DEVELOPMENT: 
TOWNSHIPS, HOUSING, BUILT-UP 
INFRASTRUCTURE 

1,14,639 7% 

4 TELECOMMUNICATIONS 1,30,164 7% 

5 AUTOMOBILE INDUSTRY 92,218 5% 

6 DRUGS & PHARMACEUTICALS 75,820 4% 

7 TRADING 84,557 4% 

8 CHEMICALS (OTHER THAN FERTILIZERS) 68,952 4% 

9 POWER 60,087 3% 

10 METALLURGICAL INDUSTRIES 53,074 3% 

Source: FDI fact sheet by RBI. 

 
GRAPH 1: GROWTH OF FDI INFLOWS FROM 2000 - 2017 

 
 

Present Scenario  

It has been more than a decade since the reforms first began and today in the 21st Century, India has come a long 

way from the early days of license raj system. India has been able to make its mark in the world standing as a 

lucrative country for FDI by becoming more and more competitive on the world standards. All this growth has been 
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achieved through a number of favorable factors amongst which the main factors are proactive government policy 

and regulations and favorable economic conditions. As many of MNC’s identified that India is the ideal place to be 

and India being the world’s second largest economy (in terms of population) with a population of above one billion, 

fourth largest in the world in terms of GDP ($3.3 trillion) with a Gross National Income ($570 billion), it is 

potentially a very fast growing market and all MNC’s realize the fact to take advantage of this ever growing 

economy, they need their presence in the country.  

Economic Indicators used in the study 

� GDP (Gross Domestic Product ) -  GROWTH RATE 

� GNP – Gross National Product 

� Currency Exchange Rate ($ vs ₹ )  

II. RESEARCH OBJECTIVES  
 

a) To analyze the trends and pattern of FDI inflows in to the country. 

b) To analyze country wise FDI inflows  

c) To analyze the growth in foreign investment inflows. 

d) To analyze the association between FDI and Economic Indicators. 
 

III. SCOPE OF THE STUDY  
 

FDI has its own importance in developing the economy of the country at international level in terms of Gross 
Domestic Product, Gross National Product and other economic variables. On this point the researcher intended to 
identify the impact of FDI on the country’s economic indicators like GDP, GNP, Forex Reserves and Per Capita 
Income which reflects the economic growth. Moreover the research intended to identify the growth of FDI inflows 
in to the country from different countries. 
 

IV. LIMITATIONS OF THE STUDY  
 

a) The research is completely depends secondary data in nature.  
b) The data is limited to only India's economic growth and investments in terms of FDI inflows to a period of 2001-

2017. 
c) There is a problem of identical data from different sources.  

 

V. REVIEW OF LITERATURE  
 

Chaturvedi ILA (2011) "Role of FDI in Economic Development of India: Sectoral Analysis". In this researcher 
analysed the FDI inflows with special reference to sector wise inflows in India. This paper also examined the sector 
wise allocation of FDI in order to know the key sector, which has attracted the major share of FDI in India, and to 
find out the association between FDI and Economic Development. It revealed that there is high degree of association 
between FDI and economic development.  

Pais  in his paper “Foreign Direct Investment: Impact on Indian Economy” has shown contemporary challenges 
and areas to improve. As well as the researcher, concluded Foreign Direct Investment has a positive correlation with 
economy growth of India.  

 
Mohanty in his research paper titled” Making India an Attractive Investment Destination: Analysing FDI Policy 

and Challenges” outlines India’s foreign direct investment (FDI) policies and key challenges for FDI investors, 
current policy improvements to attract the foreign firms.  

