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ABSTRACT 

As a matter of fact, foreign capital is one of the important means for the economic development of a 

country. It is a big source of capital formation, transfer of advanced technologies, managerial skills, 

human capital enhancement etc. In 2014, global FDI inflows were US$ 1.26 trillion and the 

developing economies have more than US$ 700 billion of FDI inflows.
1
 FDI inflows had contributed 

significantly in the economic growth of five larger economies such as Brazil, Russia, India, China and 

South Africa (BRICS) but India has been able to attract lesser FDI inflows than her potential in 

comparison to BRICS countries. The present paper attempts to focus on analytical study of trend of 

FDI in India from 2001-02 to 2013-14 for which the data have been collected and compiled from the 

secondary sources like UNCTAD FDI statistics, World Investment Report, Economic Survey of India, 

RBI bulletin etc. The study concludes that the relationship and dependence of investment by FII on 

total FDI in India is statistically insignificant. However the association and dependence of GDP 

growth rate on FDI growth rate in India is statistically significant. FDI inflow in services is the 

highest and Mauritius has emerged as the most dominant source of FDI during 2001-14. 
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1. INTRODUCTION 

FDI refers to capital inflows from the rest of the world sector which are invested in the 

production capacity of the economy. FDI also facilitates international trade and transfer of 

knowledge, skills and technology.
2
 FDI is an investment in a business by an investor from 

another country for which the foreign investor has control over the company purchased. The 

multi-national enterprise may make a direct investment by creating a new foreign enterprise 

which is called a green field investment, or by the acquisition of a foreign firm, either called 

an acquisition or brown field investment. On the other hand, FII refers to an investor or 

investment fund that is from or registered in a country outside of the one in which it is 

currently investing. Institutional investors include hedge funds, insurance companies, pension 

funds and mutual funds. However, FDI is preferred over FII investments since it is 

considered to be the most beneficial form of foreign investment for the economy as a whole. 

FDI targets a specific enterprise with the aim of increasing its productivity or changing its 

management control whereas in case of FII investment flows into secondary market with the 

aim to increase capital availability in general rather than capital availability to a particular 

enterprise. Various studies have shown that foreign capital has big impact on the economic 

development of the economy. The total FDI exerts an ambiguous effect on growth (Alfaro 

Laura, 2003) and for the improvement in the standard of living of the people. The promotion 

of FDI could be very useful (Williams, 2009).  Moreover there is a positive relation between 

FDI and GDP (Khazri, Djelassi, 2011). In India, FDI comes through non-resident Indians, 

international companies, and other foreign investors. Under automatic route and government 

route an Indian company may receive Foreign Direct Investment. Moreover in the recent 

times, FDI in India has contributed effectively to the overall growth of the economy. FDI 
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inflows into India responded positively to the liberalization measures introduced in the early 

1990s (Singh, J., 2010).FDI inflows have an impact on India‟s transfer of new technology 

and innovative ideas, improving infrastructure and thus makes a competitive business 

environment. Considering the trends of FDI in India, service sector has attracted highest FDI 

inflows and construction is the second largest sector. Telecommunication sector in India is 

now one of the fastest growing sectors and is also attracting good amount of FDI inflows. In 

India, there is positive and significant association between GDP and FDI whereas the 

association between investment by FII and FDI is statistically insignificant. Talking about 

country-wise FDI inflows, Mauritius is largest whereas Singapore is second largest investor 

of FDI inflow in India. The other major countries are UK, Japan, USA, Netherlands 

contributing reasonable good amount of FDI in India. FDI inflows are of great significance to 

the growth of Indian economy. The role played by the foreign direct investment towards 

enhancing GDP is of much interest to the researchers and policy makers. Thus, the present 

paper attempts to focus on analytical study of trend of FDI in India from 2001-02 to 2013-14 

and it also analyses its contribution towards FII and GDP growth.  

2. LITERATURE REVIEW 

A number of studies have been examined to study the significance of the FDI on growth of 

the economy. Alfaro Laura (2003) using cross country data for the period 1991-1999 

suggested that total FDI exerts an ambiguous effect on growth. FDI in primary sector have a 

negative effect on growth whereas investment in manufacturing has a positive effect on 

growth. The effect of Service sector FDI is ambiguous. Williams (2009) suggested that for 

the improvement in the standard of living of the people, the promotion of FDI could be very 

useful and with the increase FDI inflows in the country, the per capita income of the 

household also increases. Duan (2010) compared the overall trends and industrial patterns of 

inward FDI in the BRICS and explained their determinants. In Brazil, Russia and India, the 

tertiary sector received the most inward FDI and primary sector received the least FDI. 

