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Abstract

Snce the economic liberalization reforms in India in 1991, Foreign Direct Investment (FDI) has
emerged as a crucial component of external capital inflows, significantly influencing the country’s
integration with the global economy. Over the past three decades, rising FDI inflows have been
associated with structural transformation, technology diffuson and increased trade openness.
However, the extent to which FDI has contributed to economic growth remains an empirical question,
particularly in light of evolving global business dynamics and external sector vulnerabilities. The
present study examines the relationship between FDI inflows and economic growth in India during the
period 1991-92 to 2023-24. The study investigates both long-run equilibrium and short-run dynamics
between FDI and GDP growth using annual time series data obtained from official macroeconomic
sources. The study provides empirical evidence on the nature and strength of the FDI-growth nexus.
The findings are expected to highlight the catalytic role of foreign capital in enhancing productive
capacity and supporting structural transformation. The study concludes with policy implications
aimed at strengthening India’s external sector strategy and optimizing foreign investment policies in
an increasingly integrated global economy.

Keywords: Foreign Direct Investment, Economic Growth, Liberalization, Global I ntegration, India,
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I ntroduction

In 1991 India started to make changes to its economy. The country was facing financia problems so it
introduced new policies to open up its economy to the rest of the world. One of the results of these
changes was that India started to get more Foreign Direct Investment. FDI is a type of investment
where a company from one country puts money into a company in another country. FDI is seen as a
way for countries to get money from outside because it involves long-term commitments. FDI not
brings in money but it also helps countries devel op new technol ogies improve their management skills
and become more connected to the global economy. For a country like India, which is still developing
these benefits are very important. They can help the country grow faster and become more modern.

Since the 1990s India has seen an increase in FDI especialy in areas like services, telecommunications
and information technology. This has happened at the time as India’s economy has been growing
rapidly. So, it is natural to ask: how much has FDI contributed to India’s growth? Some studies say
there is a link between FDI and economic growth but others say it depends on other factors like
education, infrastructure and trade policies.

In today’s world understanding the relationship between FDI and economic growth is more important
than ever. The way companies do business around the world is changing, with global supply chains
and digital technologies. So, it is useful to look at how FDI has affected India’s economy over the last
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thirty years. This study aims to do that by looking at the relationship between FDI and economic
growth in Indiafrom 1991 to 2023.

Objectives of the Sudy
1. Tolook at the trend and pattern of FDI in India since the country opened up its economy.
2. Toevauatetherole of FDI in helping Indiaintegrate into the economy.

M ethodology

The study uses data from 1991 to 2023. The data on FDI and economic growth comes from sources
like the central bank and government reports. The study uses growth rates as a measure of how well
the economy is doing.To analyze the relationship between FDI and economic growth the study uses an
economic model. This model helps us understand how FDI affects growth in the short and long term.
The study uses economic techniques, including unit root tests, co integration analysis and an
autoregressive distributed lag model. These techniques help us understand the relationship between
FDI and economic growth and how it changes over time.

Trendsin FDI and Economic Growth in India

After India opened up its economy FDI started to increase in the 1990s and then more rapidly after
2000. Policy changes like liberalizing sectors simplifying approval processes and improving the
investment climate helped attract foreign investors. India’s economy also started to grow during this
period making it one of the fastest-growing maor economies. The services sector, information
technology became a key driver of growth helped by foreign investment and export expansion.
However, FDI inflows have also been affected by economic conditions, financial crises and changesin
domestic policies. Despite these fluctuations the overall trend suggests a link between foreign
investment and economic performance.

India’s journey as a major destination for Foreign Direct Investment (FDI) is closely tied to the
economic reforms initiated during the 1991 Economic Liberalization. In the early 1990s, India faced
significant economic challenges, including a balance of payments crisis, limited foreign exchange
reserves and a highly regulated economic environment. The shift toward liberalization marked a
turning point, opening the economy to global markets and encouraging foreign participation across
various sectors.

