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Abstract

This paper ‘Unlocking Potential: The Role of International Investment in India’s Economic Development’ the impact of
Cross Border or International Investments on India’s economic development and growth. It highlights how International
Investment serves as a source of capital, technology transfer, and managerial expertise which contributes to increase in
productivity and job creation in the country which are essential for developing nations. The paper underscores the Indian
government’s dynamic measures, including the ‘Make in India’ initiative and various policy reforms, aimed at creating a
favourable investment climate. These efforts have led to a substantial rise in international investment inflows, positioning
India as a destination for global investors.

The paper also addresses the challenges that remain, such as regulatory complexities, infrastructure deficits, and concerns
over intellectual property rights, which could hinder further investment. It emphasizes the importance of continuous
reforms and a stable economic environment to sustain and enhance investment inflows. The right strategies and
commitment to improvement can unlock India’s potential as a global investment hub, fostering long-term economic
prosperity and development.
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I Introduction
Foreign Investment

Investment is a term often used by countries as a capital creation, it act as an major factor in the economic growth of the
country. A significant amount of investment is necessary for the expansion of the economy. When combined with advance
technology, labour and natural resources, an adequate levels of capital can lead to optimal growth by facilitation the
production of capital goods, which can take financial, physical or human form. This capital is known as investment, which
is creation of domestic as well as of foreign contribution. The inflow of international investment can help in building a
bridge the domestic savings gap and generally promote growth in developing economies .

Multinational Corporations (MNCs) serve as an effective instruments for emerging economies on a global scale.
Underdeveloped and developing countries aim for rapid economic advancement need to import machinery, entrepreneurial
skills, technical expertise and foreign investments(Moosa, 1. (2002)). Many economies around the world, in their pursuit
of both long and short term growth, rely to some extent on foreign capital inflows. It is undeniable fact that this infusion
of capital from abroad plays a remarkable role in driving economic growth of a nation , industrialization, and modernization
in various ways.

International Investment is the process whereby one nation’s entity (the investor country) acquires through investment the
possession of assets for the purpose of taking control over the production, distribution and other similar kind of activities
in the host country(Moosa, 1. (2002).
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According to the Balance of Payments Manual from IMF’s (International Monetary Fund), Foreign Investment is defined
as an ‘instrument that is aimed at acquiring abiding interest in an organisation which operates in an economy different from
that of the investor, with the investor intending to have significant influence over the enterprises management.’

The United Nation’s World Investment Report(1999) (UNCTAD, 1999) describes Foreign Investment as ‘an investment
that establishes a long-term relationship, indicating a stable interest and the control by a resident entity in one economy
(the international investment enterprise, affiliate enterprise, or foreign affiliate)(United Nations Conference on Trade and
Development(1999). ‘The term ‘long-term’ in this context is used to differentiate Foreign Direct Investment from portfolio
investment, which is can be signified by short term engagements and a high turnover of securities (Moosa, 1. (2002).

The common the feature of the given definitions lies in the terms like ‘controlling interest’, ‘control” which differentiate
from the most important features of Foreign Direct Investment and Portfolio investment , as portfolio interest does not
require control or lasting interest.

. Historical Background

The history of international investment or foreign investment can be traced way back even before Britishers entered India
but with the establishment of East India Company, it marked a significant boost in international investments fundamentally
altering the economic landscape of the region .

It was established in 1600, the East India Company initially started with capitalisation on spice trade but quickly expanded
its interest to include textile, indigo etc. This expansion not only facilitated the foreign investment but also laid the
groundwork for British colonial. After the World War second ,the Japanese companies made an entrance in Indian market
and build a trade relation ,but UK remained the dominant on nations market(Gautam, A., & Gautam, . (2014).

After the India’s Independence issues relating to operation of multinational companies, foreign capital grab attention of
law makers. In order to revive the nation’s economy the lawmaker framed a Foreign Investment Policy which plans
investment as a way for procurement of technology and to mobilise resources of foreign exchange(Malhotra,B.(2014).
With the evolution of domestic market ,the changes over the policy can be seen. The industrial policy (1965), permits such
corporation operating in different countries to undertake all form of technical collaboration in India. Hence, the government
comes down in favour of a liberal attitude by permitting more international investment which would boost nation’s
economy( Malhotra, B. (2014).In many accounts of India’s economic liberalization which open a lot of gates and often
regarded as a pivotal moment that marked a significant shift in country’s economic future planning.

