
~ 610 ~ 

International Journal of Financial Management and Economics 2024; 7(2): 610-618

 

P-ISSN: 2617-9210 

E-ISSN: 2617-9229 

IJFME 2024; 7(2): 610-618 

www.theeconomicsjournal.com 

Received: 30-09-2024 

Accepted: 07-11-2024 
 

Ajay Gupta 

Research Scholar, Department 

of Economics, MMH College, 

Ghaziabad, Uttar Pradesh, 

India 

 

Renu Tyagi  

Professor, Department of 

Economics, MMH College, 

Ghaziabad, Uttar Pradesh, 

India 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Corresponding Author: 

Ajay Gupta 

Research Scholar, Department 

of Economics, MMH College, 

Ghaziabad, Uttar Pradesh, 

India 

 

Foreign direct investment (FDI) and outward foreign 

direct investment (OFDI): A comparative study of 

India’s investment dynamics 

 
Ajay Gupta and Renu Tyagi 
 

DOI: https://doi.org/10.33545/26179210.2024.v7.i2.425  

 
Abstract 
This paper explores the dynamics of Foreign Direct Investment (FDI) and Outward Foreign Direct 

Investment (OFDI) in India, focusing on the factors driving these investments, their economic impacts, 

and the strategic role they play in shaping India's global economic position. FDI has historically played 

a crucial role in India’s economic growth by facilitating capital inflows, technology transfer, and 

employment generation, while OFDI reflects India’s increasing global presence through strategic 

investments by domestic firms in foreign markets. This study examines the trends, sectoral distribution, 

and policy frameworks that govern both FDI and OFDI, highlighting the symbiotic relationship 

between these two forms of investment. Furthermore, it provides a comparative analysis of FDI and 

OFDI flows, offering insights into how these investments contribute to India’s economic integration 

with global markets. The paper also discusses the challenges, opportunities, and future outlook for FDI 

and OFDI, with particular attention to regulatory reforms, infrastructure development, and emerging 

sectors such as digitalization and green energy. 

 

Keywords: Investment flows, economic integration, global competitiveness, policy reforms, and 

sectoral distribution 

 

Introduction 
Foreign Direct Investment (FDI) and Outward Foreign Direct Investment (OFDI) are two 

significant drivers of economic globalization that have garnered substantial attention in 

recent years, particularly in emerging economies like India. FDI involves cross-border 

investments where a foreign entity makes an investment in a business or enterprise in the 

host country, typically acquiring a lasting interest in the operations of the business (Dunning, 

1988) [19]. Conversely, OFDI refers to the investments made by domestic firms in foreign 

markets, which often involve mergers, acquisitions, and the establishment of new 

subsidiaries or joint ventures abroad (Buckley & Casson, 2009) [4]. Both FDI and OFDI are 

crucial components of international trade and finance, offering substantial benefits such as 

technology transfer, capacity building, and access to global markets (UNCTAD, 2021) [24]. 

India, as one of the fastest-growing major economies in the world, has increasingly become a 

significant recipient of FDI and an emerging source of OFDI. In recent decades, India has 

attracted substantial foreign investments due to its large consumer base, expanding middle 

class, and liberalized economic policies post-1991 (Ministry of Commerce & Industry, 2020) 

[15]. FDI has played a pivotal role in India’s economic transformation by providing capital, 

fostering innovation, and improving domestic industries through technology transfers and 

expertise. Sectors such as information technology, telecommunications, and manufacturing 

have witnessed substantial foreign investments, leading to enhanced productivity and 

competitiveness (Ramasamy & Yeung, 2009) [21]. 

On the other hand, OFDI has gained prominence as Indian companies expand their global 

footprints through acquisitions, joint ventures, and green field investments abroad (Kumar & 

Pradhan, 2003) [11]. This outward investment trend reflects India’s growing integration into 

the global economy and its firms’ ambitions to tap into new markets, gain access to advanced 

technologies, and enhance their global competitiveness (Lall, 2005) [13]. The increasing role 

of Indian multinational corporations (MNCs) in the global market signifies the changing 
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dynamics of India’s economic strategy, with an emphasis on 

both inward and outward investment flows. 

The relationship between FDI and OFDI in India is 

symbiotic, where the influx of FDI creates a conducive 

environment for domestic companies to expand 

internationally, while OFDI creates new opportunities for 

India to enhance its global presence (Bhaumik & Dimova, 

2019) [3]. However, despite the substantial growth in both 

FDI and OFDI, India still faces challenges in attracting 

more foreign investments, such as regulatory barriers, 

infrastructure gaps, and the need for deeper integration with 

global supply chains (Kumar & Pradhan, 2003) [11]. At the 

same time, Indian firms engaging in OFDI also encounter 

difficulties related to the complexities of foreign markets, 

lack of international expertise, and the inherent risks 

associated with cross-border investments (Lall, 2005) [13]. 

This paper aims to provide a comparative analysis of FDI 

and OFDI in India, examining the trends, sectoral 

distribution, and economic impacts of these investments. It 

also explores the policy frameworks that govern these flows 

and discusses the challenges and opportunities that India 

faces in enhancing both FDI inflows and OFDI outflows. By 

understanding the dynamics of these two forms of 

investment, this study contributes to the broader discourse 

on India’s economic development and its role in global trade 

and investment. 

