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ABSTRACT: Foreign Direct Investment (FDI) serves as the foundation for the
macroeconomic progress and structural transformation of many developing nations, acting as
a critical catalyst for sustained economic growth. It involves foreign capital bridging the
structural gap between domestic savings and the optimal investment requirements of an
economy, thereby facilitating the convergence of diverse economic aspects within a country.
Through FDI, international capital is strategically deployed across vital sectors such as
services, manufacturing, transport, technology, productivity-enhancing infrastructure, and
hospitality, playing a crucial role in India's modern economic development paradigm.
Various complex factors, including long-term economic stability, the regulatory and
institutional environment, proactive sectoral policies, political stability, and physical as well
as digital infrastructure, heavily influence the magnitude and direction of FDI inflows.
Despite exhibiting both merits and distinct demerits, the trajectory of Indian FDI is highly
noteworthy. This empirical study primarily focuses on analyzing the long-term trends and
structural patterns of FDI inflow into India, aiming to provide a holistic overview of the
country's investment climate. The study also concentrates heavily on identifying the primary
determinants of FDI and understanding the fundamental economic necessity for FDI in India,
incorporating detailed sector-wise and year-wise empirical analyses covering recent financial
periods up to 2025. The insights gathered provide clear policy directions for maximizing
capital utilization and economic productivity.
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1. INTRODUCTION

Foreign Direct Investment (FDI) has emerged as one of the most critical drivers of
globalization and cross-border economic integration in the 21st century. For a developing
nation like India, foreign direct investment plays an indispensable and multi-dimensional role
in accelerating comprehensive economic development. Foreign investors do not merely
supply financial capital; they structurally strengthen the national infrastructure, augment
industrial productivity, create sustainable employment opportunities, facilitate the acquisition
of highly advanced technological systems, boost export capacities, and effectively mobilize
the foreign exchange resources of the host country through their systematic capital inflows.
Moreover, FDI directly supplements the chronic deficit that exists between domestic savings
rates and domestic investment requirements, allowing the economy to achieve a higher
steady-state growth rate than would otherwise be feasible under localized financial
constraints. Over the past few decades, competitive pressures have intensified significantly
on a global scale due to the widespread implementation of economic liberalization,
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globalization, deregulation, and competitive financial disintermediation. These macro-level
forces have led sovereign nations, including India, to actively aspire for economic self-
reliance and technological self-sufficiency. As a direct consequence of these developmental
aspirations, there is a continuously growing and intense demand for substantial external
financial resources.

India's modern economic landscape is significantly and profoundly influenced by the
systemic regular flow of Foreign Direct Investment. According to authoritative annual reports
published by the United Nations Conference on Trade and Development (UNCTAD), India
consistently remains a highly preferred and resilient destination for global institutional and
corporate investors, even during periods of global macroeconomic volatility. To address
pressing economic demands, socio-political competition, structural complexities, rapid
population growth, and unforeseen global challenges while simultaneously maximizing
macroeconomic environmental opportunities, the Government of India (GOI) has
conceptualized and implemented continuous structural reforms within the Indian
macroeconomic architecture. This strategy includes the ongoing introduction of progressive
financial sector policies that have collectively triggered a revolutionary and drastic change in
the country's investment landscape. Most foreign investments entering India are strictly
governed and regulated by the statutory provisions of the Foreign Exchange Management Act
(FEMA) of 1999. Under this overarching legal framework, the Reserve Bank of India (RBI)
has issued the Foreign Exchange Management Regulations 2000 and the Foreign Exchange
Management (Transfer or Issue of Security by a Person Resident Outside India) Regulations
2017 to closely oversee, monitor, and streamline foreign capital transactions. Additionally,
the Department for Promotion of Industry and Internal Trade (DPIIT) has established a
highly comprehensive, unified framework that effectively consolidates the sectoral rules,
caps, and specific conditions for foreign investors looking to acquire equity stakes in Indian
business entities. The modern regulations, notifications, press notes, and circulars
periodically issued by the Central Government and the RBI regarding foreign investment in
India constitute the core, integral components of this dynamic framework. The present
research study endeavors to reveal an objective, data-driven overview of FDI, focusing
heavily on identifying the primary determinants, outlining the multi-faceted need for FDI in
India through 2025, and providing an analytical breakdown of sector-wise and year-wise
trends.

