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The present study aims at

analyzing the role and performance

of FDI in India. The

study is divided into four parts. Part

I is devoted to analyse the different

routes through which FDI comes in

India . Part II presents dimensions

and trends of FDI vis-a-vis actual

inflows in India. Part III evaluates the

reasons for low FDI in India vis- avis

some selected Asian countries.

Part IV presents the conclusion of

the study followed by some

suggestions.

Part I

Foreign Direct Investment (FDI)

refers to investment in a foreign

country where the investor retains

control over the investment. It

typically takes the form of starting a

subsidiary, acquiring a stake in an

existing firm or starting joint venture

in the foreign country. In India, as

per the rules of liberalization, FDI

comes through four routes. These are

as follows.

(a) RBI (Automatic Route)

Under the liberalized policies and

procedures covering foreign

technology agreements and FDI, the

list of industries/sectors which are

eligible for foreign equity through

RBI (Automatic Approval) is

summarised in chart I.

Chart I

List of Industries/Sectors Eligible

for Foreign Equity through RBI

(Automatic Route)

Sl. Permissible Industry /Sector

No limit %

1. 20-49 Broadcasting (upto

20 percent in direct to

home broadcasting

and 49 percent in an

uplinking hub that

leases out facilities)

2. 26 (a) Insurance (automatic,

but licence

from IRDA is must)

(b) Defence (prior

Government approval

is required)

(c) Print Media

3. 26-100 26 percent in case of

public sector undertakings

and 100 percent

in case of private

companies.

4. 40 Domestic Airlines

5. 49 Telecommunications

6. 50 Three industries as

mentioned in

Annexure III Statement

of Industrial

Policy 1991 (relating

to mining of iron ores

or metal ores and

non-metallic minerals)

7. 51 (a) Pipelines

(b)Twenty four industries

as mentioned

in Annexure

III Satement of Industrial

Policy (relating

to manufacturing

of food products,

cotton textiles, paper

and paper products,

basic chemicals, rubber

products, restau-

FDI
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reasons of low FDI as non implementation of approved projects,

infrastructure backwardness, low labour efficiency as well as procedural

delays, redtapism and corruption.

rants and hotels,

renting and leasing,

market research

services, etc)

8. 51-75 Non-Banking Finance

Companies

(NBFCs) (for upto 51

percent $ 0.5 million

to be invested and

for upto 75 percent $

5 million to be invested)

9. 51-100 Petroleum (51 percent

in petro products

and joint venture

in other areas

and 100 percent in

exploration)

10. 74 Nine industries as

mentioned in

Annexure III of statement

of Industrial

Policy 1991 (relating

to mining services basic

metals and alloys

industries, electric

generation and transmission,

etc.)

11. 74-100 (a) Coal and lignite

(74 percent in exploration

and mining

and 100 percent in

coal processing

plants)

(b) Air transport (automatic,

but beyond

74 percent, government

approval is

must)

(c) Advertising and

film production (74

percent in case of

advertising and 100

percent in film financing,

production

and distribution)

12. 100 (a) Housing and Real

Estates

(b) Trading (only to

facilitate export markets)

(c) E-Commerce

(d) Drugs and Pharmaceuticals

(e) Power (including

generation, transmission

and distribution)

(f) Roads and Ports

(g) Hotels

(h) Mass Rapid

Transist System

(i)Postal Services

(excluding distribution

of letters)

(j) Tea Industry

Source : (i) Complied from the SEBI

and Corporate Laws, Vol XV, Part 5,

March 1999, p. 350-367

(ii) Business Today February

2002,p.15

Further, under this route, the companies

can issue shares upto the limit

of foreign equity capital prescribed

to the foreign investors and receive

remittances. The reporting period for

this purpose to the RBI, is thirty days

and there is no need of reference to

the Government,

(b) Government (SIA/FIPB) Route or

Non Automatic Route

Non-automatic schemes are referred

to Foreign Investment Promotion

Board (FIPB) which gives clearance

on a case by case basis. Once

the proposal is put forward to the

FIPB, it consults the concerned administrative

ministry and depending

upon the quantum of investment and

other details of the project clearance

is given. The Secretariat for Industrial

Approvals (SIA) is the servicing

aim of the FIPB and co-ordinates

with the apex body while processing

proposals.