The selection of economist Manmohan Singh, viewed as non-partisan figure as a finance minister paved the country
economy into a new direction , this approach was indeed transformative but it did not influence the broader economic
mindset of the nations to its government(Baru, S. (2008, November 14).

1. FDI and Economic growth

The structure of global trade, investment and capital flows has undergone significant changes over past many years.
Globalisation has transformed the economic landscapes of both developing and developed countries in a very different
way. After the catastrophic impact of World War second the increase in the divergence of current account balance
worldwide, where the total of surpluses aligns with the total of deficits(Babar, S. N., & Khandare, V. B. (2012). Also the
role of ungulated market which has fostered a stable and growth oriented economic development. Countries have witnessed
successive challenges as the requirement if liberalized economic and market driven capitalist has intensified. Over the last
couple of decades the reduction in global trade barrier has led to the substantial increase in the world trade. External
financing or investment has played a very important role in encouraging trade and development across regional boundaries(
Babar, S. N., & Khandare, V. B. (2012)).

In response to the critical challenges facing the Indian economy, the government, with assistance from IMF and the World
Bank , implemented a macroeconomic stability and program which helps in structural adjustment ( Malhotra, B. (2014).
Such reforms in the country led to open its doors for Foreign Investment and investors and adopt a more unprejudiced
foreign policy aimed at rebuilding the trust of foreign investors. Furthermore, the Government of India established the
FIPB i.e. Foreign Investment Promotion Board under the new foreign investment policy, which was tasked with inviting
and facilitating foreign investment( Malhotra, B. (2014).
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In 2013, the Indian government eased foreign direct investment (FDI) regulations across various sectors, including
telecommunications, defence, public sector stock exchange, oil refineries and power exchanges. In the distribution sector,
Tesco, a retailer which is UK based retailer, presented a proposal to put in $110 million to establish a one of a kind
supermarket chain in partnership with Tata Group’s Trent(Kar, S. K., Bansal, R., & Mishra, S. (2021). In the airline sector,
Air Asia from Malaysia and Singapore Airlines collaborated with Tata Group to introduce two new airline
services(Chaturvedi, S. (2024). Additionally, Etihad Airways from Abu Dhabi acquired a 24% stake in Jet Airways, valued
at over 32,000 crore (approximately $319.39 million)(Malhotra, B.(2014).

New Zealand is planning to open an office in Mumbai to expand its educational presence in India. The initiative includes
establishing a role focused on education promotion and market development within the New Zealand Consulate General
in Mumbai(Education New Zealand Manapou ki te Ao. (2024, March 14)). There was a notable increase of over 10% in
student visas that were issued to Indian nationals, positioning India as one of the leading and the fastest-growing student
markets for New Zealand(FE Education (2024)).The KOSEP i.e. Korean South-East Power Company, it is a subsidiary of
the state-owned Korea Electric Power Corporation, has entered into a preliminary agreement with Jinbhuvish Group in
Mumbai to provide technical support for a project in Maharashtra valued at 33,450 crore (approximately $549.31
million)(The Hindu Business Line (2020). United Arab Emirates and India have committed to elevating collaboration in
renewable energy, particularly in solar and wind energy sectors(United Nations (2024). A MoU was signed on 18" January,
2014, in Abu Dhabi by Dr. Abdullah, India's Minister of New and Renewable Energy, and Dr. Sultan Ahmed Al Jaber,
UAE’s Minister of State(Malhotra, B. (2014). The luxury watch brand Jaeger-LeCoultre from Switzerland has submitted
an application to enter the Indian retail market with a 100% single-brand investment, making it the first luxury brand to
pursue foreign direct investment through this route. France’s Lactalis, the largest dairy products group, is expected to
takeover Hyderabad-based Tirumala Milk Products for between $275 and $300 million. Lactalis has an annual turnover of
approximately $21 billion, while Tirumala reported a turnover of 1,424 crore (around $226.71 million) for the fiscal year
2012-13. Founded in 1998, Tirumala produces various dairy products, including sweets, flavoured milk, curd, and ice
cream.(Malhotra, B. (2014).

