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ABSTRACT  

Under this paper, the comparative analysis of impacts of Foreign Direct Investment (FDI) in 

India and selected countries stands on the economic, social, as well as infrastructural effects. 

The study has been recording very serious inflows since the liberalization of India in the 1990s 

regarding GDP growth, employment generation, technology transfer, and infrastructure 

development, with regional disparities and regulatory hurdles remaining significant 

problems.1 

INTRODUCTION  

The term foreign direct investment" refers to a financial contribution made by one national 

entity or individual to a business enterprise located in another country2. Usually, the purpose 

of this investment is to enable the establishment of ownership or controlling interests in 

overseas companies and that can be done either through establishing a joint venture, wholly 

owned subsidiaries, or by some form of stock acquisition3 in already existing enterprises. FDI 

seeks a long-term interest and often involves management control, production, and operational 

involvement in the foreign firm4. Unlike portfolio investment, FDI occurs when foreign 

investors buy stocks and bonds. FDI has emerged as an important engine for economic 

globalization, thereby allowing cross-border flows of capital, technology, and experience and 

fostering worldwide economic integration.  

                                                             
*LLM, FIRST YEAR, AMITY UNIVERSITY, NOIDA. 
1 World Bank Group, “Foreign Direct Investment, Net Inflows (Bop, Current US$) 
https://databank.worldbank.org/metadataglossary/world-development-indicators/series/BX.KLT.DINV.CD.WD 
2 UNCTAD, World Investment Report 2023, https://unctad.org/publication/world-investment-report-2023 
3 Reserve Bank of India (RBI), “Annual Report 

Publications,https://www.rbi.org.in/scripts/annualreportmaindisplay.aspx 
4 L. A. R. Ashford and P. E. B. Heintz, Foreign Direct Investment and the Environment 

http://www.jlrjs.com/
https://databank.worldbank.org/metadataglossary/world-development-indicators/series/BX.KLT.DINV.CD.WD
https://unctad.org/publication/world-investment-report-2023
https://www.rbi.org.in/scripts/annualreportmaindisplay.aspx


VOL. 4 ISSUE 1 Journal of Legal Research and Juridical Sciences ISSN (O): 2583-0066 

www.jlrjs.com  689 

 

BACKGROUND 

Foreign Direct Investment, therefore, has emerged as an important ingredient of global 

economic integration, providing for international flows of capital and know-how. Changes in 

FDI Flows: The last two decades have indicated a change in the pattern wherein FDI flows 

have witnessed a huge increase in foreign direct investment in the developing economies. The 

Indian government has made such an enormous liberalization process since 1991 that 

economic investment opportunities have greatly increased for foreign investors within the 

country5. 

SCOPE 

1. Economic Consequences: Economic effects that FDI leaves on host countries due to 

its influences in terms of GDP growth, employment, trade, and complete economic 

development6. 

2. Social Consequences: Examine the social implications of FDI, including its 

influence on income distribution, poverty reduction, and well-being of the local 

people7. 

3. Environmental Consequences: Analyze the environmental impacts of FDI, including 

its influence on degradation or sustainable development in host countries. 

4. Legal and regulatory: FDI framework that covers bilateral investment treaties, BITs 

and international investment agreements 

OBJECTIVES 

1. Assess Economic Growth Evaluate the extent to which FDI contributes positively to the 

growth and development of a host country's economy. Determine what factors determine such 

a relationship. 

2. Review Job Creation: Determine the jobs created by FDI and their nature and the extent 

of skills-employment is either skill-intensive, low-skill or unskilled besides the wage levels. 

                                                             
5 Reserve Bank of India, “Annual Report Publications 

https://www.rbi.org.in/scripts/annualreportmaindisplay.aspx 
6 International Monetary Fund, “FDI in Emerging Economies: Effects on Economic Growth and Development 
7 Journal of International Business Studies, “Impact of FDI on Social Development and Income Inequality 

http://www.jlrjs.com/
https://www.rbi.org.in/scripts/annualreportmaindisplay.aspx
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3. Income Distribution Analysis: Analyze the way FDI, in a host country, tends to influence 

income distribution. To increase or reduce it in some sense by promoting inequalities in 

income. 

4. Environmental Sustainability of FDI Projects: Look at how the FDI projects are 

environmentally sustainable and the degree to which they are adhering to their environment-

related regulations and standards. 

5. Policy Consequences: Formulate policy prescriptions and best practices for host countries 

to derive the most from FDI while minimizing the adverse impacts of FDI. 

FOREIGN DIRECT INVESTMENT: Historical Background of FDI in India 

Foreign Direct Investment is playing an important role in shaping the economy of India. Since 

1991, when the Economic policy was changed drastically after Economic Liberalization, 

India's approach towards Foreign Direct Investment (FDI) has increasingly become favourable 

and open. Let us have a look at the brief history and major reforms related to Foreign Direct 

Investment in India: 

1. FDI became restricted and controlled before 1991. 

India's economy before 1991 had some regulations on extensive protectionism with pervasive 

corruption and slow growth. 