(c) NRI's Investment

The third route is investment by

NRI's . Chart 2 summarises the extent

of permissible equity by NRI's

according to the area of investment.

Chart 2

List of Industries/Sectors Eligible

for NRI's Investment

Sl. Permissible Industry /Sector

No limit %

(i) 24 Small scale industries

(repatriable,

prior approval by

SIA, export obligations)

(ii) 40 Banking services

(iii) 49-51 Telecommunications

(upto 49 percent

in basic, cellular

mobiles and paging,

VSATs and other

wireless services and

51 percent with approval

in other value

added services).

(iv) 50 Mining (automatic

approval by SIA/

FIPB)

(v) 51 (i)Thirteen priority

industries announced

in

December 1996

(repatriable, automatic

approval by

RBI)

(ii) Entertainment

Electronics (automatic

approval by

RBI)

(vi) 51-100 NBICs (upto 51 percent

with no conditions

and upto 100

percent with conditions)

(vii) 74 Nine high priority industries

in metallurgical

and infrastructure

sectors announced

in December

1996 (repatriable, automatic

approval by

RBI)

(viii) 100 (i) Thirty five priority

industries an-

FDI

nounced in July,

1991 (repatriable, automatic

approval by

RBI)

(ii) Export trading/

Star trading house

(iii) 100 percent export

oriented units

(EOUs) and units in

free trade zone (FTZ)

export processing

zone (EPZ), software

and hardware technology

parks (automatic

Approval by

SIADC EPZ)

(iv) Sick industries

(prior approval by

RBI)

(v) Power

(vi) Medical clinics,

hospitals, shipping,

oil exploration,

deep-sea fishing industries,

(repatriable,

prior approval

by SIA)

(vii) Housing, real estate,

business

centers, infrastructure

facilities (repatriation

basis, automatic approval

by RBI)

(viii) Domestics air

taxi operations

(d) Acquisition of Shares

The acquisition of shares has

been included as a part of FDI since

January 1996 u/s 29 of FERA 1973 (at

present it is u/s 5 of FEMA 1999).

Under this, the FDI proposals for acquisition

of shares in existing companies

are considered only where the

applications are made by Indian company

or where the proposals are supported

by Board Resolution of Indian

company.

Part II

An attempt has been made in the

following text to analyse the dimensions

and trends of FDI in India

since 1991-92. The task has been accomplished

by analysing the following

variables :-

(i) Foreign Direct Investment: Actual

inflows vs Approvals

(ii) Foreign Direct Investment Inflows:

Category wise

(iii) Foreign Direct Investment Inflows:

Country wise

(iv) Foreign Direct Investment Inflows:

Industry wise

(i) Foreign Direct Investment: Actual

Inflows Vs Approvals

The following table gives a clear

true about the actual inflows and approvals

of FDI since 1991.

Table I clearly indicates that the

FDI actual inflows as percentage of

approvals had been 39.67 percent

during the period 1991-2001. In this

context , it is observed that if inflows

are lower than that of the approvals,

it may indicate two things. Firstly, it

is possible that approvals are sought

in haste making in order to use liberalised

atmosphere while the actual

decision to invest is taken at much

later stage. Secondly, non-implementation

of approved projects due to

procedural delays, political instability,

non availability of infrastructure

facilities, etc.

(ii) FDI Inflows : Category Wise

FDI is the most important source

of foreign investment inflows in developing

countries like India. Before

1991, the inflows of FDI in India was

not all satisfactory .But after the announcement

of New Industrial Policy

1991, India has experienced an acceleration

in the inflows of FDI into the

country. Table 2 presents the FDI

inflows from the period 1991-92 to

2002-03.

The following deductions can be

made from table 2.