Manufacturing sector was in the middle in terms of inward FDI. Khazri, Djelassi (2011) 

analysed empirically the relation between FDI and economic growth in MENA( Middle East 

and North Africa) countries. He found that there was negative relation between FDI and 

economic growth and a positive relation between FDI and GDP. Babar and Khandare (2012) 

focused on changing structure, trends and direction of India‟s FDI during globalisation 

period. The study was done through sectoral analysis of top sectors FDI participation in the 

economy, as well as through study of country wise flow of foreign inflow in India till 2010. 

Singh et al. (2012) suggested that many countries provide various incentives for attracting the 

foreign direct investment. The need of FDI depends on saving and investment rate in any 

country and we should provide the better environment for attracting the foreign investment 

through direct as well as indirect methods. Renuka et al. (2013) suggested that India had to 

open up the retail trade sector to foreign investors. India is allowing only those foreign retail 

who first invest in back end supply chain. Kumari (2013) with the help of correlation, found 

that the flow of equity in any previous year will determine the flow in the next year and the 

FDI inflow is divided into three major parts as per international standards of WTO: equity, 

reinvestment earnings and other capital. Singh, J. (2010) analyzed the emerging trends and 

patterns of FDI inflows into India in response to various policy measures announced by the 

Government of India since 1990. The empirical analysis suggested that the FDI inflows have 

shown an increasing trend during the post-reform period. Furthermore, country-wise 

comparison of FDI inflow also indicated that FDI inflow into India has increased 

considerably in comparison to other developing economies in the recent years. Thus, the 

study indicated that the FDI inflows into India responded positively to the liberalization 

measures introduced in the early 1990s. Singh, Shikha (2009), studied various factors which 

played a significant role in attracting FDI into a particular state and found that foreign direct 
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investment (FDI) policies played a major role in the economic growth of developing 

countries around the world and the FDI in India, after the economic reforms, have affected 

the growth of Indian states.  

Objectives of the Study  

The objectives of the present paper are: 

 To examine analytically the trend of FDI in India from 2001-02 to 2013-14.  

 To study the significance of association between total FDI and investment by FII in 

India. 

 To study the significance of association between of FDI and GDP in India. 

3. RESEARCH METHODOLGY 

Since the study is descriptive in nature therefore to achieve the objectives of the study, the 

data have been collected and compiled for the period 2001-14 from secondary source like 

UNCTAD FDI statistics, World Investment Report, UNCTAD. In order to study the 

significance of association between of FDI&GDP and FDI & investment by FII in India, 

statistical techniques such as correlation and regression have been used. Moreover other 

secondary source of  data are Economic Surveys of India and Ministry of Commerce and 

Industry data, RBI bulletin, online data base of Indian Economy, journals, articles, 

newspapers, etc.  

4. ANALYSIS AND DISCUSSION 

a) Testing the Significance of Association between FDI inflows and Investment by 

FII in India 

Although the nature and the degree of FDI and investment by FII are different because FDI 

aims at a specific enterprise to increase its productivity or altering its management control 

whereas FII investment flows into secondary market to increase the availability of capital in 

general but still the perception about investment by FII is that it depends upon total FDI in 

India. Therefore it becomes imperative to study the significance of association between FDI 

inflows and Investment by FII in India. In order to test the significance of association 

between FDI inflows and Investment by FII in India following set of hypothesis have been 

framed: 

1. Null Hypothesis (H0): The association between total FDI and investment by FII in 

India is insignificant. 

Alternative Hypothesis (H1): The association between total FDI and investment by 

FII in India is significant. 

2. Null Hypothesis (H0): Regression coefficient of investment by FII in India on total 

FDI is insignificant. 

Alternative Hypothesis (H1)   : Regression coefficient of investment by FII in India 

on total FDI is significant.     

Table 1 

Correlation coefficient between FDI &Investment by FII 

 FDI  Investment by FII 

FDI Pearson Correlation 1 0.331 

Sig. (2-tailed)  0.248 

N 13 13 

Investment by FII Pearson Correlation 0.331 1 

Sig. (2-tailed) 0.248  

N 13 13 
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Table 1 clearly shows that Karl Pearson coefficient of correlation between total FDI and 

investment by FII in India is 0.331 which is low but positive. Since significant value 0.248 

for two tailed is more than the level of significance 0.05 therefore null hypothesis no.1 is 

accepted which means there is insignificant relationship between total FDI and investment by 

FII in India.  