According to UNCTAD (1999), transnational corporations (TNCs) can intensify local development initiatives by: (a)
Multiplying financial resources for development (b) improving competitiveness in export (c)creating jobs by enhancing
the skill set of the workforce(d) promoting environmental sustainability and keeping social responsibility as priority (e)
advancing technological capabilities through the diffusion, transfer and innovation of technology(UNCTAD(1999).
However, for developing economy to fully benefit from foreign investment, they must achieve a specific level of
technological ,educational and infrastructural development. Additionally, underdeveloped and imperfect financial markets
can hinder a country’s ability to maximize the advantages of foreign investment. Given India’s relatively advanced financial
sector, robust industrial foundation, and a substantial number of educated workers, the country is well-positioned to
capitalize on foreign investment. Therefore, it is crucial for Indian policymakers to persist in their efforts to make India an
appealing destination for foreign investment. Acknowledging the potential benefits of foreign investment, the government
aims to double the inflow to USD 30 billion in the fiscal year 2009 to sustain a growth rate of 9 percent annually over the
next five years.( Masharu, U., & Nasir, M. A. (2018).

V. Challenges of International Investment in Indian Economy

While foreign investment holds the potential to enhance the Indian economy, several risks and challenges must be
addressed to ensure its successful implementation. The key issues related to foreign investment in India include(Priya, M.
(2023):

1. Complex Regulatory Framework: India’s regulatory system is characterized by a multitude of rules and
regulations at both the federal and state levels. This complexity can create difficulties for foreign investors,
resulting in delays and higher compliance costs.

2. Investor Confidence: The absence of a comprehensive framework for cross-border insolvency can deter foreign
investors. Without clear legal protections, investors may be hesitant to commit capital, fearing that their rights
may not be adequately safeguarded in the event of a financial crisis involving Indian companies.

3. Uncertainty from Regulatory Changes: Frequent changes to Foreign Investment policies can create apprehension
among businesses. If regulations are regularly modified or reversed, it may discourage foreign investors from
committing to long-term projects.
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4. Infrastructure Challenges: India continues to experience significant infrastructure deficiencies, such as inadequate
transportation networks, unreliable power supply, and logistical challenges. These issues can reduce operational
efficiency and make the country less appealing to foreign investors.

5. Corruption and Bureaucratic Hurdles: Corruption and bureaucratic inefficiencies can complicate business
operations in India. Such challenges can lead to delays in obtaining necessary permits, licenses, and approvals,
making it harder for foreign investors to operate.

6. Concerns Over Intellectual Property Rights (IPR): Worries about the enforcement and protection of intellectual
property rights may deter substantial investments in sectors like technology and innovation.

7. Currency Fluctuations: Changes in exchange rates can impact the returns on foreign investments. Investors may
need to adopt hedging strategies to mitigate currency risk.

8. Competition from Established Local Firms: In certain sectors, well-established domestic competitors can pose
significant challenges to foreign investment. This competition may make it difficult for foreign companies to enter
and thrive in these markets.

V. Government Initiative

The Indian government has implemented various initiatives to enhance investments and stimulate industrial activity across
the country. Through the DPIIT and other central ministries, the government aims to create a supportive ecosystem for
industrial development via strategic policy interventions. Key initiatives include(Ministry of Commerce & Industry. (2024,
August 6):

1. Make in India and Start-up India: Programs designed to promote manufacturing and entrepreneurship.

PM GatiShakti: Aimed at improving infrastructure and logistics.

National Industrial Corridor Programme: Focused on developing industrial corridors.

Production Linked Incentive (PLI) Scheme: Encourages production in key sectors.

Ease of Doing Business (EoDB): Efforts to simplify regulations and reduce compliance burdens.

National Single Window System (NSWS): A portal for regulatory approvals to streamline processes for
businesses.

7. Project Development Cells (PDCs): Established in various ministries to expedite investment processes.

o wN

In order to enhance the ease of doing business, the government has simplified and digitized processes, reducing over 42,000
compliance requirements and decriminalizing more than 3,800 provisions. The Jan Vishwas (Amendment of Provisions)
Act, 2023, was introduced to foster trust-based governance by decriminalizing minor offenses. (Ministry of Commerce &
Industry. (2024, August 6).