• Raj System for Licenses: The License Raj was the expression used in India that 

heavily directed the economy of India during the years 1950 until early 1990. The term 

is distinctly coined as a similar instance of what suffices in India during those periods 

also happened in the pre-1990 Soviet Union. However, the rationale for such a rigid 

implementation of this system was driven by more subtle reasons. 

• Restricted FDI Inflows: Because of these restrictive policies FDI inflows were very 

limited, it was only in a few sectors such as pharmaceuticals, oil, and consumer goods. 

Self-reliance and domestic industries were to be protected from foreign competition. 

2. 1991 Economic Liberalization: Opening of Indian Economy 

• Liberalization: As a consequence of the above reforms, the government relaxed the 

rules of foreign investments, where higher equity participation for foreign companies 

http://www.jlrjs.com/
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was permitted. This opened all important sectors of the economy like 

telecommunications, power, and infrastructure for foreign direct investment. 

3. Post-1991 Reforms and Growth 

Over the 1990s and into the first decade of 2000, successive governments followed 

liberalisation of FDI norms. This added more and more sectors to the list opened for foreign. 

• Foreign Exchange Management Act (FEMA), 1999: This act replaced the 

FOREIGN Exchange Regulation Act (FERA) which was really draconian in nature 

and it eased most of the controls on foreign exchange facilitating easy flow of cross-

border investment. 

• FDI caps raised: FDI caps in sectors like insurance, telecommunications, civil 

aviation and banking etc. were gradually raised over the years, which encouraged more 

foreign participation. 

4. 2000s and 2010s: Sectoral Reforms and Policy Shifts 

The government had developed a policy in 2000 that allowed 100 per cent FDI only under the 

automatic route in the areas of IT and pharmaceuticals. Opening Retail Sector: India permitted 

51 percent FDI in multi-brand retail and 100 per cent FDI in single-brand retail in 2012 with 

some riders to attract global retail majors8. 

5. Make in India Initiative (2014) 

• Just a few years ago, in 2014, the Narendra Modi-led government launched a signature 

program that it branded as Make in India to make India a global industrial power. 

• This campaign also invited foreign direct investments (FDI) into the manufacturing, 

electronics, automotive and defence sectors.9 

6. Current Affairs 

• E-commerce FDI: India opened the doors of its e-commerce marketplace to foreign 

direct investment, leading to huge investments by foreign players like Amazon and 

                                                             
8 Economic Times, "Retail Sector FDI in India". 
9 Make in India Initiative, Government of India, 2014. 

http://www.jlrjs.com/
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Walmart through Flipkart. 

• Digital India: FDI has been pouring in due to the digital economy and tech 

infrastructure10 push into fintech, telecom, cloud computing etc. 

IMPACT OF FDI ON INDIA’S ECONOMY 

FDI has changed the economic structure of India, and it has further added to GDP growth, 

generation of employment, diffusion of technology, and infrastructural development. 

1. Impact on GDP Growth 

The FDI has acquired significant importance because, since the reforms of 1991, it is capital 

inflow into the Indian economy for its development. The inflow of FDI has multiplied since 

the post-reform era of 1991, and hence they are among the prime reasons for higher growth of 

GDP. The importance of FDI has also been felt increasingly with increased integration of India 

with the rest of the world11. 

2. Employment Generation 

This is because manufacturing, IT and services sectors have over the last few decades expanded 

geometrical which has also led to the creation of millions of jobs. For instance, IT and IT-

enabled services (ITES), which witnessed considerable FDI after 1991, soon became one of 

the largest employment generators and generated crores of jobs for India's growing pool of 

skilled workforce12. 

3. Technology Transfer 

Another important advantage of FDI is that it allows the transfer of advanced technology and 

managerial know-how from the foreign country to home country firms13. 

4. Infrastructure Development 

Perhaps, one of the most important contributions made by FDI to India during the last two 

decades has been its direct investment in the infrastructure sector, particularly 

                                                             
10 Journal of International Business Studies, "FDI in India: A Sectoral Overview". 
11 World Bank Group, “Foreign Direct Investment, Net Inflows (Bop, Current US$), 
12 Lew, Julian J., "India's IT Growth Through FDI" 
13 Palgrave Journal of Business, "Technology Transfer via FDI". 

http://www.jlrjs.com/
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telecommunications, power generation, transport, and urban development. Roads, Railways, 

and Ports: FDI inflows have aided connectivity by making possible some of the world-class 

highways, airports, and ports through contracts, such as PPPs14. 