Over the years, consistent policy reforms, simplification of procedures and the introduction of
investor-friendly measures have strengthened India’s position in the global investment landscape.
Initiatives such as Make in India and the Digital India programme have enhanced the country’s
attractiveness by improving infrastructure, encouraging manufacturing and promoting technological
advancement. As a result, India has emerged as one of the world’s largest recipients of FDI,
particularly by 2023.

The country’s demographic advantage, growing middle class and expanding consumer market further
contribute to its appeal. In addition, sectors such as digital technology, renewable energy, e-commerce
and financial services have witnessed substantial foreign investment. India’s strategic focus on
sustainability and green energy has aso aigned with globa investment trends, attracting
environmentally conscious investors. With ongoing reforms and a stable macroeconomic environment,
Indiais well-positioned to maintain its status as aleading global FDI destination in the years ahead.
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Analyzing the Growth and Pattern of FDI Inflowsin India

The growth and pattern of FDI inflows in India since the liberalization era reflect a dynamic interplay
between policy reforms, sectoral development and global economic conditions. Following the reforms
of 1991, FDI inflows began to rise steadily, although the pace varied depending on domestic and
international factors. Over time, Indiatransitioned from arelatively closed economy to one of the most
attractive investment destinations among emerging markets.

A key feature of India’s FDI growth is its sectoral concentration. Industries such as information
technology, telecommunications, automobile manufacturing and financial services have consistently
attracted substantial foreign investments. The expansion of the IT sector, in particular, positioned India
as a globa hub for outsourcing and digital services. Similarly, the liberadization of the
telecommunications sector encouraged significant capital inflows, contributing to rapid technological
advancement and connectivity.

Government initiatives have played a crucia role in shaping these patterns. Policies aimed at easing
business regulations, improving the ease of doing business and providing incentives for foreign
investors have led to periodic surges in FDI inflows. Programs such as Make in India have specifically
targeted manufacturing growth, encouraging foreign firms to establish production bases in India
Geographically, FDI inflows have been concentrated in maor metropolitan cities and industrial hubs.
Regions such as Mumbai, Delhi and Bengaluru have emerged as key destinations due to their
advanced infrastructure, availability of skilled labour and established business ecosystems. However,
in recent years, there has been a gradual shift toward diversification, with emerging cities and states
also attracting investment.

Furthermore, global economic trends, including financia crises, trade dynamics and shifts in supply
chains, have influenced FDI patterns in India. The country’s resilience, coupled with its large domestic
market and reform-oriented policies, has enabled it to adapt to these changes effectively. The pattern of
FDI inflows in India has evolved from being sector-specific and regionally concentrated to more
diversified and widespread. This transformation highlights India’s growing integration into the global
economy and underscores its role as a key driver of economic growth in the post-liberalization era.

Key SectorsAttracting FDI

The pattern of Foreign Direct Investment (FDI) inflows into India since the post-reform period reflects
a clear alignment between global capital movements and the country’s evolving economic priorities.
Following the 1991 Economic Liberalization, India opened its doors to foreign investors and over
time, certain sectors have consistently emerged as key recipients of FDI due to their growth potential,
scalability and integration with the global economy. One of the most prominent sectors attracting FDI
is Information Technology (IT) and services. India’s IT industry has become a global powerhouse,
supported by alarge pool of skilled professionals, cost efficiency and strong technological capabilities.
Multinational corporations have established development centres and outsourcing units across the
country, leveraging India’s comparative advantage in software development, business process
outsourcing (BPO) and knowledge-based services. This sector not only generates employment but also
strengthens India’s position in global value chains, making it a cornerstone of economic growth.

The telecommunications sector has also witnessed substantial foreign investment, particularly
following deregulation and technological advancements. With the rapid expansion of mobile networks
and internet connectivity, India has become one of the largest telecom markets in the world. Foreign
companies have invested heavily in infrastructure development, spectrum acquisition and service
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delivery to cater to a vast and growing consumer base. The digital revolution, further supported by
initiatives like Digital India, has amplified the importance of this sector in attracting sustained FDI
inflows.