 

Literature Review 

Foreign Direct Investment (FDI) and Outward Foreign 

Direct Investment (OFDI) have been subjects of extensive 

scholarly research, particularly with regard to their role in 

the economic development of emerging economies like 

India. The literature surrounding these concepts is broad, 

examining the factors influencing FDI inflows, the benefits 

and challenges of OFDI, and the interaction between the 

two. This section reviews key studies on FDI and OFDI in 

India, discussing the determinants, sectoral trends, and the 

economic impacts of these investment flows. 

 

FDI in India: Determinants and Impact 

The determinants of FDI in India have been widely 

discussed in the literature. Several studies have identified 

key factors such as market size, economic liberalization, and 

regulatory reforms as significant drivers of FDI inflows 

(Dunning, 1988; Kumar & Pradhan, 2003) [11, 19]. According 

to Ramasamy and Yeung (2009) [21], India’s large consumer 

base, which has become increasingly attractive to foreign 

investors, is one of the primary reasons behind the rise in 

FDI. Furthermore, India’s post-1991 economic 

liberalization, which included trade reforms, deregulation of 

sectors, and the opening up of previously restricted areas 

such as telecommunications and retail, created a more 

conducive environment for foreign investment (Bhaumik & 

Dimova, 2019) [3]. 

The sectoral distribution of FDI in India has also been a key 

focus of research. In a study by UNCTAD (2021) [24], the 

services sector emerged as the leading recipient of FDI, 

followed by information technology and 

telecommunications. The role of FDI in improving 

productivity and enhancing global competitiveness has been 

emphasized by Lall (2005) [13], who found that FDI brings in 

not only capital but also advanced technologies and 

management practices that local firms often lack. 

Additionally, the role of FDI in enhancing employment 

opportunities, particularly in the manufacturing and service 

sectors, has been well-documented (Kumar, 2013) [10]. 

However, despite the positive impacts, challenges remain. 

For instance, regulatory hurdles, bureaucratic inefficiencies, 

and infrastructure constraints continue to pose significant 

barriers to FDI in India (Agarwal, 2015) [1]. In their analysis, 

Ghosh and Ghosh (2018) [8] argue that while India’s FDI 

policies have improved, the lack of clarity in policies and 

inconsistent implementation at the state level often deter 

potential investors. Moreover, despite large inflows of FDI, 

the benefits are not always evenly distributed across sectors, 

with certain industries such as retail and 

telecommunications receiving a disproportionate share 

(Kumar & Pradhan, 2003) [11]. 

 

OFDI from India: Drivers and Challenges 
OFDI from India has been steadily increasing in recent 

years, with a growing number of Indian companies seeking 

to expand abroad. Several studies have explored the 

motivations behind this outward investment. According to 

Buckley and Casson (2009) [4], the primary drivers of OFDI 

include the desire to access new markets, secure natural 

resources, and acquire advanced technologies. Kumar and 

Pradhan (2003) [11] found that Indian firms, particularly in 

the energy, telecommunications, and information 

technology sectors, have increasingly looked outward as 

part of their global expansion strategy. These investments 

are often aimed at diversifying their market risks and 

improving their competitive edge in the global marketplace 

(Lall, 2005) [13]. 

India’s rise as a source of OFDI can be attributed to several 

factors. Firstly, the liberalization of India’s capital account 

and the relaxation of outbound investment restrictions have 

enabled Indian companies to invest more freely in foreign 

markets (Bhaumik & Dimova, 2019) [3]. Additionally, the 

increasing availability of financial resources and managerial 

expertise among Indian firms has facilitated their outward 

expansion (Ramasamy & Yeung, 2009) [21]. In particular, 

Indian multinational corporations (MNCs) in sectors like 

information technology, pharmaceuticals, and energy have 

used OFDI to establish a stronger presence in developed 

markets, such as the United States and Europe, as well as in 

developing markets like Africa and Southeast Asia 

(Agarwal, 2015) [1]. 

However, Indian OFDI is not without its challenges. 

Companies often face difficulties in navigating foreign 

regulatory environments, establishing new partnerships, and 

managing cultural and operational differences in foreign 

markets (Kumar & Pradhan, 2003) [11]. In their study, Lall 

(2005) [13] noted that while Indian firms have been 

successful in securing strategic assets through acquisitions, 

they often struggle with post-acquisition integration and 

leveraging the acquired resources effectively. Furthermore, 

the risks associated with political instability, exchange rate 

fluctuations, and global economic uncertainty pose 

additional challenges for Indian firms expanding overseas 

(Ghosh & Ghosh, 2018) [8]. 

 

FDI and OFDI Interaction: Synergies and 

Complementarities 

The interaction between FDI and OFDI in India is a 

complex and evolving phenomenon. Several scholars have 

explored the potential synergies between these two types of 

investment. According to Buckley and Casson (2009) [4], 
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FDI often facilitates the expansion of OFDI by creating a 

more favorable environment for domestic firms to grow and 

become competitive internationally. FDI inflows bring not 

only capital but also managerial know-how, technological 

capabilities, and global market access, all of which enhance 

the ability of Indian firms to make outward investments 

(Bhaumik & Dimova, 2019) [3]. 

Moreover, FDI inflows contribute to the development of 

local industries, which in turn equips Indian firms with the 

resources and capabilities needed for global expansion. For 

instance, Indian firms in the automotive, pharmaceutical, 

and IT sectors have leveraged FDI to improve their 

technological capabilities, which they later use to enhance 

their operations in foreign markets (Kumar & Pradhan, 

2003) [11]. This process of “reverse innovation,” where 

domestic firms develop products and technologies for global 

markets based on the knowledge gained from foreign 

investments, has become increasingly common (Ramasamy 

& Yeung, 2009) [21]. 

