
Revista Infoacceso, 13(2), May - Aug 2026   ISSN: 2311-7605   

 

245 

 

Impact of Foreign Direct Investment (FDI) on Indian Economy 

 

Dr. Amitabh Roy 

Faculty of Management and Commerce, North Eastern Hill University 

Received: 28/11/2025  ;  Accepted: 18/04/2026  ;  Published: 24/05/2026 

 

Abstract 

Foreign Direct Investment (FDI) plays a significant role in shaping the economic development 

of India by providing capital inflows, promoting industrial growth, and enhancing employment 

opportunities. In the era of globalization, India has emerged as one of the most attractive 

destinations for foreign investors due to its large consumer market, skilled workforce, and 

liberalized economic policies. FDI contributes to the development of infrastructure, technology 

transfer, productivity improvement, and overall economic modernization. the impact of FDI on 

the Indian economy, focusing on its role in key sectors such as manufacturing, services, 

information technology, telecommunications, and retail. It highlights how FDI inflows support 

economic growth by increasing investment levels, improving competitiveness, and 

encouraging innovation. The research also explores the relationship between FDI and 

employment generation, as foreign investments often lead to the creation of direct and indirect 

job opportunities. 
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Introduction 

Foreign Direct Investment (FDI) has become one of the most important drivers of economic 

growth in developing countries, especially in India. It refers to the investment made by foreign 

companies or individuals in the business operations of another country, either by establishing 

new ventures or by acquiring existing enterprises. Over the years, India has attracted significant 

FDI inflows due to economic reforms, liberalization policies, a large consumer base, and 

improvements in the business environment. FDI plays a vital role in strengthening the economy 

by providing capital, improving infrastructure, generating employment, and encouraging 

technological advancement. It also supports industrial development by bringing in modern 

management practices, advanced technologies, and global expertise. Sectors such as 

information technology, telecommunications, manufacturing, retail, and services have 

particularly benefited from foreign investments. The liberalization policies introduced in the 

early 1990s marked a major turning point for India’s economic structure. These reforms opened 

the economy to global markets and significantly increased the participation of foreign 

investors. As a result, India has emerged as one of the leading destinations for FDI in the world, 

attracting investments from developed as well as developing nations. FDI not only contributes 

to economic growth but also improves competitiveness and productivity in domestic industries. 

It helps integrate the Indian economy with global markets, thereby increasing exports and 

strengthening foreign exchange reserves. However, it is also important to manage FDI carefully 

to ensure balanced regional development and prevent excessive dependence on foreign capital. 

 

Types of Foreign Direct Investment 
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Foreign Direct Investment (FDI) can be classified into different types based on the nature of 

investment, ownership, and mode of entry into a foreign country. In the Indian economy, FDI 

plays an important role in bringing capital, technology, and employment opportunities. 

Understanding its types helps in analyzing how foreign investors participate in domestic 

markets. 

1. Horizontal FDI 

Horizontal FDI occurs when a foreign company invests in the same line of business in another 

country. The investor produces similar goods or services abroad as it does in its home country. 

For example, a global automobile company setting up a manufacturing unit in India to produce 

cars for the Indian market. 

2. Vertical FDI 

Vertical FDI takes place when a company invests in a foreign country to carry out different 

stages of production. It is divided into backward vertical FDI (investing in raw materials or 

suppliers) and forward vertical FDI (investing in distribution or retail networks). This type 

helps companies reduce production costs and improve supply chain efficiency. 

3. Conglomerate FDI 

Conglomerate FDI occurs when a company invests in a completely different industry in a 

foreign country. There is no direct relationship between the investor’s existing business and 

the new investment. This type of FDI is less common due to higher risks and lack of expertise 

in unrelated sectors. 

4. Greenfield Investment 

Greenfield investment refers to a situation where a foreign company starts a new business from 

scratch in another country. It involves building new facilities, infrastructure, and operations. 

Companies such as Toyota and other multinational firms often use this method to establish 

manufacturing plants in India. 

5. Brownfield Investment 

Brownfield investment occurs when a foreign company acquires or merges with an existing 

business in the host country. This method allows quick market entry and reduces setup costs. 

Many multinational corporations prefer this type of investment for faster expansion. 

6. Merger and Acquisition (M&A) FDI 

In this type, foreign companies merge with or acquire domestic companies to expand their 

operations. It helps businesses gain immediate access to markets, resources, and established 

customer bases. However, it may also lead to restructuring of existing businesses. 

FDI is categorized into different types based on investment strategies and business objectives. 

Each type plays a unique role in the economic development of India by promoting capital 

inflow, technology transfer, and industrial growth. 

 

Evolution of FDI Policy in India 

The evolution of Foreign Direct Investment (FDI) policy in India reflects the country’s gradual 

shift from a closed and regulated economy to a liberalized and globally integrated economic 

system. Over time, India has implemented several reforms to attract foreign investment, 

improve economic growth, and enhance competitiveness. 

1. Pre-Liberalization Era (Before 1991) 
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Before 1991, India followed a highly restrictive approach toward foreign investment. The 

economy was largely controlled by the government under the License Raj system. FDI was 

allowed only in limited sectors and under strict conditions. Foreign companies faced heavy 

regulations, and approvals were difficult to obtain. As a result, foreign investment inflows 

remained very low during this period. 