FDI IN OTHER COUNTRIES LIKE CHINA, BRAZIL 

With FDI playing the most vital role in terms of developing almost any economy worldwide, 

various countries have different strategies and policies to attract and eventually manage foreign 

investments. The summary provides some analysis of FDI trends and impacts for countries like 

China, Brazil, and the United States. A comparison will then be made regarding the FDI 

policies, economic structures, and performance. 

1. FDI in China: FDI Trends 

• China is one of the largest receivers of FDI globally, especially since its economic 

reforms in 1978 that opened the economy to foreign investors. 

• China over the last few years has remained the world's second-largest recipient of FDI 

after the United States as inflows hit US$189 billion in 202115. 

Impact of FDI in China 

• Rapid Industrialization: FDI is strongly responsible for the transformation of China 

into the "world's factory" most specifically within the manufacturing industry, where 

large-scale investments come from firms eager to benefit from the labour and 

production edge of China. 

• Technology Transfer and Innovation: FDI led to significant technology transfer, and 

China is now one of the world's technological powers in electronics, 

telecommunication, and renewable energy16. 

2. FDI in Brazil: FDI Trends 

• Brazil is the largest recipient of FDI in Latin America. During 2021, it attracted 

approximately $50 billion of FDI, mostly into natural resources, agriculture, finance, 

                                                             
14 International Business Review, "FDI and Infrastructure in India". 
15 China Economic Review, "FDI in China". 
16 China Business Review, "FDI’s Role in China’s Industrialization". 

http://www.jlrjs.com/


VOL. 4 ISSUE 1 Journal of Legal Research and Juridical Sciences ISSN (O): 2583-0066 

www.jlrjs.com  694 

 

and infrastructure. 

• Political instability and current economic challenges notwithstanding, Brazil remains 

a very attractive destination for FDI due to its significant natural resources and large 

consumer market17. 

Effects of FDI in Brazil 

• Natural Resource Exploitation: FDI has provided huge contributions towards the 

exports and GDP growth in Brazil's oil & gas and mining sectors18. 

• Infrastructure Development: FDI has led to infrastructure improvement in Brazil, 

though inefficiencies in bureaucracy have hindered this process, especially concerning 

transportation, telecommunications, and energy. 

• Job Creation: Foreign investment in Brazil has generated numerous jobs in 

construction, energy, and agriculture. 

COMPARISON OF FDI POLICIES AND ECONOMIC STRUCTURES 

1. China vs. India 

Policy Approach: While both countries adopted gradual economic reforms, China opened its 

economy more to FDI earlier (1978) and made SEZs a strategy for accessing investments. 

India followed it later in 1991 with its economic liberalization. The policies of China are 

centralized and export-oriented growth whereas those of India emphasize growth of the 

domestic market and service sectors19. 

Economic Impact: FDI-driven manufacturing power in China accelerated that country's 

process of industrialization, setting China well on the way to emerge as the world's second-

largest economy. FDI has catapulted India to a leading position in IT services but failed to 

work that kind of magic to transform the manufacturing sector.  

                                                             
17 Latin American Economic Review, "FDI and Economic Development in Brazil". 
18 Brazilian Economic Report, "Challenges in Brazil's Infrastructure Development" 
19 Economic Reforms in China and India, "Policy Approach to FDI". 
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2. Brazil and India 

FDI Policy: For FDI, Brazil has targeted the natural resources and infrastructure endowments 

through the rich base of natural resources. India has been focused on services sector growth, 

particularly IT, telecom, and pharmaceuticals20. 

CRITICAL ANALYSIS 

COMPARATIVE IMPACT OF FOREIGN DIRECT INVESTMENT IN INDIA AND 

OTHER STATES 

1. Economic Structure and Sectoral Preferences 

India's Focus on Services vs. Manufacturing in China 

• India's FDI largely falls into services, especially IT, telecommunications, and financial 

services accounting for 55% of its GDP21. This has resulted in high-skilled jobs and 

increased the growth rate of the economy; it still has no perceptible impact on the 

Indian manufacturing sector. Manufacturing accounts for only 17% of India's GDP22, 

hence averse to large employment generation- particularly for low-skill workers23. 

Brazil's Agricultural Advantage: Brazil had tapped into FDI that had been used to augment 

its agriculture and natural resources sectors, making it the world's leading producer of 

soybeans, corn, and meat24. 

• In contrast, India's agricultural sector draws in low FDI due to restrictive policies, thus 

losing on much-needed rural development25 and modernization opportunities despite 

this country's mammoth base in agriculture. 