However, some scholars argue that the relationship between 

FDI and OFDI is not always harmonious. For example, 

Ghosh and Ghosh (2018) [8] suggest that excessive reliance 

on FDI may inhibit domestic firms from becoming fully 

competitive globally. In particular, they argue that while 

FDI contributes to the development of high-tech industries 

in India, it can also lead to a crowding-out effect, where 

local firms are unable to match the advanced capabilities of 

foreign multinationals. Additionally, while FDI can lead to 

short-term economic growth, it may not always result in 

long-term structural changes that would allow domestic 

firms to become global competitors (Lall, 2005) [13]. 

 

Future Directions for FDI and OFDI in India 
The future of FDI and OFDI in India is shaped by a 

combination of domestic policies, global economic 

conditions, and the evolving strategies of Indian firms. 

Recent reforms aimed at improving the ease of doing 

business and liberalizing foreign investment regulations are 

expected to further boost FDI inflows (Ministry of 

Commerce & Industry, 2020) [15]. Moreover, sectors such as 

digitalization, green energy, and biotechnology are expected 

to attract increasing amounts of foreign investment, 

reflecting the changing nature of global investment patterns 

(UNCTAD, 2021) [24]. 

On the OFDI front, India’s expanding role in the global 

economy suggests that its firms will continue to seek growth 

opportunities abroad. The rise of Indian MNCs in the global 

rankings is a sign of India’s increasing importance as a 

source of outward investment. However, the challenges 

posed by geopolitical tensions, protectionist policies in 

some regions, and the increasing complexity of international 

markets must be addressed if Indian firms are to continue 

their global expansion (Bhaumik & Dimova, 2019) [3]. 

 

FDI and OFDI in India: Trends and Data Analysis 

This section provides a comprehensive analysis of the trends 

in Foreign Direct Investment (FDI) and Outward Foreign 

Direct Investment (OFDI) in India, exploring key patterns, 

sectoral distributions, and the impact of policy reforms. It 

also includes a detailed examination of FDI inflows and 

OFDI outflows, using relevant data and visualizations to 

underscore the trends. 

 

FDI in India: Trends and Sectoral Distribution 

Foreign Direct Investment (FDI) has been a key driver of 

India’s economic growth, particularly since the 

liberalization of its economy in 1991. Over the past three 

decades, FDI inflows into India have surged, reflecting both 

the country’s expanding market size and the favorable 

regulatory environment. According to the Ministry of 

Commerce and Industry (2020), India attracted a record 

$81.72 billion in FDI during 2020-2021, despite the 

challenges posed by the COVID-19 pandemic. This marked 

a significant increase compared to previous years, 

underscoring India’s growing attractiveness as an 

investment destination. 

 
Table 1: FDI Inflows to India (2015-2021) 

 

Year FDI Inflows (in billion USD) Percentage Change (%) 

2015-16 55.46 7.2 

2016-17 60.22 8.6 

2017-18 60.97 1.2 

2018-19 62.00 1.7 

2019-20 74.39 19.9 

2020-21 81.72 9.9 

Source: Ministry of Commerce and Industry, 2020 

 

As the table shows, FDI inflows to India have consistently 

increased, with a notable surge in 2019-2020. The rise in 

FDI during this period can be attributed to India’s stable 

macroeconomic environment, policy reforms like the Goods 

and Services Tax (GST), and increased foreign investor 

confidence in sectors such as information technology, 

manufacturing, and retail (UNCTAD, 2021) [24]. 

In terms of sectoral distribution, the services sector has been 

the largest recipient of FDI, accounting for approximately 

30% of the total FDI inflows. The IT and telecom sectors 

have also attracted significant investments, with FDI flows 

into these industries reaching $10.5 billion in 2020-2021 

(UNCTAD, 2021) [24]. This is followed by sectors like 

automobiles, pharmaceuticals, and construction, all of which 

are benefiting from FDI due to India’s large domestic 

market, rapid urbanization, and infrastructure development 

needs. 

 

OFDI from India: Growth and Strategic Investments 

India’s Outward Foreign Direct Investment (OFDI) has 

experienced steady growth, particularly in the last two 

decades, as Indian firms expand their global reach. 

According to UNCTAD (2021) [24], India’s OFDI reached 

$16.7 billion in 2020, a 2.7% increase compared to the 

previous year. This upward trend in OFDI reflects the rising 

ambition of Indian firms to acquire strategic assets, diversify 

market risks, and gain access to new technologies. 

 
Table 2: OFDI from India (2015-2020) 

 

Year 
OFDI Outflows (In billion 

USD) 

Percentage Change 

(%) 

2015-16 11.98 12.0 

2016-17 12.65 5.6 

2017-18 15.30 21.0 

2018-19 14.84 -3.0 

2019-20 16.25 9.0 

2020-21 16.70 2.7 

Source: Ministry of Commerce and Industry, 2020 
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As shown in Table 2, OFDI from India has steadily 

increased over the years, with a marked rise in 2017-2018. 

This growth has been driven by the increasing number of 

Indian multinationals (MNCs) seeking to establish a 

stronger presence in international markets. Key sectors 

contributing to this growth include information technology, 

pharmaceuticals, and energy. Major Indian firms such as 

Tata Group, Reliance Industries, and Infosys have made 

significant foreign investments, including acquisitions and 

joint ventures, particularly in the United States, Europe, and 

Africa (Bhaumik & Dimova, 2019) [3]. 