 
M Karthika and Dr S Nirmala found that FDI is the life blood of the economy and is an important tool of the 

economic development of the country. In their research they found a significant association between FDI and other 
economic variables in which FDI enhances the Economic status of the country. It is found that India has gained a 
significant position in world economic standards due to increase in FDI. Moreover the country is the final 

International Journal of Scientific Research and Review

Volume 7, Issue 3, 2018

ISSN NO: 2279-543X

http://dynamicpublisher.org/136



destination of MNC’s for Foreign Direct Investment to expand their business in India which is the largest economy 
in the world 

 
Sanghamitra Samal and D.Venkatrama Raju in their research paper FDI plays a vital role in increasing economic 

growth of the country. In this they analysed the key factors to determine the FDI inflows at sectorial level. Finally, 
the study observes that FDI is a key factor which influences the economic growth in India. FDI provides a strong 
basement to enhance the economic standards of the country. 

 

VI. RESEARCH METHODOLOGY  
 

 Research Design:  
The methodology follows both analytical and descriptive in nature. The main purpose of this research is to 

identify the state of nature, as it exists at present. 
Period of the Study:  

The period of study is to analyse the association of foreign direct investment inflows to India’s Economic 
growth is around 16 years, i.e. from 2001 – 2002 to 2016-17. 
Sources of Data: 

The study is entirely based on secondary data. The data collected from various sources likely 
� Handbook and Statistics of Indian Economy- RBI 
� Data tables of Planning Commission, GOI. 
� India's FDI Fact Sheet from Department of Investment Policy and Promotion 

Hypothesis of the Study formulated as below: 
The significance of these hypotheses is being tested by using Karl Pearson's Correlation Coefficient with 5 % LOS.  
The Null hypothesis for the study has been formulated as below: 

� There is no association between the India’s FDI Inflows and GDP at Factor Cost. 
� There is no association between the India’s FDI Inflows and GNP at Factor Cost. 
� There is no association between the India’s FDI Inflows and INR Exchange rate. 

Tools used for data analysis:   
I. Annual Growth Rate: 

The annual growth rate is used to identify the positive and negative growth rate annually that is worked out 
using the following formula:  

,    Where                           X1 = First value of variable X  

X2 = Second value of variable X  

II. Correlation Coefficient:  
Karl Pearson’s Correlation co-efficient were calculated to find the degree of association between two variables. i.e., 
whether there exists association/correlation between two variables or not.  
 
 
Correlation Co- efficient  
 

X = First Variable   Y = Second Variable 
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III. Student’s t - Test for Correlation Coefficient  
A t-test is used to test whether the correlation between two variables is significant.  

Test Statistics |t| =  

 The test statistic “r” follows a t- distribution at 5% LOS @ n-2 degrees of freedom. 
 

VII. DATA ANALYSIS AND INTERPRETATION 
The collected data has been processed and analysed in accordance to find the association among the variables. 

1. FOREIGN DIRECT INVESTMENT INFLOWS GROWTH IN INDIA 
 

The Annual Growth Rate used to analyze the growth rate of year wise FDI inflows for a period of 2000- 17 i.e. of 17 
years data  

TABLE 3: THE GROWTH RATE OF FDI INFLOWS IN INDIA IN INR 
S No Financial Year 

(April – March) 
Total FDI Flows 
(in INR terms) 

 growth over previous year  
(in INR terms)  

1.  2000-01  10,733 - 

2.  2001-02  18,654 ( + ) 65 % 

3.  2002-03  12,871 ( - ) 33 % 

4.  2003-04  10,064 ( - ) 19 % 

5.  2004-05  14,653 ( + ) 47 % 

6.  2005-06  24,584 ( + ) 72 % 

7.  2006-07  56,390 (+ )125 % 

8.  2007-08  98,642 ( + ) 97 % 

9.  2008-09  142,829 ( + ) 28 % 

10.  2009-10  123,120 ( - ) 18 % 

11.  2010-11  97,320 ( - ) 17 % 

12.  2011-12  165,146 (+) 64 % 

13.  2012-13  121,907 (-) 36 % 

14  2013-14  147,518 (+) 8% 

15.  2014-15 (P)  189,107 (+) 27% 

16.  2015-16 (P)  262,322 (+) 29% 

17.  2016-17 (P)  291,696 (+) 9% 

 

Source:  RBI’s Bulletin May, 2017 dt.09.05.2017 (Table No. 34 – FOREIGN INVESTMENT INFLOWS).P 

indicates Provisional. 