2. Economic Reforms of 1991 

A major turning point came in 1991 when India faced a severe balance of payments crisis. The 

government introduced economic reforms, including liberalization, privatization, and 

globalization (LPG). These reforms marked the beginning of a more open FDI policy. 

Automatic approval routes were introduced for several sectors, and restrictions on foreign 

ownership were relaxed. 

3. Liberalization Phase (1991–2000) 

During this phase, India significantly opened its economy to foreign investors. Many sectors 

were placed under the automatic route, allowing FDI without prior government approval. The 

Foreign Investment Promotion Board (FIPB) was established to facilitate and regulate 

investment proposals. Key sectors such as manufacturing, infrastructure, and services began to 

attract foreign capital. 

4. Consolidation and Expansion (2000–2014) 

In this period, India further liberalized its FDI policy and expanded foreign investment limits 

in various sectors. The government introduced sector-specific caps and simplified procedures 

for approval. Investment in sectors such as telecommunications, insurance, retail, and aviation 

increased steadily. Policy stability and economic growth made India an attractive destination 

for global investors. 

5. Modern FDI Policy Framework (2014–Present) 

In recent years, India has adopted a more investor-friendly and transparent FDI policy. Many 

sectors, including defense, insurance, and construction, have seen increased foreign investment 

limits under the automatic route. The government has focused on improving the ease of doing 

business, simplifying regulations, and promoting initiatives like “Make in India.” Digital 

platforms have also been introduced to streamline approval processes. 

Companies such as Amazon and other multinational corporations have expanded their presence 

in India due to these favorable policies. 

The evolution of FDI policy in India shows a clear transition from a controlled economy to an 

open and liberalized market system. Continuous reforms have played a crucial role in attracting 

foreign investment, promoting economic growth, and integrating India with the global 

economy. 

 

Sector-wise Impact of FDI in India 

Foreign Direct Investment (FDI) has played a transformative role in the development of various 

sectors of the Indian economy. By bringing in capital, technology, managerial expertise, and 

global best practices, FDI has contributed to sectoral growth, improved efficiency, and 

increased competitiveness across industries. 

1. Manufacturing Sector 

The manufacturing sector has benefited significantly from FDI inflows, especially under 

initiatives like “Make in India.” Foreign investment has helped in setting up new production 
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units, improving industrial output, and creating employment opportunities. It has also 

introduced advanced machinery and modern production techniques, enhancing productivity 

and export potential. 

2. Services Sector 

The services sector, including banking, insurance, finance, and consulting, has emerged as one 

of the largest recipients of FDI in India. Foreign investment has improved service quality, 

introduced global standards, and increased competition. It has also strengthened financial 

inclusion and expanded access to modern financial services. 

3. Information Technology and Telecommunications 

FDI has played a key role in the rapid growth of India’s IT and telecom sectors. It has supported 

infrastructure development, software exports, and digital innovation. International companies 

have contributed to the development of data centers, communication networks, and digital 

platforms, making India a global IT hub. 

4. Retail and E-Commerce Sector 

The retail and e-commerce sectors have witnessed strong FDI inflows in recent years. 

Companies have introduced organized retail formats, improved supply chain systems, and 

enhanced customer experience. Platforms such as Amazon and Flipkart have significantly 

changed consumer buying patterns in India. 

5. Infrastructure Sector 

FDI has contributed to the development of infrastructure such as roads, ports, airports, energy, 

and urban development. Foreign investment has helped bridge the infrastructure gap by 

providing large-scale funding and advanced construction technologies. This has supported 

economic growth and regional development. 

6. Automobile Sector 

The automobile industry has benefited from foreign collaboration and investment, leading to 

the introduction of advanced vehicle technologies, improved safety standards, and increased 

production capacity. Global automobile companies have established manufacturing plants in 

India, boosting both domestic sales and exports. 

7. Pharmaceuticals and Healthcare Sector 

FDI has strengthened India’s pharmaceutical and healthcare industries by supporting research 

and development, production of quality medicines, and expansion of healthcare facilities. It 

has also encouraged innovation and global competitiveness in drug manufacturing. 

FDI has positively influenced multiple sectors of the Indian economy by improving efficiency, 

generating employment, and enhancing technological capabilities. While its impact is largely 

beneficial, balanced policy implementation is necessary to ensure inclusive and sustainable 

sectoral growth. 

 

Conclusion 

Foreign Direct Investment (FDI) has emerged as a key driver of economic growth and 

structural transformation in the Indian economy. Over the years, progressive policy reforms 

and liberalization measures have helped India attract substantial foreign capital across diverse 

sectors such as manufacturing, services, information technology, retail, and infrastructure. This 

inflow of investment has contributed to capital formation, technological advancement, 

employment generation, and improved productivity. FDI has not only strengthened industrial 
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development but also enhanced India’s integration with the global economy. It has introduced 

modern management practices, improved competitiveness, and supported innovation in 

domestic industries. The presence of multinational companies has further encouraged healthy 

competition and improved the quality of goods and services available in the market. At the 

same time, certain challenges such as regional disparities, dependence on foreign capital, and 

potential pressure on domestic industries need careful attention. Effective policy frameworks 

and balanced regulatory measures are essential to ensure that the benefits of FDI are distributed 

equitably across different sectors and regions of the country.  FDI has a largely positive impact 

on the Indian economy when supported by strong governance and strategic planning. 

Continued reforms, infrastructure development, and a stable investment environment will 

further enhance India’s attractiveness as a global investment destination and support long-term 

sustainable economic growth. 
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