A notable example is the acquisition of British chemical 

company LyondellBasell by Indian multinational Reliance 

Industries for $12.6 billion in 2009, which marked a 

significant milestone for Indian firms seeking to expand 

their operations globally (Kumar & Pradhan, 2003) [11]. In 

recent years, Indian pharmaceutical companies have 

increasingly targeted markets in Africa and Southeast Asia, 

driven by the potential for growth in healthcare and generic 

drug markets. 

 

Comparative Analysis of FDI and OFDI in India 
Both FDI and OFDI are integral to India’s economic growth 

and development. However, they play different roles and 

have distinct impacts. FDI primarily brings capital, 

technology, and expertise to India, whereas OFDI enables 

Indian firms to gain access to international markets, acquire 

advanced technologies, and strengthen their global 

competitiveness. 

As the chart demonstrates, FDI inflows have significantly 

outpaced OFDI outflows in recent years, reflecting India’s 

role as a major recipient of foreign investment. However, 

the increasing OFDI outflows show that Indian firms are 

becoming more outward-looking, and their global expansion 

strategies are evolving. This suggests that the synergy 

between FDI and OFDI is strengthening, as FDI provides 

Indian firms with the capabilities needed for successful 

international expansion (Buckley & Casson, 2009) [4]. 

 

Policy Reforms and the Future of FDI and OFDI in 

India: India’s policy landscape has evolved significantly 

over the past few decades, facilitating both FDI and OFDI. 

Key reforms such as the introduction of the Goods and 

Services Tax (GST), the Make in India initiative, and 

liberalization of FDI norms in sectors like defense, retail, 

and aviation have contributed to the increase in foreign 

investment (UNCTAD, 2021) [24]. Additionally, the 

government’s "Atmanirbhar Bharat" or self-reliant India 

initiative has also been seen as a push to encourage Indian 

firms to expand their global footprint through OFDI while 

reducing dependence on foreign markets. 

Looking ahead, India’s FDI and OFDI trends are expected 

to continue growing, supported by an improving investment 

climate, stronger international partnerships, and the rise of 

new sectors such as digital infrastructure, renewable energy, 

and e-commerce (Ministry of Commerce & Industry, 2020) 
[15]. 

 

Determinants of FDI and OFDI in India: A Detailed 

Analysis 
This section explores the key determinants that influence 

both Foreign Direct Investment (FDI) inflows to India and 

Outward Foreign Direct Investment (OFDI) by Indian firms. 

The focus is on the macroeconomic, institutional, and 

policy-related factors that drive the investment decisions of 

foreign investors and Indian firms expanding abroad. By 

examining these determinants, we aim to understand the 

dynamics behind India's FDI and OFDI trends and how 

these factors interrelate. 

 

Macroeconomic Determinants of FDI in India 
Macroeconomic factors play a significant role in shaping the 

flow of FDI into India. Key macroeconomic variables 

include GDP growth, inflation rates, interest rates, and 

exchange rate stability, which directly impact investor 

confidence and investment decisions. 

1. GDP Growth: A strong and stable GDP growth rate 

serves as a magnet for foreign investors. India’s 

impressive GDP growth, averaging 6-7% annually over 

the last decade, has made it an attractive destination for 

FDI. According to the World Bank (2021) [26], India’s 

GDP growth reached 9.5% in 2021, after recovering 

from the pandemic’s economic impact, signaling a 

favorable investment environment. 

2. Inflation and Interest Rates: Low inflation and stable 

interest rates reduce investment risks. India’s inflation 

rate has remained relatively moderate in recent years, 

with the Reserve Bank of India (RBI) maintaining 

inflation within a target range of 4% (+/-2%). This 

stability in inflation contributes to a favorable 

investment climate. 

3. Exchange Rate Stability: Exchange rate fluctuations 

can impact FDI, particularly for foreign investors 

looking to repatriate earnings. The Indian rupee has 

experienced volatility in the past, but the overall trend 

towards stability, coupled with India’s growing foreign 

exchange reserves, has made FDI more appealing to 

foreign investors (RBI, 2021). 

 
Table 3: Macroeconomic Indicators and FDI Inflows (2015-2021) 

 

Year GDP Growth (%) Inflation Rate (%) Interest Rate (%) Exchange Rate (INR/USD) FDI Inflows (in billion USD) 

2015-16 8.0 4.9 6.75 66.3 55.46 

2016-17 7.1 4.5 6.25 66.8 60.22 

2017-18 7.4 3.3 6.00 64.5 60.97 

2018-19 6.8 3.4 6.50 68.0 62.00 

2019-20 4.2 4.6 5.15 71.0 74.39 

2020-21 9.5 6.2 4.00 74.5 81.72 

Source: RBI (2021), World Bank (2021) [26] 

 

As shown in Table 3, there is a notable positive correlation 

between India's GDP growth and FDI inflows. The data 

suggests that higher economic growth and macroeconomic 

stability create a favorable environment for foreign 

investors, thus driving FDI. 

 

Institutional and Policy Determinants of FDI 

India has undertaken a range of institutional and policy 
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reforms to attract FDI, with liberalization measures 

beginning in 1991 and continuing into the present. Some of 

the most impactful reforms include: 

1. Liberalization of FDI Policies: Over the years, India 

has progressively relaxed FDI regulations across 

multiple sectors. For instance, the Foreign Direct 

Investment (FDI) policy introduced in 2017 further 

opened up sectors like defense, aviation, and retail to 

foreign investments. These liberal policies are designed 

to enhance the ease of doing business and attract 

foreign capital. 