2. LITERATURE REVIEW
The vast body of academic and empirical literature addressing foreign direct investment and
its profound impacts on the various sectors of the Indian economy provides an essential
foundation for scholarly inquiry. To understand the underlying dynamics, a critical survey of
recent literature and prominent research papers is presented below:

Dr. S. Shalini (2020), in her comprehensive research paper titled 'The Role of Foreign
Direct Investment (FDI) in India: An Overview," provided a detailed empirical analysis of
sectoral trends. The analysis clearly demonstrated that the service sector in India represents
the single most consistent sector over a couple of years in terms of attracting steady foreign
direct investment, closely followed by the manufacturing and core construction sectors. Her
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study explicitly highlighted that the service industry, telecommunications sector, and
construction activities, followed closely by commercial trading activities, constitute the
primary thematic sectors that attracted the highest absolute inflows of FDI into India.
Furthermore, her research documented that countries like Mauritius and Singapore remained
the leading historical sources of inbound FDI. The paper also dedicated substantial focus to
studying the highly influential effect of GDP contribution and broad-based macroeconomic
growth rates on accelerating FDI inflows, concluding that a strong domestic growth narrative
functions as a strong pull factor for international institutional capital.

Dr. Shekhar Verma and Anil Kumar (2021), in their analytical contribution published
in the International Journal of Creative Research Thoughts, suggested that India has generally
attracted remarkably higher and more stable FDI flows in direct alignment with its robust
domestic economic performance and the steady, highly deliberate liberalization of the
national FDI policy framework. They conceptualized this policy trajectory as a vital
component of India's cautious and calibrated capital account liberalization process. The
authors noted that even during the severe operational shocks of the recent global pandemic
crisis, inbound FDI flows to India did not demonstrate as much sharp moderation or
contraction as was widely observed at the aggregate global level, as well as across other
major Emerging Market Economies (EMEs). However, their paper raised important
macroeconomic questions regarding structural volatility: when global FDI flows to EMEs
recovered strongly during the 2010-11 period, FDI flows to India unexpectedly remained
relatively slow despite the country maintaining a demonstrably better domestic economic
performance ahead of the broader global recovery. This anomaly raised critical questions,
especially when viewed against the backdrop of the temporary widening of the national
current account deficit beyond the traditionally sustainable threshold of approximately 3%,
emphasizing that domestic policy consistency and ease of doing business are just as vital as
raw growth metrics.

Dr. R S Ch Murthy Chodisetty and Prof. R Nageswara Rao (2022), in their empirical
paper published in the Journal of Interdisciplinary Cycle Research, specifically examined the
deep structural impact of FDI on the Indian economy with a specialized reference to the
infrastructure sector. By deploying rigorous statistical tools, the study successfully implied
and validated a strong, statistically significant positive relationship between FDI inflows and
infrastructure development, as well as between FDI and the growth of the aggregate Gross
Domestic Product (GDP). The authors found that the positive external effects generated by
sustained FDI directly expanded the productive capacity of the infrastructure sector, which in
turn yielded positive multi-sector spillover effects across the wider economy. The study
ultimately concluded with a highly optimistic projection, stating that there will continue to be
a strong future positive movement in national GDP driven directly by the compounding
effects of long-term foreign direct investment.

Sameer Shekhar, N. Jena, and Nitin Seth (2022), writing in the Academy of
Marketing Studies Journal, revealed through their empirical assessment that FDI plays an
absolutely vital role in boosting India's export performance and overall economic growth,
showing a powerful mutual association. For the precise purpose of investigating the long-
term structural changes triggered in the domestic economy by sustained foreign direct
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investment, they developed a basic linear regression model built upon a thorough review of
contemporary economic literature. The resulting empirical coefficients validated a
substantially greater statistical influence on the primary growth indicator—namely, the
GDP—caused by a unit change in FDI, as compared to the corresponding influence of FDI on
the direct exports of India. This provided clearly conclusive, robust evidence that foreign
investment acts as a fundamental driver and catalyst for a broad spectrum of other secondary
economic activities within the domestic economy, rather than functioning merely as an
isolated enabler of export volumes. Thus, their model confirmed that an increased influx of
FDI naturally leads to more comprehensive developmental activities and a accelerated growth
trajectory for the entire economy.