From the above table it is identified that the FDI inflows have been fluctuating year after year with constant 
increase from 2003-04 to a rapid increase in 2008-09 and after that been declining till 2009-10. In 2006-07 the FDI 
inflows have been reported a higher rate due to more liberalized policy regimes announced by the Government of 
India, the apex body in various sectors for the foreign investors to take a step forward to invest and expand their 
business operations targeting the untapped market in India, after reviving immediately from the global economic 
crisis from 2010 – 11. It inferred that India has received more inflows in the year 2006-07 and 2007-08 relative to all 
other years and has a steady foreign direct investment inflow in the country. 

2. ANALYSIS OF RELATION BETWEEN INDIA’S FDI AND ECONOMIC GROWTH  
The value of the correlation coefficient is in between plus and minus one.  

Correlation Coefficient Interpretation: for Positive Correlation 

Coefficient Range  Strength of Relationship  

0.00 - 0.20  Very Low degree  

0.20 - 0.40  Low degree 

0.40 - 0.60  Moderate  

0.60 - 0.80  High degree  

0.80 - 1.00  Very High degree  

Correlation Coefficient Interpretation: for Negative Correlation 

Coefficient Range Strength of Relationship 

0.00 - -0.20 Very Low degree 

-0.20 - -0.40 Low degree 

-0.40  -  -0.60 Moderate 

-0.60 - -0.80 High degree 

-0.80 - -1.00 Very High degree 
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Student’s t – test is used to test correlation is associated between two variables.  
� If |t| > critical value- Reject Null Hypothesis (H0) and accept alternative hypothesis. 
� If |t| ≤ critical value- Accept Null Hypothesis (H0) and reject alternative hypothesis.  
3. RELATIONSHIP BETWEEN FDI INFLOWS AND GDP AT FACTOR COST 

Null Hypothesis (H0): 

� There is no association between the India’s FDI Inflows and GDP at Factor Cost. 

� There is no association between the India’s FDI Inflows and GNP at Factor Cost. 

� There is no association between the India’s FDI Inflows and INR Exchange rate. 

Alternative Hypothesis ( H1) : 

� There is an association between the India’s FDI Inflows and GDP at Factor Cost. 

� There is an association between the India’s FDI Inflows and GNP at Factor Cost. 

� There is an association between the India’s FDI Inflows and INR Exchange rate. 

TABLE 4:  INDIA'S FDI INFLOWS AND GDP @ FC, GNP @ FC, CURRENCY EXCHANGE RATE VS $ 
(Amount Rupees in crores ) 

S No 
Financial Year FDI 

GDP 
(fc) 

GNP 
(fc) 

Currency Exchange Rate (Year End) 

(April – March) (X) (X1) (X2) (X3) 

1 2000-01  10,733 20007.43 19780.10 46.6400 

2 2001-02  18,654 21752.60 21551.92 48.8000 

3 2002-03  12,871 23438.64 23717.74 47.5050 

4 2003-04  10,064 26258.19 26051.11 43.4450 

5 2004-05  14,653 29714.64 29490.89 43.7550 

6 2005-06  24,584 33905.03 33643.87 44.6050 

7 2006-07  56,390 39532.76 39200.42 43.5950 

8 2007-08  98,642 45820.86 45615.74 39.9850 

9 2008-09  1,42,829 53035.67 52706.44 50.9450 

10 2009-10  1,23,120 61089.03 60709.03 45.1350 

11 2010-11  97,320 72488.60 71670.53 44.6450 

12 2011-12  1,65,146 83916.91 83148.61 51.1600 

13 2012-13  1,21,907 92026.92 90859.29 54.3893 

14 2013-14  1,47,518 103631.53 102232.69 60.0998 

15 2014-15 (P)  1,89,107 114817.94 113343.64 62.5908 

16 2015-16 (P)  2,62,322 124586.42 122988.63 66.3329 

17 2016-17 (P)  2,91,696 136699.14 134803.14 64.8386 

Source: RBI bulletin and FDI fact sheet 
TABLE 5: THE CORRELATION CO-EFFICIENT, CALCULATED AND TABULATED VALUES OF TEST STATISTIC “T” AMONG INDIA'S 