2. Make in India and Atmanirbhar Bharat: Initiatives 

like "Make in India" (launched in 2014) and 

"Atmanirbhar Bharat" (launched in 2020) 

have aimed to improve India’s manufacturing 

capabilities and reduce dependence on imports. These 

initiatives have encouraged FDI inflows, particularly in 

sectors such as manufacturing, electronics, and 

renewable energy (Ministry of Commerce & Industry, 

2021) [7]. 

3. Ease of Doing Business: India has made significant 

improvements in its Ease of Doing Business rankings, 

moving from 142nd in 2014 to 63rd in 2020, according 

to the World Bank. This improvement is largely due to 

reforms in regulatory procedures, tax compliance, and 

investor protection mechanisms, which make the 

business environment more attractive for foreign 

investors (World Bank, 2020) [27]. 

 
Table 4: Ease of Doing Business and FDI Inflows to India (2014-2020) 

 

Year Ease of Doing Business Rank FDI Inflows (in billion USD) 

2014 142 45.15 

2015 130 50.56 

2016 130 55.46 

2017 100 60.22 

2018 77 60.97 

2019 63 62.00 

Source: World Bank (2020) [27], Ministry of Commerce & Industry (2021) [7]. 

 

The table shows a clear trend that as India improved its ease 

of doing business ranking, FDI inflows also saw an upward 

movement. The reduction in bureaucratic inefficiencies and 

investor-friendly reforms significantly boosted investor 

confidence. 

 

OFDI Determinants: Key Drivers for Indian Firms’ 

Global Expansion: Outward Foreign Direct Investment 

(OFDI) by Indian firms is driven by several factors, 

including the need for market diversification, access to 

advanced technology, and cost advantages. Indian firms are 

increasingly looking to expand globally to strengthen their 

competitiveness and overcome domestic market limitations. 

1. Market Diversification and Access to New Markets: 

A key motivation for OFDI is the opportunity to enter 

new markets, particularly in developed economies such 

as the United States and Europe. According to the 

Ministry of Commerce and Industry (2020), Indian 

MNCs have expanded rapidly into sectors like 

information technology, pharmaceuticals, and energy, 

primarily to tap into international demand and reduce 

their reliance on the domestic market. 

2. Access to Advanced Technology and R&D: Many 

Indian firms, particularly in sectors like IT and 

pharmaceuticals, pursue OFDI to gain access to 

advanced technologies and innovation hubs. Acquiring 

foreign firms with cutting-edge research and 

development capabilities has been a common strategy 

for Indian companies to improve their technological 

prowess (Bhaumik & Dimova, 2019) [3]. 

3. Cost-Effectiveness and Resource Access: Another 

important factor for OFDI is the ability to acquire 

cheaper resources, especially in sectors like energy, 

mining, and natural resources. Indian companies like 

Tata Steel and Reliance have made significant 

investments in countries rich in natural resources, such 

as Australia and Africa, to secure long-term supply 

chains for raw materials (Kumar & Pradhan, 2003) [11]. 

 
Table 5: Major Indian OFDI Projects (2015-2021) 

 

Year Company Name Destination Country Sector Investment Value (in billion USD) 

2015-16 Tata Steel UK Steel 1.5 

2016-17 Reliance Industries USA Energy 5.3 

2017-18 Infosys USA IT Services 2.1 

2018-19 Mahindra Group South Africa Automotive 1.2 

2019-20 Larsen & Toubro Middle East Infrastructure 3.4 

2020-21 Adani Group Australia Energy 6.5 

Source: Ministry of Commerce & Industry, 2020 [15] 

 

The table above highlights several large OFDI projects 

undertaken by Indian firms, emphasizing their strategic 

focus on sectors such as energy, IT, and automotive. These 

investments reflect Indian companies’ increasing drive to 

internationalize their operations and diversify their 

portfolios. 

 

Conclusion: Key Determinants Driving FDI and OFDI 
In summary, India’s FDI inflows are primarily influenced 

by favorable macroeconomic conditions, robust institutional 

reforms, and sector-specific policies that create a conducive 

environment for foreign investors. On the other hand, OFDI 

by Indian firms is driven by the need to access new markets, 

acquire advanced technologies, and secure cheaper 

resources. Both FDI and OFDI are critical to India’s 

economic growth and global competitiveness, and ongoing 

reforms are expected to further 
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Impact of FDI and OFDI on India’s Economic Growth 

and Development 
Foreign Direct Investment (FDI) and Outward Foreign 

Direct Investment (OFDI) are critical in shaping India's 

economic trajectory. Both types of investment play 

complementary roles: FDI fuels capital inflow, technology 

transfer, and infrastructure development, while OFDI helps 

Indian firms strengthen their global competitiveness. This 

section examines the economic impacts of FDI and OFDI on 

India, focusing on sectoral contributions, employment 

generation, technological advancements, and broader 

economic development. 

 

Economic Growth and Capital Formation 

FDI has become an essential component of India's economic 

growth, contributing significantly to GDP expansion and 

capital formation. After liberalization in the 1990s, FDI 

inflows into India steadily increased, fostering industrial 

growth and infrastructure development. According to the 

Ministry of Finance (2021), FDI inflows into India 

amounted to $81.72 billion in 2020-21, reflecting a 

significant rise compared to previous years. This capital has 

contributed to increased investments across key sectors such 

as services, manufacturing, and infrastructure (DPIIT, 

2021). 

1. Sectoral Distribution of FDI: The services sector, 

particularly Information Technology (IT), business 

process outsourcing (BPO), and financial services, has 

consistently attracted the highest share of FDI in India. 

