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ABSTRACT 

 

The process of Globalization has made world a single global village. Foreign Direct Investment 

is one of the important outcomes of globalization. FDI is increasingly considered as an important 

source of economic growth and development for emerging economies. The role of FDI in 

reinforcing domestic growth in many countries has given way to a greater openness to FDI in 

order to support investment and productivity of the host countries. In the present era of 

Liberalization, Privatization and Globalization (LPG), there is a tremendous scope for increase in 

the trade and investment across countries all over the world. This trend is more pervasive in 

developing countries like India with huge domestic market and abundant labor force, making it a 

preferred foreign investment destination. FDI is increasingly described as source of economic 

growth and development that triggers technology and knowledge spillovers, contributing to 

international trade & commerce by enhancing exports, in particular, and improves the productive 

efficiency of the host country. FDI and trade provide stimulus to economic growth and 

development of the recipient country. It is, therefore, pertinent to investigate the relationship 

between these two variables.  India is the largest democracy and fourth largest economy in terms 

of GDP (based on Purchasing Power Parity) in the world. With its consistent growth 

performance and highly skilled manpower, India provides enormous opportunities for foreign 

investments. As a result, the focus of the study is India, one of the attractive destinations for FDI, 

all over the world. 

Foreign direct investment (FDI) is a category of international investment in which a resident 

entity in one economy (the direct or foreign investor) acquires a lasting interest in an enterprise 

resident in another economy (the direct investment enterprise). Before 2000-2001, while 
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reporting FDI, only the equity capital component was considered. However, after 2000, India 

began to report FDI as per the reporting practices of OECD to make the FDI data comparable 

with other countries of the world. 

This study aims at examining the relationship between FDI and select economic variables. A 

comprehensive study including three set of variables categorized into economic and policy 

variables, infrastructure variables and financial sector development variables is undertaken to 

identify and analyze the determinants of FDI in the pre-liberalization and post-liberalization 

phase. Moreover, a survey has been administered amongst the FDI firms to gauge their 

experiences on investment in India and corroborate the findings from the secondary data. 

The major finding of the study, based on the analysis, is that there are various factors which 

affect the inflow of FDI to India. Apart from the policy issues, the factors like extent of human 

resource development, availability of infrastructure facilities and efficiency of banking sector as 

well as capital market affect FDI inflows. Another notable finding of the study reveals that FDI 

has a strong relationship with economic growth of India. On the other hand, FDI is contributing 

to current account deficit due to increased imports of goods and technology. 

Given the legitimate political climate, FDI undoubtedly emerges as a dominant source of 

economic development. Although FDI is certainly having overwhelming preponderance on 

investors’ confidence, its role in recipient countries is untenable. Planners need to take 

cognizance of extent of foreign investment required to bolster economic development. 
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