Another mgjor area of foreign investment is automobile manufacturing. India’s large domestic market,
availability of relatively low-cost labour and supportive government policies has transformed it into a
globa manufacturing hub. Leading automobile companies such as Hyundai Motor Company, Suzuki
Motor Corporation and Ford Motor Company have established production facilities in India. These
investments not only meet domestic demand but also support exports, thereby contributing to
industrial growth and technological transfer.

In recent years, the retail and e-commerce sectors have emerged as significant destinations for FDI.
The rapid growth of India’s middle class, increasing internet penetration and changing consumption
patterns has created vast opportunities for global retailers. Companies like Amazon and Walmart have
made substantial investments to expand their presence in the Indian market. These developments have
enhanced supply chain efficiency, promoted digital transactions and integrated Indian markets with
global retail networks.

Furthermore, renewable energy and infrastructure development have gained prominence as key areas
for foreign investment. India’s commitment to sustainable development and its ambitious renewable
energy targets have attracted globa investors to sectors such as solar and wind power. Policy
frameworks and initiatives like the National Action Plan on Climate Change have played a crucial role
in encouraging such investments. Infrastructure development, including transportation, urban
development and logistics, has also benefited from increased foreign participation. The sectoral
distribution of FDI in India highlights a gradual shift from traditional industries to technology-driven
and sustainability-focused sectors. This diversification reflects India’s deeper integration into the
globa economy and underscores the role of FDI as a catalyst for economic growth, innovation and
global businessintegration in the liberalization era.

Results and Discussion

The study found that FDI and economic growth are connected in the term. This means that foreign
investment has contributed to India’s growth over time. The study also found that FDI has an impact
on economic growth in the short term athough this relationship can be affected by temporary
economic shocks.

FDI Inflowsand Economic Growth in India: A Trend Analysis

The relationship between Foreign Direct Investment (FDI) inflows and economic growth in India since
the 1991 Economic Liberalization reveals a compelling narrative of transformation, resilience and
global integration. The data presented in the table highlights how India’s gradual opening to foreign
capital has not only increased investment inflows but has also influenced the country’s overall
economic performance over time.

TableNo 1: FDI and Economic Growth (1991-92 to 2022-23)

Year | FDI Inflows(USD Billion) | GDP Growth Rate (%)
1991-92 0.1 1.1
1995-96 0.3 7.6
2000-01 2.2 5.6
2005-06 6.0 9.4
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2010-11 35.2 8.9

2015-16 40.0 8.0

2020-21 57.5 -7.3 (Pandemic impact)

2022-23 85.0 6.9

In the immediate aftermath of liberalization, FDI inflows were minimal. During 1991-92, India
attracted only USD 0.1 billion in FDI, while GDP growth stood at a modest 1.1 percent. This period
reflects the initial phase of transition, where policy reforms had just begun and investor confidence
was still developing. However, by 1995-96, FDI inflows showed a slight increase to USD 0.3 billion,
accompanied by a significant rise in GDP growth to 7.6 percent. This suggests that early reforms
started to yield positive economic outcomes, even though foreign investment levels remained
relatively low.

The early 2000s marked a period of gradua acceleration. By 2000-01, FDI inflows had increased to
USD 2.2 billion, while GDP growth stabilized at 5.6 percent. This phase indicates growing investor
confidence, supported by further liberalization measures and India’s increasing integration into the
global economy. A more pronounced surge can be observed in 2005-06, when FDI inflows rose
sharply to USD 6.0 billion, coinciding with a robust GDP growth rate of 9.4 percent. This period
reflects the strengthening of India’s economic fundamentals and the growing role of foreign capital in
driving expansion.

A major turning point is evident in 2010-11, when FDI inflows jumped significantly to USD 35.2
billion. Despite a slight moderation in GDP growth to 8.9 percent, the high level of investment
indicates strong global confidence in India’s market potential. This surge can be attributed to policy
reforms, improved ease of doing business and increased participation of multinational corporations in
sectors such as services, telecommunications and manufacturing. The trend continues in 2015-16, with
FDI inflows reaching USD 40.0 billion, while GDP growth remained stable at around 8.0 percent. This
period highlights the sustained attractiveness of India as an investment destination, supported by
initiatives such as Make in India, which aimed to boost manufacturing and foreign participation.

