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Abstract 

The foreign Direct funding includes the transfer of capital, strengthen generation, and 

goods & services, come from evolved kingdom to the developing for enhancing 

residing preferred, gaining new technology, offering employment possibility, growing 

gross home product, organising new flora and elevating foreign reserve and so on. 

therefore, is beneficial investment for attaining appropriate growth. Therefore, the 

Government of India had granted the permission to foreign investors for starting their 

business & setting-up plants and allowed 100% Foreign Direct Investment for 

Automobile Sector in the year 1991. Since, time, it has been resulted, India ranks 

second in two-wheeler, third in three-wheeler and enjoy abundant capital goods, 

brilliant engineering talent, low over all cost, political stability, legal and accounting 

frame-work etc. 
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INTRODUCTION 

Foreign Direct Investment plays an important role 

for the country’s economic development and makes 

good infrastructure, brings employment, raises 

foreign capital & improves growth rate of a country. 

Under this investment process, the foreign company 

makes investment for the purpose of controlling 

production, distribution and other procedural 

activities of a firm in another country. 

 

Foreign Direct Investment is also good source for 

the foreign capital to enhance competitiveness of 

domestic economy through transfer of technology, 

strength infrastructure, raise productivity and 

generate new employment opportunity. In case of 

India it requires because, it promotes economic 

development, makes more conducive environment 

for the foreign investors, creates employment 

opportunity, enables resource transfer, generates 

exchange of knowledge and increases productivity 

of the workforce in the target country.  

Foreign Direct Investment is benefited to state as 

well as central government through this they 

improve their physical and economic infrastructure 

such as building roads, communication systems, 

educational institutions, and creation of new 

domestic industry and its advantages included; 

access to market & resources in terms of acquiring 

or starting a new business in the market, reduce cost 

of production, increase domestic employment, 

invest capital for infrastructure, show positive 

influence on the Balance of Payments and call new 

technology.  

 

The forms of Foreign Direct Investment include 

merger & acquisition and building new facilities 

and developing countries consider this as an 

important channel to access resource to promote 

growth, while the multinational enterprises utilize 

foreign capital to make investment in real assets, 

land, building, or existing plants in foreign 

countries. 

 

In following conditions nations searching for 

foreign Direct investment. First, domestic capital is 

insufficient for the motive of monetary growth, 

second, overseas capital is typically critical as a 

minimum as a transient degree in the course of the 

duration whilst the capital market is in the 

technique of improvement and 0.33, foreign capital 



 

May – June 2020 

ISSN: 0193-4120 Page No. 5498-5500 

 

 

5 4 9 9  Published by: The Mattingley Publishing Co., Inc. 

usually brings some other scare effective factors 

like business pricey and knowledge. 

 

THE INDIAN GOVERNMENT HAS 

ALLOWED FOREIGN DIRECT 

INVESTMENT IN FOLLOWING SECTORS 

 

Forty-nine percent and below now permitted and 

being considered by foreign funding board the 

automated direction. Non-public zone banks are 

allowed FDI consolidated as 74%.Even Fully 

foreign direct investments are allowed in various 

areas like automated directions and customs bonded 

areas. Promotion of manufacturers and 

intermediaries like wholesaler and retailers. In E- 

trading. Foreign direct investment is also taking 

advantage in credit records groups, operation of 

satellites,ground managing services and non-

scheduled air shipping upto seventy-four to hundred 

percent. FDI upto26% to 49% in insurance. Railway 

sector is also taking advantage in upgradation of 

infrastructure and operational ease. White Label 

ATM Operations is benefitted with full investments. 

Policies can be deemed to be home investment at 

par with the investment made by means 

of residents. FDI policy on construction sector and 

developing region has been liberalized by the 

norms relating with minimalcapitalization 

and location and repatriation of funds or go 

out from the task. To encourage funding in low 

priced housing and  tasks committing 30% of the 

full undertaking price for low fee low-

priced housing had been exempted 

from minimal area and capitalization norms. 

 

 

PRESENT STATE  

The Foreign Direct Investment plays an important 

role for countries economic development, and helps 

to transfer financial resources & technology. 