1. There has been continuous increase

in FDI through RBI and Government

(SIA/FIPB) route during

1991-92 to 1997-98 (approximately 45

times). The increase has been largely

on account of expanded list of industries

/ sectors which are permitted for

foreign equity (chart I) .Besides this,

there are several investor's friendly

policies introduced by Government

to promote FDI. These are as given

below:

Table 1

Foreign Direct Investment: Actual inflows vs Approvals (Rs.Crores)

Particulars 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Total

Approvals 534 3888 8859 14187 32072 36147 54891 30814 28307 37039 26875 273673

Actual

Inflows 351 675 1787 3289 6820 10389 16425 13340 16868 19342 19265 108551

Actual

Inflows as

% of

Approvals 65.7 17.4 20.1 23.2 21.3 28.7 30.0 43.3 59.5 52.2 71.7 39.67

Source: Economic Survey 2002-03, p.134

FDI

Table 2

Forigen Investment Inflows: Category Wise

(US $ Million)

Particulars 1991-92 92-93 93-94 94-95 95-96 96-97 97-98 98-99 99-00 2000-01 01-02 02-03*

RBI

(automatic

approval) — 42 89 171 169 135 202 179 171 454 767 509

SIA/FIPB 66 222 280 701 1249 1922 2754 1821 1410 1456 2221 842

NRI 63 51 217 442 715 639 241 62 84 67 35 —

Acquisition

of Shares — — — — 11 125 360 400 490 362 881 533

Total 129 315 586 1314 2144 2821 3557 2462 2155 2339 3904 1984

* April—October only

Source: Economic Survey 2002-03. p. 119

roads and port sectors including

projects for construction and

maintenance of roads, highways,

vehicular bridges, vehicular tunnels,

ports and harbours. (ET,

January 6,1999,p6)

(b) On June 11,2000, 100 percent FDI

has been allowed by Ministry of

Commerce and Industry to ecommerce

ventures, oil and petroleum

refinery including power

generation, transmission and distribution

(ET ,June 12,2000, pl)

(c) 100 percent FDI has been allowed

in integrated town ships. Under

this policy, the developer would

be required to build up commercial

premises i.e. hotels, roads,

bridges and mass rapid transit

(MRT) system besides setting up

residential units.

(d) More recently, 26 percent FDI

allowed in print media and 100

percent in tea sector (including

tea plantation)

Thus, it is observed that in response

to the policy of liberalisation

introduced in India, the inflows

of FDI has been encouraging.

(iii) FDI Inflows: Country Wise

Table 3 presents the country wise

inflows of FDI in India during the

period August 1991 to October 2002.

(a) India has signed the Multilateral

Investment Guarantee Agency

Protocol for the protection of foreign

investment on April 13,1992

(b) Provisions of the Foreign Exchange

Regulation Act ( FERA),

have been liberalized through an

ordinance dated January 9,1993

as a result of which companies

with more than 40 percent of foreign

equity are also now treated

on par with fully Indian owned

companies.

(c) Foreign companies have been allowed

to use their trade marks on

domestic sales from May 14,1992

(d) Foreign Investment Promotion

Council (FIPC) has been

constituated to prepare project

reports in selected thrust areas

and there by to facilitate the flow

of foreign investment in the country.

(e) In August 1991, Foreign Investment

Implementation Act (FIIA)

was established with in the Ministry

of Industry to quicken the

translation of foreign investment

proposals into actual investment

inflows. Further, where the

clearence of FIPB is needed , approval

line has been reduced to

30 days.

(ii) The inflows of FDI declined to US

$2462 millions in 1998-99 and US

$ 2155 million in 1999-2000.

Several restrictions imposed on

India by US on account of nuclear

test at Pokharn, slow down of

economy, political instability,

restrictions imposed on FDI

regarding TRIMS (Trade Related

Investment Measures), etc are

some of the contributing factors

for this declining trend. There

was also declining trend in NRI' s

investment since 1998-99 because

of the depressing stock market

conditions.