Sushma Thummalapalli and Ms. CH VLL. Kusuma Kumari (2022), in their research
overview published in the International Journal of Research, examined the structural
resilience of India as a developing economy. Their findings underscored that India is a
developing nation that has successfully managed to maintain a remarkably positive and stable
GDP growth rate even throughout periods of severe global economic recession and financial
instability. On a comparative basis, India has consistently outperformed the aggregate global
GDP growth rate. Citing authoritative projections from the United Nations Conference on
Trade and Development (UNCTAD) World Investment Reports, they highlighted that India is
anticipated to continuously rank among the most promising investor-home and host nations
globally, securing its position as the third highest economy for overall FDI attractiveness.
Their study argued that India possesses all of the necessary structural advantages and
foundational factors, including an increasingly excellent infrastructure network, highly viable
and deep consumer markets, an ample and cost-effective labor force, rich natural resource
availability, and, highly importantly, pro-FDI economic, fiscal, and trade laws. While India
has firmly established itself as the world's second-most popular FDI destination after China
within the developing world, their paper concluded that this hierarchical positioning may
continue to shift favorably toward India as supply chains globalize and diversify.

3. OBJECTIVES OF THE STUDY

To ensure a systematic, well-defined, and targeted analytical framework, the present research
study is governed by the following core research objectives:

1. To comprehensively identify and analyze the various macroeconomic, regulatory, and
socio-economic determinants that governs the inflow of Foreign Direct Investment (FDI) into
the Indian economy.

2. To systematically evaluate and understand the distinct advantages (merits) and structural
disadvantages (demerits) associated with the rising reliance on FDI within India.

3. To explicitly exhibit, interpret, and contrast the sector-wise and year-wise empirical trends
of FDI inflows in India over recent financial years.

4. To critically analyze the country-wise flow of foreign direct investment into India to
identify the primary geographical sources of international capital.
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4. RESEARCH METHODOLOGY

This research paper is fundamentally a descriptive and analytical work based on historical
and contemporary economic data. Due to the wide geographic scope of macroeconomic
investment analysis and institutional data collection, primary data collection was not
executed. Instead, high-quality secondary data has been thoroughly compiled and verified to
maintain analytical rigor. The secondary data utilized in this study has been systematically
extracted from highly reliable, official institutional sources, including the periodic FDI Fact
Sheets and publications distributed by the Department for Promotion of Industry and Internal
Trade (DPIIT) within the Ministry of Commerce and Industry, Government of India.
Additional supporting data and context were gathered from the Reserve Bank of India (RBI)
annual bulletins, international investment reports compiled by UNCTAD, and verified
economic databases such as India Stat. The timeframe under analysis spans from the year
2000 through the financial year 2024-2025 (specifically incorporating data up to December
2024), providing a robust 24-year long-term horizon to observe structural shifts. To illustrate
and interpret the sector-specific and annual FDI inflow trends clearly, straightforward
percentage contributions, mathematical rankings, and comparative growth evaluations were
employed. Tabular representations and graphical concepts were designed and utilized as
necessary to visually display the statistical distribution of FDI throughout the study period,
ensuring a transparent data-driven approach.

5. DETERMINANTS OF FOREIGN DIRECT INVESTMENT IN INDIA

Foreign Direct Investment (FDI) inflows into India are fundamentally influenced by a
complex, interlocking matrix of domestic and international factors that collectively shape the
strategic decision-making and risk-return calculations of foreign corporate and institutional
investors. The primary, highly influential determinants governing FDI in India are detailed
below:

5.1 Market Size and Growth Prospects

» Large Consumer Market: India possesses a vast population exceeding 1.4 billion people,
which translates into an enormous, highly dynamic domestic market for diverse goods and
services. This massive scale offers a primary and powerful attraction for foreign
multinational enterprises, particularly across highly profitable sectors such as organized
retail, e-commerce, consumer electronics, and fast-moving consumer goods (FMCG).

* Robust Economic Growth: India's macroeconomic growth rate has remained remarkably
resilient and strong over the past few decades compared to alternative investment
destinations. A steadily expanding Gross Domestics Product (GDP) provides foreign
investors with a reliable guarantee of expanding market opportunities, rising disposable
incomes, and sustained consumer purchasing power.