Table 2 

Regression coefficient of investment by FII on total FDI 

 

Unstandardized Coefficients 

Standardized 

Coefficients 

t 

 

Sig. B Std. Error Beta R Square 

 (Constant) 4627.175 5704.971  .811 0.109 .433 

Investment by 

FII 
0.247 .204 .331 1.214 

 
0.248 

Table 2 clearly shows that the regression equation of investment by FII in India is Y= 

4627.175 + 0.247X and the regression coefficient of investment by FII on total FDI in India 

is also insignificant because the significant value is 0.248 which is more than level of 

significance 0.05 which means null hypothesis no.2 is accepted which means the dependence 

of investment by FII on total FDI in India is insignificant. Clearly, R square is 0.109 which is 

very less indicating that only around 11% of the changes in investment by FII in India are due 

to changes in total FDI in India and rest 89% changes are unexplained. Thus there is 

insignificant relationship between total FDI and investment by FII in India. Hence investment 

by FII does not only depend upon FDI rather it depends upon so many other economic and 

non economic factors including interest rate, savings, inflation rate, governance etc. 

b) Testing the Significance of Association between GDP and FDI in India 

GDP refers to the monetary value of all the final goods and services produced in the economy 

during a given period of time. FDI is the most important factor for the GDP growth rate of 

Indian economy. Therefore it becomes imperative to study the significance of association 

between GDP and FDI in India. In order to study the significance of association between 

GDP and FDI in India following set of hypothesis have been framed: 

1. Null Hypothesis (H0):  The association between GDP and FDI in India is 

insignificant 

Alternative Hypothesis (H1): The association between GDP and FDI in India is 

significant. 

2. Null Hypothesis (H0): Regression coefficient of GDP on total FDI in India is 

insignificant. 

Alternative Hypothesis (H1): Regression coefficient of GDP on total FDI in India is   

significant.  

Table 3 

Correlation coefficient between GDP & FDI 

 Log GDP Log FDI 

Log GDP Pearson Correlation 1 0.921 

Sig. (2-tailed)  .000 

N 13 13 

Log FDI Pearson Correlation 0.921 1 

Sig. (2-tailed) .000  

N 13 13 

Table 3 clearly shows that there is positive and high correlation i.e.0.921between GDP and 

FDI in India. Sig. value 0.00 is less than level of significance 0.01 two-tail, therefore null 

hypothesis no. 3 is rejected. It indicates that the association between GDP and FDI in India is 



Trends of FDI in India:  An Analytical Study of 2001-14 

ENVISION - International Journal of Commerce and Management, Vol. (9), 2015 Page | 60  

 

significant. Hence it may be concluded that for the GDP growth of India, FDI plays very 

important role. 

Table 4 

Regression coefficient of GDP on FDI 

 

Unstandardized Coefficients 

Standardized 

Coefficients 

t 

 

B Std. Error Beta         R Square 

 (Constant) 5.379 .154  34.827            0.847 

logfdi 0.255 .033 .921 7.816 Sig. Value 0.00 

Table 4 clearly shows that the regression equation of GDP on FDI is Y= 5.379+0.255X and 

the regression coefficient of GDP on FDI is 0.255. The Sig. value of the regression 

coefficient is less than level of significance 0.01, therefore null hypothesis no.4 is rejected 

which means the dependence of GDP on FDI in India is significant. Moreover R square is 

0.847 which is very high indicating that 84.7% of the changes in GDP are due to changes in 

FDI in India and remaining 15.3% changes in GDP are due to other factors like interest rate, 

employment rate, inflation rate, governance etc. which influence GDP of India.  Thus there is 

significant relationship between GDP and FDI in India.  

5. CONCLUSION AND KEY FINDINGS 

The upshot of the above is that India has experienced the mixed pattern of growth of FDI 

during the period under study. Considering the fact that 3D‟s- democracy, demography and 

demand are the unique traits of Indian economy and India is having superior marketplace at 

global level, the government has launched „Make in India‟. Since the launch of this 

campaign, India is far better on most of the counts. As per the estimates of Department of 

Industrial Policy & Promotion (DIPP), FDI inflows into the service sector increased from $ 

2.22 billion in 2013-14 to $3.25 billion in 2014-15 i.e. increase by 46 % , the growth rate has 

picked up the pace, external account is better as foreign reserves are at record high, inflation 

has been moderate and fiscal deficit is manageable. Thus for the acceleration of rate of 

economic growth, India needs to augment FDI inflows. For this the need of the hour is to 

implement various policies more effectively to augment FDI inflows in the country. The key 

findings of the study are: 

1. The relationship and dependence of investment by FII on total FDI in India is 

insignificant. Thus investment by FII does not only depend upon FDI rather it 

depends upon so many other economic and non economic factors including interest 

rate, savings, inflation rate, governance etc. 