(iii) In 2000-01 , the inflows of FDI

has been increased to US$2339

million and further to US $ 3904

million in 2001-02 inspite of facing

exogenous shocks like Gujrat

Earthquake (January 2001 ), terrorist

attack on Indian Parliament

(December 2001) , terrorist attack

on World Trade Center

(Sept.ll.2001), etc. This is due to

liberalization of foreign investment

policies such as :

(a) On January 5 1999, Government

of India has notified that RBI automatic

route would be available

for foreign investors seeking to

invest upto 100 percent in the

FDI

Table 3

FDI Inflows: Country Wise

(during August 1991 to

October 2002)

in US $ million

Country Amount of Percentage

FDI inflows in total

Mauritius 6811.1 42.6

USA 3194.6 20.0

Japan 1254.8 7.8

UK 988.0 6.2

Germany 936.9 5.9

Netherland 845.0 5.3

Korea (South) 607.9 3.8

France 501.1 3.1

Italy 445.6 2.8

Singapore 402.2 2.5

Source : Complied from the Economic

Survey 2002-03, p.134

On the basis of country wise breakup

of FDI, Mauritius emerged as the

most dominant source of inflows with

a contribution of US $ 6811.0 millions

(38.7 percent) followed by USA with a

contribution of US $ 3194.6 million (17.1

percent) and Japan with a contribution

of US $1254.8 million (6.8 percent)

during the period August 1991 to

October 2002. One possible explanation

for the dominance of Mauritius share

is that India has a double Taxation

Avoidance Agreement (DTAA) with

Mauritius under which investors from

Mauritius are protected from taxation

in India.

(iv) FDI Inflows : Industry Wise

Table 4 presents the industries

wise break up of FDI inflows in India

from the period August 1991 to October

2002.

Table 4

FDI Inflows: Industry Wise

(During August 1991 to October

2002) in US $ million

Sector Amount of % of

FDI Total

Inflows FDI

Inflows

(i) Electrical Equipment

(including computer

software and

electronics) 2488 19.3

(ii) Telecommunications

(including radio, paging,

cellular mobile, basic

telephone services 2259 17.6

(iii) Transportation

Industry 1984 15.4

(iv) Energy (including

power and oil

refinery) 1813 14.0

(v) Service Sector

(financial and non

financial) 1573 12.2

(vi) Chemicals 1316 10.2

(vii) Food Processing

Industries 788 6.1

(viii) Textiles 290 2.2

(ix) Metallurgical Industries 252 2.0

(x) Hotel and Tourism 138 1.0

Source: Complied from the Economic Survey

2002-03, p.135

Table 4 indicates that the majority

of the inflows during the period of

August 1991 to October 2002, had been

in electrical equipment (19.3 percent)

Telecommunications (17.6 percent),

transportation industry (15.4 percent)

and energy (14.0 percent) which

account almost 66 percent of the total

FDI inflows. The fact can be verified

from the ''Report of the World Bank on

External Financing for Developing

Countries", it observed that most of the

FDI inflows in India have been

concerned in power and fuel and more

recently in telecommunication,

electrical equipment and infrastructure.

The service sector is the next priority

sector which has attracted US$1573

million, accounting for 12.2 percent.

This has been made possible because

FDI allowed in approximately fifteen

categories of financial services such as

merchant banking, under writing, asset

management. venture capital, stock

brokerage, housing finance, etc. The

Textiles industries followed by

metallurgical industries and hotels and

tourism industry are the least attractive

sectors for FDI, since they have

attracted only US $290 million, US $ 252

million and US$138 million respectively

of total inflows of FDI during August

1991 to October 2002.

Part III

This part of the paper presents the

comparison of FDI inflows to India visà-

vis some selected Asian countries.

It is evident from the table 5 that

the inflows of FDI is no way comparble

to China. The share of FDI inflows to

India and China varied from a minnium

of 0.5 percent and 52.1 percent to a

maximum of 5.4 percent and 75.2 percent

respectively during 1992 to 2001.Thus,

China is very much successful in

attracting FDI for the benefit of her

economy whereas India failed in

attracting FDI. There are various factors

responsible for such a trend for e.g.