5.2 Government Policies and Regulatory Environment

* Proactive FDI Policies: The Government of India has continuously liberalized its FDI
policy architecture over time, progressively dismantling restrictive barriers and allowing
foreign investors to hold up to 100% equity stakes through the automatic route in a vast
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majority of sectors, including civil aviation, single-brand retail, insurance, and specific
segments of defense manufacturing. Furthermore, the state provides attractive incentives in
the form of tax holidays, financial subsidies, and relaxed operational regulations within
specified economic zones.

» Ease of Doing Business Reforms: The institutional implementation of path-breaking
structural reforms, such as the unified Goods and Services Tax (GST) and the execution of
the Insolvency and Bankruptcy Code (IBC), has dramatically streamlined the corporate
operational landscape, significantly improving India's global Ease of Doing Business
rankings.

 Foreign Exchange Regulations: The Reserve Bank of India (RBI) tightly and transparently
regulates foreign exchange transactions through the statutory framework of the Foreign
Exchange Management Act (FEMA), ensuring excellent financial stability, structural
predictability, and legal clarity for international capital repatriation.

5.3 Infrastructure Development

* Transport and Logistics: Substantial public and private investment in national
infrastructure—such as the rapid expansion of modern expressways, dedicated freight rail
corridors, modernized deep-water ports, and a network of domestic and international
airports—has drastically upgraded connectivity and reduced logistical friction, making it
seamless for foreign firms to distribute products across the vast sub-continent.

* Energy and Telecommunications: India's infrastructure in terms of base-load power
generation, renewable energy integration, grid stability, and hyper-fast digital
telecommunications (including widespread 5G deployment) has expanded exponentially,
creating an exceptionally stable environment for high-tech business operations.

5.4 Labor Costs and Availability

* Highly Competitive Labor Costs: India offers a deeply abundant, youthful, and highly cost-
effective labor force, which presents an incredibly appealing value proposition for foreign
manufacturing and assembly corporations seeking to optimize global operational expenses.

* Growing Pool of Skilled Labor: Beyond basic manual labor, India produces millions of
highly educated graduate professionals annually, creating an unmatched talent pool in
sophisticated technical sectors such as information technology, software engineering,
advanced pharmaceuticals, and bio-technological research.

5.5 Political Stability and Governance

 Stable Political Environment: The existence of enduring democratic processes, stable
political coalitions, and consistent macroeconomic governance structures at both the federal
and state levels helps foster a highly favorable long-term business environment, drastically
minimizing sovereign risk and policy uncertainty.

» Anti-Corruption and Transparency Measures: Proactive government interventions aimed at
suppressing bureaucratic corruption and enhancing corporate transparency—Iargely driven by
the deep digitization of public services under the flagship 'Digital India' initiative—have
successfully elevated investor confidence.
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5.6 Trade and Investment Agreements

* Bilateral and Multilateral Trade Networks: India's strategic participation in cross-border
trade negotiations and bilateral investment promotion treaties allows foreign entities based in
India to integrate smoothly into global supply chains with minimal tariff and non-tariff trade
barriers.

* Special Economic Zones (SEZs): The widespread operational existence of specialized
SEZs, National Investment and Manufacturing Zones (NIMZs), and dedicated industrial
corridors offers foreign companies direct access to duty-free enclaves, highly streamlined
single-window clearances, and superior localized infrastructure.

5.7 Financial and Capital Markets

* Robust Financial Infrastructure: India's domestic financial markets, commercial banking
infrastructure, and regulatory bodies (such as SEBI and RBI) are highly sophisticated, well-
capitalized, and transparent, thereby providing international investors with seamless access to
localized credit, hedging instruments, and working capital facilities.

* Stock Market Performance: A booming, highly liquid domestic stock market characterized
by record-breaking Initial Public Offerings (IPOs) and massive participation from Foreign
Portfolio Investors (FPIs) strongly reinforces global institutional confidence in the broader
health of the Indian corporate ecosystem.

5.8 Sector-Specific Strategic Drivers

* IT and Business Process Management (BPM): India remains the undisputed global leader in
digital outsourcing and software development services, drawing multi-billion-dollar foreign
capital investments into specialized technology centers and global capability hubs.

» Automobile and Electric Vehicle Industry: The nation has evolved into a premier global hub
for automobile manufacturing, with global automotive giants establishing massive, capital-
intensive manufacturing plants to serve both the large domestic demand and highly
competitive export markets.