According to World Bank’s Ease of Doing Business Report India’s rank improved significantly, moving from 142nd in
2014 to 63rd in 2019(Embassy of India, Netherlands(2019). The DPIIT has also developed the NSWS portal to facilitate
regulatory approvals, integrating services from 32 central ministries and 28 state governments, thereby promoting
transparency and efficiency in the G2B ecosystem(Malhotra, B. (2014).

Overall, these initiatives reflect the government’s dedication in creating a conducive environment for international
investment and investor, ultimately aiming to attract substantial inflows and foster economic growth(Ministry of
Commerce & Industry(2024, August 6).

VI Current Challenges and Areas for Improvement

India is undoubtedly an attractive destination for Foreign Investment, but several areas for enhancement and challenges
still exist. Until these issues are effectively addressed, India may not reach its full potential as the top choice for
International Investment(Malhotra, B. (2014).

India is working towards achieving greater political and social stability alongside a favourable regulatory environment.
Despite the clear benefits of Foreign Investment, several challenges hinder larger investments in the country,
including(Malhotra, B. (2014).):
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e Resource Challenge: India possesses abundant resources, including a large workforce and significant amounts of
fixed and working capital. However, some resources remain underutilized or untapped, particularly in rural areas.
International Investment is crucial for overcoming the challenges that larger international investment faces.

e Equity Challenge: While India is experiencing rapid development, progress has not been uniform. Urban areas
have seen more development, leaving poorer regions underdeveloped. To achieve a comprehensive growth
narrative, it is essential to ensure that rural areas receive development comparable to that of urban centres,
promoting social equality and balanced economic growth.

e Political Challenge: Political support is essential for attracting foreign investment. This can be fostered when
foreign investors advocate for increased investment in sectors like banking and insurance. Establishing a common
understanding between the Indian Parliament and foreign investors is necessary to facilitate reforms in the
International Investment sector.

e Federal Challenge: A significant challenge for larger Foreign Investment is requires to accelerate the
implementation of regulation, policies and rules. It is crucial to ensure that policy implementation is consistent
across all Indian states, requiring equal speed in execution among them.

e Additional Focus Areas: India must also prioritize deregulation of trade ,poverty reduction, and the liberalization
of insurance and banking sectors. The challenges facing larger Foreign Investment extend beyond those stated,
as trade relations with international investors will continually introduce new investment challenges.

VIL. Conclusion

The influence of international investment on India’s economic growth can be substantial. It is vital for economic
development of a nation, fostering technological progress and boosting productivity. The influx of international investment
introduces parallel investment capital into the Indian economy, which is crucial for capital formation necessary for growth.
This investment facilitates the growth of the big and small scale businesses , the foundation of new businesses, growth of
infrastructure, all of which uplift the economic activity and add to GDP growth of a nation.

Moreover, International Investment fetches managerial skills, advanced technology, and effective procedure from
companies across borders. This entrust of knowledge and technology and can improve the goods quality and services,
accelerate productivity and encourage the competitiveness of domestic industries. Elevated competitiveness and
productivity can lead to greater sustainable growth and economic output .

Investment inflows also generate various opportunities including employment within the host country. When cross border
companies establish themself or expand their activities in India, they build both direct and indirect employment, which not
only elevates the living standards but also helps reduce unemployment rates. Higher opportunity levels lead to increased
consumer spending and collective economic growth.

Additionally, International Investment may positively affect trade and exports. International companies often focus on
establishing such production which not only provide export-oriented facilities in India but also take advantage of the skilled
workforce and cost benefits. This can result in increase in foreign exchange earnings, increased exports also a reduction in
trade deficits. Foreign Investment can also aid in import substitution, as domestic production replaces imports, further
enhancing the trade balance.

Furthermore, Foreign Investment inflows can accelerate infrastructure development, especially in sectors like
telecommunications, energy and transportation. A well developed and established infrastructure not only facilitates
business operations but also creates a platform that attracts further investment, promotes regional development, and
strengthens overall economic growth.

However, the degree and impact of Foreign Investment on India’s economic growth can stretch based on several variables,
including the status of the investment, the policy environment, the institutional framework, and the economy’s absorptive
capacity. To maximize the positive effects of International Investment on economic growth, it is essential to implement
supportive policies, create a conducive business environment, and attract high-quality international investments.
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