(i) non- implementation of approved

projects for establishing industrial

activities, resulting slow industrial

growth rate both in domestic and

export industries. It is also

observed that the exports from

developing countries are associated

with international firms

choosing to use a country as a

target for FDI and for production

destined for global markets;

(ii) high fiscal deficit because of

high government expenditures.

Geneva based World Economic

Forum (1998) observed that in

overall burden of Governments

expenditure, India ranked 50th

where as China, Korea,

Malaysia, Philippines and

Thailand are ranked 11th, 13th,

3rd, 10th, and 4th respectively,

(Chadha, 2000, p14);

(iii) Political instability;

(iv) anti FDI lobby;

(v) procedural delays;

(vi) social tensions

(vii) non-availability of infrastructure

facilities;

(viii) Corruption, radtapism in

government departments; and

(ix) Inefficiency of labour.

FDI

Table 5

FDI Inflows in Select Asian Countries ( inUS $ Million)

Country 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

China 11156 275158 33787 35849 40180 44237 43751 40319 40772 44846

India 233 574 973 1964 2525 3019 2633 2168 2319 3403

Indonesia 1777 2004 2109 4348 6194 4677 -356 -2745 -4550 -3277

Korea (Rep of) 727 588 809 1776 2325 2844 5412 9333 9283 3198

Malaysia 5183 5006 4342 4132 7296 6324 2714 3895 3788 554

Philippines 228 1238 1591 1459 1520 1249 1752 578 1241 1792

Thailand 2114 1804 1322 2002 2271 3626 5143 3561 2813 3759

Share of India in

Developing 0.5 0.8 1.0 1.9 4.0 5.4 3.9 3.1 3.8 5.2

Countries (%)

Share of China

in Developing

Countries (%) 52.1 71.0 75.2 69.6 64.5 66.4 64.9 58.5 66.8 72.1

Source: Economic Survey 98-99 website and 2002-03 p.120

FDI

expenditures of government

departments;

l to use information technology and

modern marketing techniques to

attract FDI;

l to simplify law, rules and procedures

relating to FDI;

l to remove evils of corruption,

redtapism and bureaucratic system

from the government departments;

l to remove infrastructure back

wardness;

l to build a strong financial structure;

l to increase the efficiency of labour

by providing proper working conditions,

training, etc;

l to accept the recommendations of

Steering Committee (set by Planning

Commission in August 2001),

Few of them are as follows :-

(a) to enact Foreign Investment

Promotion Law (FIPL) to

incoporate and integrate relevant

aspects for promoting FDI.;

(b) to empower the Foreign Investment

Promotion Board (FIPB) for

granting initial central level

registrations and approvals

wherever possible for speeding up

One can only hope we get over

these problems soon and become as

favoured a destination for FDI as China

and other South -East Asian countries.

Part IV

In response to the policy of

liberalization the FDI has now been

allowed in all sectors (except a small

negatative list) such as power, oil,

refinery, electronics and electrical

equipment, chemicals, hotels, food

processing industries, telecommunications,

infrastructure, industrial

machinery, etc, resulting inflows of FDI

increased from us $ 129 million in 1991-

92 to US $ 3904 million in 2001-02. But

the performance regarding inflows as a

percentage of total approvals as well

as inflows as compared to other South

East Asian countries especially China

is not satisfactory. There are various

reasons behind this trend which has

already been explained in the pervious

part of the study. In this context, there

are some suggestions to encourage

FDI in India such as —

l to expedite the process of

disinvestment and privatization;

l to reduce the fiscal deficit by

cutting down unproductive

the implemantation process;

(c) to empower Foreign Investment

Implementation Authority (FIIA) for

expediting administrative and

policy approvals;

(d) to enact a special investment law

relating to infrastructure in States

in order to increase investment in

infrastructure as well as remove

hurdles in process of promoting

infrastructure; and

(e) to develop Special Economic Zones

(SEZs) as internationally competitive

destinations for export-oriented

FDI.

If these suggestions are implemented,

FDI is expected to play a more

important role in near future.
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