2. As the association and dependence of GDP on FDI in India is found to be statistically 

significant therefore the government of India has launched „Make in India’ campaign 

to augment FDI in India and for this government is taking all possible steps to 

improve the infrastructural facilities, reforms in labour laws, better private 

participation in infrastructure, improvement in the ranking of ease of doing business, 

etc.  

3. Since the FDI inflow in services is the highest with 40.04 US$ billions i.e.17.96% of 

total FDI inflows during the period of study, therefore it can be concluded that the 

growth of Indian economy is due to the dynamism shown by service sector which has 

contributed 59.9% of GDP in 2013-14. The Government of India has recognized the 

importance of services sector and accordingly several incentives in wide variety of 

service sectors such as health care, tourism, education, engineering, communications, 

transportation, IT, banking, finance, management etc. have been provided by it. 

4. Due to Double Taxation Avoidance Agreement (DTAA), Mauritius has emerged as 

the most dominant source of FDI contributing 80.81 US$ billion and accounts for 
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36.25 % of the total FDI inflows in India during the period of study. Therefore, India 

should enter into more of such agreements with other countries also so that the flow 

of FDI inflows may be accelerated. 
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Appendix 

Total FDI and Investment by FII in India 

Year Total FDI 

(US$ Million) 

Investment by FII        

(US$ Million) 

FDI Growth Rate Over 

Previous Year  % 

2001-02 6,130 1,505 52 

2002-03 5,035 377 - 18 

2003-04 4,322 10,918 -14 

2004-05 6,051 8,686 40 

2005-06 8,961 9,926 48 

2006-07 22,826 3,325 146 

2007-08 34,843 20,328 53 

2008-09 41,873 -15,017 20 

2009-10 37,745 29,048 -10 

2010-11 34,847 24,422 -08 

2011-12 46,556 16,812 34 

2012-13 34,298 27,582 -26 

2013-14 36,046 5,010 05 

Cumulative Total 3,61,320 1,49,663  

Source: RBI’s Bulletin March 2015, Table No. 34 
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GDP and FDI Inflows in India 

(Rs. Crores) 

Year GDP at constant prices 2004-05   Log GDP FDI Inflows Log FDI 

2001-02                24,74,962 6.3934               18,654 4.2706 

2002-03                25,70,935 6.4099               12,871 4.1096 

2003-04                27,75,749 6.4433               10,064 4.0026 

2004-05                29,71,464 6.4729               14,653 4.1659 

2005-06                32,53,073 6.5123               24,584 4.3906 

2006-07                35,64,364 6.5519               56,390 4.7512 

2007-08                38,96,636 6.5906               98,642 4.9941 

2008-09                41,58,676 6.6188            1,42,829 5.1548 

2009-10                45,16,071 6.6548            1,23,120 5.0902 

2010-11                49,18,533 6.6918               97,320 4.9882 

2011-12                52,47,530 6.7199            1,65,146 5.2178 

2012-13                54,82,111 6.7390            1,21,907 5.0860 

2013-14                57,41,791 6.7590            1,47,518 5.1688 

Source: CSO, Data Book for PC 22 Dec, 2014 RBI’s Bulletin March 2015, Table No. 34 

 

Country-wise FDI Equity Inflows from 2001-2014 

Country   Amount of FDI Inflows US $ Billion % with total FDI 

Mauritius 80.81 36.25 

Singapore 26.42 11.85 

UK 21.31 9.56 

Japan 16.58 7.44 

USA 12.08 5.42 

Netherlands 11.38 5.11 

Cyprus 7.59 3.41 

Germany 6.60 2.96 

France 3.96 1.78 

Switzerland 2.75 1.24 

Total FDI Equity Inflow from World 223.02 ----- 

Source: RBI’s Bulletin March 2015, Table No. 34 

 

Sector-Wise FDI Equity Inflow in India during 2001-14 

Sr. 

No. 

Category Amount of FDI inflows (US$ 

Billion) 

% with total FDI 

inflows 

1 Services           40.04         17.96 

2 Construction           23.53         10.56 

3 Communication            15.67           7.03 

4 Computer software and hardware           12.93           5.80 

5 Pharmaceuticals           12.28           5.51 

6 Automobiles             9.89           4.44 

7 Chemicals             9.77           4.38 

8 Power             9.05           4.06 

9 Metallurgy             8.19           3.67 

10 Hotel and Tourism             7.35           3.30 

 TOTAL ALL SECTORS IN 

INDIA 

        223.02 ---- 

Source: CSO, Data Book for PC 22 Dec, 2014 RBI’s Bulletin March 2015, Table No. 34 
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