2. Infrastructure and Institutional Capacity 

• Infrastructure deficit in India: Infrastructural deficits are present in the much-needed 

transportation, logistics, and electricity, which will continue to pose a huge challenge 

                                                             
20 Brazilian Economic Journal, "FDI Policies: Brazil vs. India" 
21 Reserve Bank of India (RBI) Annual Report. Retrieved from Reserve Bank of India. 
22 World Bank Group, FDI Indicators. Retrieved from World Bank Group. 
23 Journal of International Business Studies, "Economic Impacts of FDI on Manufacturing." Retrieved from 

Journal of International Business Studies. 
24 International Monetary Fund, "Global Agricultural FDI Trends." Retrieved from IMF. 
25 Reserve Bank of India (RBI). "FDI Trends in Indian Agriculture." Retrieved from RBI. 

http://www.jlrjs.com/
https://www.rbi.org.in/Scripts/AnnualReportPublications.aspx
https://data.worldbank.org/indicator/BX.KLT.DINV.CD
https://www.palgrave.com/gp/journal/41267
https://www.imf.org/en/Publications
https://www.rbi.org.in/Scripts/AnnualReportPublications.aspx
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by not allowing FDI's impact to be felt at the grassroots level, especially in 

manufacturing. Bureaucratic delays, land acquisition problems, and regulatory barriers 

continue to manufacturing26. 

• The Infrastructure Advantage of China has been investing a lot in world-class 

infrastructure: transport systems, energy facilities, and Special Economic Zones over 

the last three decades. All this has helped make it easier for foreign investors to 

organize their operations, creating large-scale manufacturing FDI and great economic 

growth in China27. 

3. Its winning of IT and Pharmaceutical FDI: India has secured FDI in the most 

successful segments of IT and pharmaceuticals and now it is leading the world in terms 

of software development and manufacturing generic drugs28 

• Manufacturing Innovation Lag: India has a huge lag in manufacturing innovation. Its 

manufacturing sectors are not more than electronics, automobiles, and textiles, 

whereas China is moving fast in very high-tech industries- semiconductors, electric 

vehicles29, and telecommunications. 

• Leap of China in High-Tech Manufacturing: Through FDI, China upgraded its 

industrial base from labor-intensive to high-tech manufacturing through technology 

transfer. The Indian context can replicate the same success story by opening up liberal 

FDI and investment policies in advanced manufacturing30. 

4. Employment Generation and Inclusive Growth 

• Employment Problem of India: While FDI in services and technology has raised the 

employment levels in cities with high skills, it has unevenly tapped the benefits, almost 

entirely leaving low-skilled labor untapped31. 

5. FDI Sustainability and Dependence 

• Diversified sources of FDI for India: India receives FDI from diversified sectors which 

                                                             
26 Ashford, L. A. R., & Heintz, P. E. B. "Foreign Direct Investment and the Environment." 
27 China’s Infrastructure Growth through FDI. Journal of Asian Economics, 2018 
28 Lew, Julian J. "The Economics of Foreign Direct Investment." 
29 China's High-Tech Manufacturing Leap. Asian Manufacturing Review, 2019. 
30 India's Manufacturing Lag in FDI-Driven Innovation. Economic Times, 2020 
31 India’s Employment Challenges Post-FDI. Journal of Development Studies, 2021 
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encompass services, communications, automobiles, and foodstuff. Its economy is not 

heavily based on one sector alone32. 

• Commodity dependence of Brazil: The FDI for Brazil is largely entering in the form 

of investments in the natural resources and agriculture. This country is one of the 

leading producers worldwide, but commodity dependence renders it vulnerable to 

commodity price33 shocks. 

CONCLUSION 

As a conclusion, the national and international impacts of Foreign Direct Investment are 

complex. Clearly, national and international concerns must be carefully weighed against the 

benefits that could accrue from FDI. On the one hand, FDI can potentially spur economic 

growth and technological change, fostering employment opportunities. On the other hand, its 

scale generates huge national and international concerns that need careful management and 

policy considerations. 

At the level of impact, the analysis of FDI presents the following dominant 

features: 

1. The ability of FDI to trigger economic development and, as a result, promote 

prosperity and the increase in the level of economic growth34. 

2. Income distribution and social concerns: the policymakers have to deal with 

problems in income distribution and share the benefits produced by FDI in 

a better quality of life for everyone. Environmental Accountability35. 

3. Regulatory Framework: Balancing openness to investment with national 

sovereignty, it is vital that appropriate negotiations over bilateral investment 

treaties must be accompanied by intense regulatory monitoring36. 

4. Regional Development: Dispersion of FDI could contribute to the reduction 

of regional disparities and more balanced economic growth through policies.  

                                                             
32 FDI Diversification and Its Impact on India. Economic and Political Weekly, 2020. 
33 Brazil’s Commodity Dependence and FDI Risks. Latin American Economic Review, 2022 
34 FDI as an Economic Driver. World Economic Outlook 2023, IMF. 
35 Social Equity and FDI in Developing Economies. Journal of Global Economics, 2020. 
36 Balancing National Sovereignty with FDI. International Business Review, 2021. 
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