* Pharmaceuticals and Advanced Biotechnology: Famously recognized as the 'pharmacy of
the world,” India's highly cost-efficient generic drug manufacturing capabilities and
sophisticated clinical research facilities attract enormous foreign direct equity inflows
annually.

5.9 Macroeconomic Stability and Global Trends

* Monetary Stability: A well-calibrated and stable inflation target managed by the RBI,
alongside prudent fiscal deficit management by the Ministry of Finance, establishes a highly
predictable macroeconomic environment for long-cycle corporate planning.

 Balance of Payments Resilience: The maintenance of historic highs in foreign exchange
reserves provides an exceptionally sturdy buffer against external macroeconomic shocks,
safeguarding the external value of the Indian Rupee.

 Supply Chain Diversification (China+1 Strategy): As global corporate groups actively seek
to de-risk their supply chains away from over-concentration in a single East Asian economy,
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India’s scaled manufacturing incentives (such as the Production Linked Incentive or PLI
schemes) make it an incredibly attractive alternative destination for redirected global FDI.

6. ADVANTAGES AND DISADVANTAGES OF FOREIGN DIRECT INVESTMENT
IN INDIA

While Foreign Direct Investment acts as a powerful engine of modernization and capital
accumulation, its extensive integration within the Indian economic fabric generates a
complex mix of systemic advantages and critical disadvantages that require careful regulatory
oversight.

6.1 Advantages of FDI Inflow

1. Accelerates Economic Growth: FDI introduces huge blocks of non-debt-creating external
capital into the host country, which directly expands the capital formation rate of India. These
financial resources are instrumental in financing large-scale infrastructure projects, funding
industrial expansion, and lifting the aggregate GDP growth rate.

2. Seamless Technology Transfer: Foreign multinational corporations typically bring
proprietary, cutting-edge technologies, advanced industrial machinery, and highly optimized
operational processes. The horizontal transfer of this advanced knowledge substantially
upgrades India's indigenous manufacturing capabilities and global technological
competitiveness.

3. Mass Employment Generation: The setting up of new commercial ventures, manufacturing
plants, and service hubs via FDI creates millions of direct employment opportunities for
skilled, semi-skilled, and unskilled workers. Furthermore, it triggers a massive multiplier
effect, generating extensive indirect jobs across peripheral industries like logistics,
construction, and hospitality.

4. Structural Infrastructure Enhancement: Foreign capital plays an essential role in bridging
the funding gap in capital-intensive public utility sectors. FDI inflows directly accelerate the
building of world-class highway networks, deep-sea container ports, telecommunication
infrastructure, and clean energy grids.

5. Exponential Increase in Exports: A significant portion of foreign investment is
intentionally directed toward establishing highly efficient, export-oriented production units.
By integrating local production with global market networks, FDI substantially increases
India's aggregate export volumes, strengthens national foreign exchange reserves, and
corrects trade imbalances.

6. Human Capital and Skill Development: Employment within sophisticated foreign
enterprises provides the domestic workforce with exposure to modern corporate governance,
specialized technical training, and global best practices, thereby drastically improving
national human capital assets.

7. Deepened Integration with Global Markets: FDI allows domestic small and medium
enterprises (SMEs) to become integrated into global value chains, opening up unprecedented
access to international consumer markets and collaborative commercial partnerships.

6.2 Disadvantages of FDI Inflow
1. Vulnerability to Overdependence on Foreign Capital: Relying excessively on external

capital inflows can make the domestic macroeconomic system highly vulnerable to external
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economic shocks and sudden shifts in global investor sentiment. A sudden, synchronized
withdrawal of foreign capital during a global financial crisis can trigger currency depreciation
and severe domestic liquidity contractions.

2. Crowding Out of Indigenous Domestic Investment: Large, heavily funded multinational
corporations possess immense financial resources, economies of scale, and mature brand
equity. Consequently, their unrestricted entry can sometimes crowd out local domestic
enterprises, as smaller Indian firms often struggle to compete on equal terms, occasionally
leading to market concentration.

3. Potential Loss of Strategic Control over Domestic Industries: Unregulated or excessively
loose FDI caps in highly critical, sensitive, or strategic sectors—such as telecommunications,
defense, and core financial services—could potentially lead to foreign corporate blocks
exercising disproportionate control over vital national infrastructure, raising long-term
economic sovereignty considerations.