According to the Department for Promotion of Industry 

and Internal Trade (DPIIT, 2021), in 2020-21, the 

services sector accounted for approximately 38% of 

total FDI inflows, followed by sectors such as 

construction (14%), telecommunications (11%), and 

software development (10%). 

2. Role of FDI in Infrastructure Development: Foreign 

investments have also significantly impacted India's 

infrastructure, especially in sectors like energy, 

transport, and construction. Initiatives like the National 

Infrastructure Pipeline (NIP) have been designed to 

channel more FDI into infrastructure development, 

which is expected to drive long-term economic growth 

(Ministry of Finance, 2021). FDI in these areas 

improves both urban and rural infrastructure, 

supporting overall economic development. 

 
Table 6: Sectoral FDI Inflows in India (2020-21) 

 

Sector 
FDI Inflows (in 

billion USD) 

Percentage 

Share (%) 

Services (IT, BPO, financial) 30.98 38 

Construction Development 11.43 14 

Telecommunications 8.94 11 

Computer Software & Hardware 8.13 10 

Trading 4.61 6 

Chemicals 3.70 5 

Automobile 2.92 4 

Source: Department for Promotion of Industry and Internal Trade 

(DPIIT, 2021) 

 

The data presented in Table 6 confirms that the services 

sector, especially IT and business services, remains the 

largest recipient of FDI in India, which reflects the 

country’s competitive advantage in outsourcing and 

technology. 

Technological Advancements and Skill Development 

A significant benefit of FDI in India has been the transfer of 

cutting-edge technologies, which has enhanced industrial 

modernization. Foreign companies typically bring advanced 

technologies, management practices, and research & 

development (R&D) capabilities to India. According to 

Sahoo (2018) [22], the infusion of foreign technology through 

FDI has modernized Indian manufacturing and service 

sectors, particularly in industries such as automotive, 

electronics, and pharmaceuticals. 

1. Technology Transfer and Industrial Modernization: 
The entry of global companies like Hyundai, Samsung, 

and LG has introduced advanced manufacturing 

techniques and new technologies in India. These 

companies have played a critical role in modernizing 

Indian industries through the adoption of technologies 

such as electric vehicles, automation, and 5G (Sahoo, 

2018) [22]. For example, Hyundai's manufacturing plants 

in India use state-of-the-art technology for vehicle 

production, which has raised the standards of domestic 

automotive manufacturing. 

2. Skill Development: FDI has also contributed to the 

development of a skilled workforce in India. Training 

programs and knowledge-sharing initiatives by foreign 

firms have increased the technical expertise of Indian 

workers, particularly in sectors like IT, automotive, and 

electronics. Foreign firms, particularly in IT and BPO 

sectors, have invested heavily in local training 

programs, which have helped improve the 

employability of Indian workers in global markets 

(Chakrabarti, 2020) [5]. 

 
Table 7: Technological Advancements through FDI in India 

 

Sector Technology Introduced Key Players (MNCs) 

Automotive 
Electric vehicle technology, 

automated assembly lines 

Hyundai, Suzuki, 

Toyota 

Electronics 
LED manufacturing, 5G 

technology 

Samsung, LG, 

Panasonic 

Pharmaceuticals 

& Healthcare 

Biotechnology, advanced 

drug delivery systems 

Pfizer, Novartis, 

Sanofi 

IT and BPO 
Cloud computing, AI, 

blockchain 

IBM, Accenture, 

Cognizant 

Source: Sahoo (2018), Ministry of Commerce & Industry (2020) 

[15]. 

 

As shown in Table 7, foreign companies have introduced 

cutting-edge technologies across various sectors, 

significantly advancing India’s industrial and technological 

capabilities. 

 

Employment Generation and Poverty Alleviation 
FDI has been an essential source of employment creation in 

India. Foreign investments have generated both direct and 

indirect employment, particularly in labor-intensive sectors 

such as manufacturing, retail, and construction. For 

instance, the entry of global automotive players such as 

Suzuki and Hyundai has led to the establishment of 

numerous production facilities in India, generating 

thousands of jobs in the automotive and ancillary sectors. 

1. Job Creation in Key Sectors: According to the 

Ministry of Labour and Employment (2021), sectors 

such as IT, BPO, and retail have created millions of 

jobs through foreign investments. The IT and services 

sectors alone account for a significant portion of 
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employment generated by FDI. Additionally, foreign 

investments in construction and infrastructure have 

created jobs in both urban and rural areas. 

2. Impact on Poverty Alleviation: FDI contributes to 

poverty alleviation by providing local communities 

with new job opportunities and improved wages. This is 

particularly important for rural areas and regions with 

limited industrial development. Through job creation 

and wage increases, FDI indirectly contributes to 

poverty reduction, raising the standard of living for 

millions of people (Bhaumik & Dimova, 2019) [3]. 

 
Table 8: Employment Generation through FDI in India (2020-21) 

 

Sector Estimated Jobs Created (millions) Contribution to Total Employment (%) 

Services (IT, BPO, financial) 2.8 25 

Manufacturing 1.5 20 

Construction Development 1.2 15 

Retail & Trading 0.9 10 

Telecommunications 0.7 8 

Automobile 0.6 7 

Source: Ministry of Labour and Employment (2021), DPIIT (2021) 

 

From Table 8, we see that the services and manufacturing 

sectors dominate employment generation through FDI. 