According to the researchers, India receives in 

automatic route as well as government route; they 

have identified the need in India, made year-wise 

analysis and ranked the sectors based upon highest 

inflows. In last, Mauritius, Singapore, Japan and 

United States of America have invested highly in 

country and finds tremendous increase during the 

year 2000-2011.The India’s market potential and 

liberalized policy have made easy for foreign 

investors to invest in country. In this research paper, 

researcher has identified the nature of impact of 

Foreign Direct Investment on Indian Economy over 

a period of time and challenges to attract foreign 

investment among global countries. The policies of 

Foreign Direct Investment play an important role to 

receive maximum inflow of capital from developed 

country for country’s economic development. The 

purpose of this research paper is to know the trend 

after economic reforms, country-wise as well as 

sector-wise share and pattern to utilize capital for 

the growth of Indian states.  

The study discussed about the Foreign Direct 

Investment; role, impact on Indian Economy and 

identified, how it helps in promoting the growth of 

country, some of the areas to concerned are what is 

the requirement and how policies help in promoting 

the growth for variables of Foreign Direct 

Investment. The study helps to know the impact and 

nature of coefficient of Foreign Direct Investment 

variables. 

 

 

FOREIGN DIRECT INVESTMENT MODEL 

 

FDI= F (INFLOWS, IMPORT, EXPORT AND 

EXCHANGE RATE) 

 
Variable Coefficient  Standard 

error 

t-

statistic 

Constant  - 2 . 0 3  2 . 0 6  - 0 . 8 7  

Trade  0 . 1 7  2 . 3 8  0 . 0 3  

Import  0 . 5 9  0 . 1 9  0 . 3 5  

Export  - 1 . 4 5  0 . 1 6  - 0 . 7 5  

Exchange rate 0 . 7 4  0 . 5 7  1 . 1 0 1  

R2
=  0 . 2 8 6     

Adjusted R2 

=  0 . 0 3 2  

S i g n i f i c a n t  

l e v e l  a t  5 % .  

   

D-Watson =  

1 . 4 4  

   

F-Ratio =  0 . 9 0     

 

 

MULTIPLE REGRESSION MODEL 

 

FDI=X0+Β1X1+ Β2X2+ Β3X3+ Β4X4+Ε 

FDI= (-2.03)+0.17 (TRADE)+0.59(IMPORT)-

1.45(EXPORT)+0.74(EXCHANGE RATE) 

 

This model variable includes Foreign Direct 

Investment inflows, Import, Export and Exchange 

rate. This table also shows that the Export is one 
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and only negative variable among positive variables 

and it is the indication for declining of export year 

by year and rest are pull factors for the Foreign 

Direct Investment Inflows in India. 

 

It is cleared from the above table that the first 

variable, elasticity coefficient between Foreign 

Direct Investment and trade is 0.17, increase in 

trade causes to the 0.17% increase in Foreign Direct 

Investment. Second variable, import has coefficient 

value 0.59 which says that 1% decrease in import 

causes to the 0.59% increase in Foreign Direct 

Investment Inflows. Third variable, export output is 

negative (-1.45) which tells that 1% decrease in 

export causes to the (-1.45%)  decrease in Foreign 

Direct Investment Inflows and last variable, 

exchange rate gives positive output 0.74 which 

informs that 1% increase in exchange rate causes to 

the 1% increase in Foreign Direct Investment 

Inflows. 

 

The coefficient of adjusted R Square shows that at 

32% model has good fit as explained by variables 

included in the model. The calculated value of D-

Watson test is 1.44, indicates that there is no 

autocorrelation problem in the analysis. Further the 

value of Adjusted R-Square and F-Ratio 

confirmthat the model used is a good statistical fit. 

 

CONCLUSION  

It is observed that Trade, Import, Export and 

Exchange Rate are the main components of Foreign 

Direct Investment to India and their results show 

that except Export rest are the positive variables. In 

other words, we can say that the variables Trade, 

Import and Exchange Rate are pull factor for the 

Indian Economy but Export is the deterrent 

variable. Thus, maximum variables have positive 

coefficient values. In last, this analysis research 

work helped in identifying the most attractive 

variables. 
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