Despite the global economic disruption caused by the COVID-19 Pandemic, India recorded FDI
inflows of USD 57.5 hillion. However, GDP growth declined sharply to —7.3 percent, reflecting the
severe impact of the pandemic on economic activity. This divergence indicates that while short-term
economic output was affected, long-term investor confidence in India remained intact.

By 2022-23, FDI inflows reached an impressive USD 85.0 hillion, with GDP growth recovering to 6.9
percent. This recovery underscores India’s resilience and its ability to rebound from global shocks.
Overdl, the data illustrates a strong upward trend in FDI inflows alongside generally positive
economic growth, reinforcing the idea that foreign investment has played a crucial role in India’s
integration into the global economy and its sustained development trgjectory in the post-liberalization
era.
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Figure 1: Relationship between GDP and

=
)

The above figure presents an insightful overview of the relationship between India’s GDP growth rates
and Foreign Direct Investment (FDI) inflows over the period from 1991 to 2023. This timeline,
beginning with the 1991 Economic Liberalization, captures the evolving dynamics between domestic
economic performance and foreign capital participation in arapidly transforming economy. One of the
most striking observations from the figure is the considerable fluctuation in GDP growth across the
years. For instance, India experienced a remarkable peak in growth, reaching as high as 11.8 percent
around the mid-2000s. This phase can be associated with a period of strong economic momentum,
driven by structura reforms, expansion in industrial and service sectors and increasing openness to
global markets. While such high growth would typically be expected to attract substantial foreign
investment, the figure suggests that FDI inflows during this period did not increase proportionately.
This indicates that high economic growth alone may not be sufficient to drive foreign investment, as
investors also consider factors such as regulatory stability, infrastructure and ease of doing business.

Another important trend highlighted in the figure is the apparent inconsistency in the relationship
between FDI inflows and GDP performance. In theory, higher FDI is expected to support economic
growth by bringing in capital, technology and managerial expertise. However, the data suggests that
this relationship is not aways linear in the Indian context. There are periods when GDP growth
remains strong despite relatively low levels of FDI, implying that domestic factors such as

consumption, government spending and internal investment may play a more dominant role in driving
growth.

The figure also points to notable downturns in GDP growth, particularly around 2014 and 2018, where
growth rates reportedly dropped significantly. These declines highlight periods of economic
slowdown, which ideally should have been mitigated by increased foreign investment. However, the
stagnation or limited growth in FDI inflows during these years suggests a lack of adequate external
support. This could be attributed to global economic uncertainties, domestic policy challenges, or
investor concerns regarding market conditions.

Furthermore, even in recent years, the relationship between GDP recovery and FDI inflows appears
uneven. For example, despite a moderate recovery in GDP growth to around 5 percent in 2023, FDI
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inflows are observed to remain relatively stagnant in the figure. This disconnect reinforces the idea
that foreign investment decisions are influenced by a broader set of factors beyond short-term
economic performance, including long-term policy clarity, political stability and global investment
trends.

Conclusion

This study looks at the relationship between Foreign Direct Investment and economic growth in India
from 1991 to 2023. The findings confirm that there is a long-term relationship between FDI and
economic growth meaning that foreign investment has contributed significantly to India’s economic
development.

FDI has not brought in money but also helped India develop new technologies expand its exports and
transform its economy. While there may be short-term fluctuations the overall evidence suggests that
FDI has been afactor in India’s economic growth.

As India continues to integrate into the economy it is essentia to maintain a favourable investment
climate and strengthen domestic capabilities to sustain economic growth. Future studies can look into
the sector- effects of FDI and the role of emerging factors like digitalization and sustainability in
shaping the relationship, between FDI and economic growth.
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