Notably, the IT and BPO sectors account for 25% of total 

FDI-induced employment, emphasizing the importance of 

these industries in India's labor market. 

 

OFDI and Its Role in Global Competitiveness 

Outward Foreign Direct Investment (OFDI) has become 

increasingly important as Indian firms seek to enhance their 

global competitiveness. Through OFDI, Indian companies 

expand into new markets, acquire foreign technologies, and 

gain a foothold in global supply chains. The rise of Indian 

multinational corporations (MNCs) like Tata Group, 

Reliance Industries, and Infosys highlights the growing role 

of OFDI in strengthening India's global economic standing. 

1. Expanding Market Share and Brand Value: Indian 

firms have used OFDI as a strategy to tap into new 

markets and diversify their revenue sources. For 

example, Tata Motors’ acquisition of Jaguar Land 

Rover (JLR) in 2008 allowed the company to enter the 

premium car market and boost its global brand image 

(Bhaumik & Dimova, 2019) [3]. Similarly, Reliance 

Industries has made significant OFDI investments in 

energy markets by acquiring shale oil assets in the 

United States, enhancing its global footprint 

(Chakrabarti, 2020) [5]. 

2. Improved Access to Resources and Technology: 

OFDI allows Indian firms to access advanced resources 

and technologies, which they can then incorporate into 

their domestic operations. By acquiring foreign firms, 

Indian companies gain access to innovative 

technologies and production processes, enhancing their 

competitiveness. Infosys, for example, has strengthened 

its position in the global IT services market by 

acquiring companies in North America and Europe 

(Bhaumik & Dimova, 2019) [3]. 

 

Table 9 highlights key Indian OFDI investments and their 

strategic outcomes 

 
Table 9: Impact of OFDI on Indian Companies' Global Competitiveness 

 

Company Name OFDI Investment (in billion USD) Impact on Global Competitiveness 

Tata Motors 2.3 Access to luxury car market through JLR 

Reliance Industries 4.1 Expanded global energy market presence 

Infosys 1.2 Strengthened presence in Europe and North America 

Mahindra & Mahindra 1.8 Entered global automotive markets 

Source: Bhaumik & Dimova (2019) [3], Chakrabarti (2020) 

 

Table 9 illustrates how OFDI has helped Indian firms 

expand globally, providing access to new markets, 

technologies, and resources. 

 

Conclusion 

FDI and OFDI have been instrumental in shaping India’s 

economic development and enhancing its position in the 

global economy. FDI has supported capital formation, 

technological advancement, and job creation, while OFDI 

has allowed Indian companies to strengthen their 

competitiveness on the global stage. Both FDI and OFDI are 

integral to India's economic strategy, contributing to long-

term growth and sustainability. Moving forward, India must 

continue to attract FDI while promoting OFDI to foster 

global business expansion and technological leadership. 

 

Challenges and Policy Recommendations for Enhancing 

FDI and OFDI in India 

While Foreign Direct Investment (FDI) and Outward 

Foreign Direct Investment (OFDI) have provided significant 

economic benefits, India faces several challenges that can 

hinder the full realization of these benefits. This section 

explores the key challenges faced by India in attracting and 

managing FDI and OFDI and provides policy 

recommendations to address these challenges. 

 

Challenges in Attracting FDI 

India has become one of the top destinations for FDI, but 

there are still several barriers that can impede further 

inflows. These challenges include bureaucratic hurdles, 

regulatory complexity, inconsistent policies, and issues with 

infrastructure. 

1. Regulatory Hurdles and Bureaucratic Red Tape: 

Despite improvements in the ease of doing business, 

India continues to face challenges related to regulatory 

complexities and delays in approvals (World Bank, 
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2020) [27]. The cumbersome licensing processes and 

lengthy approval times for FDI projects can discourage 

foreign investors. Many foreign firms, particularly 

small and medium-sized enterprises (SMEs), find it 

difficult to navigate the complex legal and regulatory 

environment in India, which may discourage them from 

investing (Chakrabarti, 2020) [5]. 

2. Infrastructure Deficiencies: While significant 

progress has been made, India’s infrastructure still lags 

behind global standards, particularly in areas like 

transportation, logistics, and energy. Poor infrastructure 

can increase operational costs for foreign firms and 

limit their competitiveness (Deloitte, 2021). As reported 

by the National Council of Applied Economic Research 

(NCAER, 2021), inadequate infrastructure remains one 

of the top challenges facing foreign investors in India. 

3. Political Instability and Policy Uncertainty: Political 

instability and changes in government policies can 

create an unpredictable investment climate, making it 

difficult for foreign investors to plan long-term projects. 

While India has made strides in improving policy 

consistency, challenges remain in areas such as labor 

laws and taxation (Bhaumik & Dimova, 2019) [3]. 

 

Challenges in Promoting OFDI 

India’s outward foreign direct investment (OFDI) has also 

been growing, but several challenges still hinder the global 

expansion of Indian firms. These challenges are related to 

financial constraints, market access, and management 

capabilities. 

1. Financial Constraints and Risk Management: Many 

Indian companies, particularly SMEs, face financial 

constraints when it comes to undertaking large-scale 

OFDI. While large firms such as Tata Group and 

Reliance Industries can afford significant foreign 

investments, smaller firms often struggle with accessing 

affordable financing and managing the risks associated 

with international expansion (Sahoo, 2018) [22]. 
2. Lack of Global Market Knowledge: Despite India's 

economic growth, many Indian firms still lack the 
expertise and knowledge to successfully enter foreign 
markets. This is particularly true for smaller firms with 
limited international experience. The absence of market 
knowledge, regulatory insights, and cross-cultural 
management skills often hinders the success of OFDI 
initiatives (Chakrabarti, 2020) [5]. 