FDI INFLOWS AND ECONOMIC VARIABLES 

Particulars  
Economic Variables  

GDP (fc)  GNP (fc)  
Currency Exchange 
Rate (INR vs USD)  

Correlation Coefficient  0.94593 0.946532 0.823191 

Calculated |t| value  3.22  3.24  4.90  

Null Hypothesis  Not Accepted  Not Accepted  Not Accepted  

Alternative Hypothesis Accepted Accepted  Accepted 

Level of significance at 5%*  
Correlation Coefficient 

value is significant  

Correlation 
Coefficient value is 

significant 

Correlation 
Coefficient value is 

significant 

*Critical value at 32 degree of freedom and 0.05 significance level is ±2.11. 
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It is observed that there is a very high degree of positive correlation between FDI and GDP (fc), FDI and GNP(fc), 

FDI and Currency Exchange Rate (INR vs USD). FDI and Economic variables are positive correlated i.e both 

variables are moving in the same direction (increment or decrement) It is concluded that the null hypothesis is not 

accepted and shows that Foreign Direct Investment have a positive influence on GDP, GNP and currency Exchange 

Rate of India’s Economic variables.  

Furthermore, it is concluded that all three alternative hypothesis were accepted and it can be inferred that there is a 

significant association between FDI and other economic indicators which accelerates India’s economic growth.  

 

VIII. FINDINGS AND DISCUSSIONS   
 

The findings to assess the relationship of foreign direct investment and economic growth show the following:   
� It is found that there is a very high degree of positive correlation between the India's foreign direct investment 

inflows and gross domestic product that shows a correlation co-efficient of +0.94. It can be concluded that increase 

in FDI inflows leads to increase in growth of GDP of India.  

� It is found that there is a very high degree of positive correlation between the India's foreign direct investment 
inflows and gross domestic product that shows a correlation co-efficient of +0.94. It can be concluded that increase 
in FDI inflows leads to increase in growth of GNP of India’.  

� It is found that there is a very high degree of positive correlation between the India's foreign direct investment 
inflows and Currency Exchange Rate (INR vs USD) shows a positive correlation co-efficient of +0.82. it can be 
inferred that increase in FDI leads to increase in Currency Exchange Rate. 
From the above information, it can be concluded that FDI inflows is an important tool in GDP, GNP and Currency 
Exchange Rate. Despite the global meltdown in economy, India is attracted a huge amount of FDI inflows. The LPG 
policies in India facilitated flexible investment and policies prove to be the source for the foreign investors to invest 
in India. The GDP of India in all these years has found to be in the range of 4% - 8% contributing its share globally. 
It also shows that Foreign Direct Investment is the key factor influencing the level of economic growth in India that 
helps in increasing GDP and GNP. Hence, it facilitates a key source for growth of the economy and development 
and it enhances the financial standards of the country to compete at global level. 
 

IX. CONCLUSION  
 

The researcher has identified that Foreign Direct Investment is key element for the economic development. From 
the study it is identified there is a positive association among the FDI and other macro - economic variables. India is 
one of the most attracting country of foreign investment which enhances the economic development. Macro – 
economic indicators are the key elements to identify the economic growth of a country and these elements are 
increasing if foreign investment is increasing. This study can also be used for further analysis to evaluate the growth 
of specific sector wise FDI inflows with reference to growth of India's economic development. 
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