4. Adverse Effects of Profit Repatriation: Although FDI represents an initial inflow of capital,
foreign investors naturally look to repatriate a substantial share of their operational profits,
dividends, and royalty fees back to their corporate headquarters. Over time, heavy cumulative
profit repatriation can exert structural pressure on the country's current account balance.

5. Severe Threat to Local Small Businesses: The aggressive expansion of global retail and e-
commerce giants backed by foreign capital can significantly erode the market share of
traditional, family-run brick-and-mortar retail shops and local micro-enterprises, occasionally
forcing small business closures and localized displacement.

6. Pressing Environmental and Ecological Concerns: In certain instances, multinational firms
seeking to minimize production costs may shift ecologically hazardous manufacturing
processes to developing host nations, exploiting gaps in localized environmental enforcement
and leading to pollution or unsustainable resource depletion.

7. Risk of Cultural Erosion and Uniformity: A massive, unmitigated influx of foreign
consumer brands and Western corporate business practices can introduce intense cultural
influences that over time risk diluting traditional lifestyle choices, native craftsmanship, and
localized cultural values.

7. DATA ANALYSIS AND EMPIRICAL INTERPRETATION

To objectively evaluate the current spatial distribution and structural characteristics of foreign
direct investment in India, this section presents a comprehensive empirical analysis based on
the latest available institutional data from the DIPP FDI Fact Sheets. The analysis is
structured along two primary dimensions: a country-wise analysis of capital origin and a
sector-wise analysis of capital deployment.

7.1 Country-Wise Flow of FDI Inflow

Table 1 provides a detailed statistical breakdown of the top ten foreign countries investing
equity capital into India across the financial years 2022-23, 2023-24, and 2024-25 (up to
December 2024), along with the historical cumulative equity inflows recorded from April
2000 through December 2024.
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Rank Country of 2022-23 2023-24 2024-25 Cumulative
Origin (Rs.Cr/ (Rs.Cr/ (Apr-Dec) Equity
$M) $M) (Rs.Cr/ (2000-2024)
$M) (Rs. Cr)
1 Mauritius 48,895 66,147 58,363 1,080,953
($6,134) ($7,970) ($6,964) (25%)
2 Singapore 137,374 97,475 100,577 1,192,450
($17,203) ($11,774) ($11,979) (24%)
3 US.A. 48,666 41,403 31,330 478,647
($6,044) (%4,998) ($3,738) (10%)
4 Netherlands 19,855 40,733 34,040 358,222
($2,498) (%$4,924) (%$4,070) (7%)
5 Japan 14,328 26,243 11,423 273,727
(%$1,798) ($3,177) (%1,365) (6%)
6 United 13,994 10,061 4,747 208,042
Kingdom ($1,738) ($1,216) ($564) (5%)
7 UAE 26,315 24,262 34,767 165,988
($3,353) (%$2,924) (%4,145) (3%)
8 Cayman 6,069 2,835 2,473 110,388
Islands ($772) ($342) ($296) (2%)
9 Germany 4,417 4,181 2,731 90,605
($547) ($505) ($326) (2%)
10 Cyprus 10,184 6,705 9,900 89,356
($1,277) ($806) (%$1,182) (2%)
- TOTAL FDI 367,435 367,899 340,962 4,687,963
INFLOW ($46,034) ($44,423) ($40,672) ($719,536 B)
(ALL)