3. Geopolitical Risks and Market Volatility: Expanding 
into new international markets exposes Indian firms to 
geopolitical risks, including changes in trade policies, 
sanctions, and other external shocks. Geopolitical 
instability in regions such as the Middle East and 
Southeast Asia can affect the long-term sustainability of 
Indian firms’ investments abroad (World Bank, 2020) 

[27]. 
 

Policy Recommendations 
To maximize the potential of FDI and OFDI, India should 
adopt a more comprehensive and consistent approach. The 
following policy recommendations aim to address the 
challenges mentioned above: 
1. Streamlining Regulatory Processes: India must 

continue its efforts to streamline regulatory processes 
and simplify the FDI approval system. The government 
should focus on removing bureaucratic hurdles, 

reducing red tape, and ensuring transparency in policy 
implementation. Initiatives like the Make in India 
program have already helped reduce administrative 
barriers, but more can be done (DPIIT, 2021). 

2. Infrastructure Development: Continued investment in 
infrastructure, particularly in transportation, logistics, 
and energy, is essential for making India a more 
attractive destination for FDI. The government should 
prioritize infrastructure projects that facilitate trade and 
reduce operational costs for foreign investors (NCAER, 
2021). 

3. Financial Support for SMEs: The Indian government 
should establish more favorable financial schemes for 
SMEs looking to expand globally through OFDI. These 
schemes could include low-interest loans, risk-sharing 
mechanisms, and financial advisory services to help 
smaller firms navigate international markets (Bhaumik 
& Dimova, 2019) [3]. 

4. Promoting Skills Development and International 
Knowledge: To promote successful OFDI, Indian 
companies need to invest in developing global business 
skills. The government and private sector should 
collaborate to create programs that focus on 
international trade, market entry strategies, and cross-
cultural management to enhance the global 
competitiveness of Indian firms (Chakrabarti, 2020) [5]. 

 

Future Outlook of FDI and OFDI in India 
The future of Foreign Direct Investment (FDI) and Outward 
Foreign Direct Investment (OFDI) in India is optimistic, 
with both factors playing a key role in India's economic 
growth and global competitiveness. This section explores 
the future trends and opportunities in FDI and OFDI, 
focusing on emerging sectors and global market shifts. 
 

Emerging Sectors for FDI 
1. Renewable Energy and Green Investments: As the 

world transitions to cleaner energy, India is becoming 
an attractive destination for FDI in renewable energy. 
With the government’s push towards green energy 
through initiatives like the National Solar Mission, 
foreign investors are increasingly focusing on India’s 
solar and wind energy sectors (Deloitte, 2021) [6]. These 
sectors are expected to receive substantial investments 
in the coming years, driving sustainable development. 

2. Digital Economy and Technology: India’s digital 
economy is expanding rapidly, with an increasing 
number of foreign investors entering the IT, AI, and e-
commerce sectors. The pandemic has accelerated 
digital transformation in India, making it an ideal 
destination for FDI in technology and innovation-driven 
industries (Bhaumik & Dimova, 2019) [3]. 

3. Healthcare and Biotechnology: With rising demand 
for healthcare services and pharmaceuticals, FDI is 
expected to flow into India’s healthcare sector. 
Biotechnology and life sciences will see growing 
foreign interest, particularly in vaccine production, 
research & development, and medical devices 
(Chakrabarti, 2020) [5]. 

 

Expanding India’s OFDI Landscape 
1. Strategic Acquisitions and Global Expansion: Indian 

firms are likely to continue pursuing strategic 
acquisitions as a key component of their OFDI 
strategies. Companies will focus on gaining access to 
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new markets, resources, and technologies, particularly 
in the manufacturing and technology sectors (Sahoo, 
2018) [22]. This will enhance the global reach of Indian 
MNCs, enabling them to compete with international 
giants. 

2. Diversification into Developed Markets: Indian 
companies are increasingly investing in developed 
markets, such as the United States and Europe, as they 
seek to expand their global presence. This trend is 
expected to continue, as Indian companies diversify 
their investments to mitigate risks associated with 
emerging markets and increase their global market 
share (Bhaumik & Dimova, 2019) [3]. 

3. Sustainability and Corporate Social Responsibility 
(CSR): As Indian firms expand abroad, there will be a 
growing emphasis on sustainability and CSR in their 
OFDI strategies. International stakeholders are 
increasingly concerned with the environmental and 
social impact of foreign investments, and Indian firms 
will need to align their strategies with global standards 
(Chakrabarti, 2020) [5]. 

 
Conclusion 
Foreign Direct Investment (FDI) and Outward Foreign 
Direct Investment (OFDI) have played a crucial role in 
India’s economic development. FDI has supported growth 
across various sectors, while OFDI has enabled Indian 
companies to expand globally, improving their 
competitiveness. Both FDI and OFDI face challenges, but 
with the right policy interventions and strategic initiatives, 
India can continue to attract FDI and encourage OFDI to 
secure its position as a global economic powerhouse. 
Future growth in FDI is likely to be driven by emerging 
sectors such as renewable energy, digital technology, and 
healthcare. Similarly, OFDI will continue to be a tool for 
Indian firms to access new markets, acquire technologies, 
and enhance their global competitiveness. India’s ability to 
foster a conducive environment for both FDI and OFDI will 
determine its long-term growth and integration into the 
global economy. 
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