Source: Compiled from DPIIT FDI Fact Sheet (Data up to December 2024). Note: Values in
parentheses indicate USD equivalent in Millions, except cumulative total which is in Billions.
The empirical dataset presented in Table 1 yields critical insights regarding the geographical
concentration of capital flowing into India. In the financial year 2022-23, Mauritius
contributed an inflow of Rs 48,895 crores, which witnessed a substantial increase to Rs
66,147 crores in 2023-24, and reached Rs 58,363 crores during the first nine months of 2024-
25. Historically, from a long-term cumulative perspective spanning April 2000 to December
2024, Mauritius accounts for a staggering Rs 1,080,953 crores, commanding a 25% share of
the absolute total FDI equity inflows measured in US dollars. This leading position is closely
rivaled by Singapore, which exhibits massive contemporary dynamism. Singapore invested
Rs 137,374 crores in 2022-23, Rs 97,475 crores in 2023-24, and Rs 100,577 crores in 2024-
25. Cumulatively, Singapore's investment stands at an impressive Rs 1,192,450 crores,
representing 24% of the total dollar-denominated inflows. The prominent dominance of
Mauritius and Singapore is historically rooted in their highly favorable Double Taxation
Avoidance Agreements (DTAA) with India, alongside highly efficient regulatory ecosystems
that encourage corporate channeling, though recent treaty amendments have shifted focus
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toward substance over mere tax routing. The United States ranks third, contributing Rs
48,666 crores in 2022-23 and maintaining a steady 10% cumulative market share, driven
primarily by tech-centric venture capital and direct corporate expansion. The Netherlands
(7%), Japan (6%), and the UK (5%) follow closely, demonstrating sustained European and
Asian corporate interest, while the UAE (3%) is emerging rapidly as a critical source of
infrastructure-focused sovereign wealth capital. Aggregate annual FDI equity inflows across
all nations remained remarkably robust, recording Rs 367,435 crores ($46,034 million) in
2022-23, Rs 367,899 crores ($44,423 million) in 2023-24, and Rs 340,962 crores ($40,672
million) in the April-December 2024 period, bringing total historical equity capital to $719.5

Billion.

7.2 Sector-Wise Distribution of FDI Inflow
Table 2 provides a detailed empirical breakdown of the top ten individual sectors attracting
the highest concentrations of foreign direct investment equity inflows into India.

Rank Sector Classification 2022-23 2023-24 2024-25 Cumulative
(Rs.Cr/ (Rs.Cr/ | (Apr-Dec) | Equity Inflow
M) M) (Rs.Cr/ (2000-2024)
$M) (Rs. Cr)

1 SERVICES SECTOR 69,852 54,894 60,534 747,413
(Financial, Banking, ($8,707) ($6,640) ($7,227) (16%)
Insurance, R&D, etc.)

2 COMPUTER SOFTWARE 74,718 66,090 46,214 765,083
& HARDWARE ($9,394) ($7,973) ($5,519) (15%)

3 TRADING (Commercial 38,060 32,080 27,959 327,217
Activities) (%4,792) ($3,865) ($3,335) (6%)

4 TELECOMMUNICATION 5,469 2,318 5,938 240,778
S ($713) ($282) ($710) (6%)

5 AUTOMOBILE 15,184 12,622 10,484 245,771
INDUSTRY ($1,902) ($1,524) ($1,250) (5%)

6 CONSTRUCTION 13,588 35,076 15,077 254,631
(INFRASTRUCTURE) ($1,703) (%4,232) (%$1,797) (5%)
ACTIVITIES

7 CONSTRUCTION 1,196 2,113 2,382 133,703
DEVELOPMENT ($147) ($255) ($283) (4%)
(Townships, Housing,

Projects)

8 DRUGS & 16,654 8,844 6,705 141,586
PHARMACEUTICALS ($2,058) ($1,064) ($800) (3%)

9 CHEMICALS (Other than 14,662 6,985 6,707 140,411
Fertilizers) ($1,850) ($844) ($802) (3%)

10 NON-CONVENTIONAL 19,977 31,188 28,909 155,070
ENERGY ($2,500) ($3,764) ($3,448) (3%)

Source: Compiled from DPIT FDI Fact Sheet (Data up to December 2024). Note:
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Percentage indicates relative share out of total historical USD equity inflows.

The empirical breakdown illustrated in Table 2 clearly establishes that the core Services
Sector (encompassing financial services, banking, insurance, business outsourcing, and
research and development) represents a massive pillar of India's capital absorption
framework, commanding a 16% cumulative share of total FDI inflows. The absolute inflows
into the services sector reached Rs 69,852 crores in 2022-23, Rs 54,894 crores in 2023-24,
and bounced back strongly to Rs 60,534 crores during the April-December 2024 period. This
performance is closely mirrored by the Computer Software and Hardware sector, which
claims a dominant 15% cumulative share, drawing Rs 74,718 crores in 2022-23 and
reflecting the heavy digital transformation wave sweeping across Indian enterprise
ecosystems. Commercial Trading activities (6%) and Telecommunications (6%) also
represent high-performing infrastructure sectors. The core physical infrastructure space—
represented by Construction Infrastructure Activities (5%)—exhibited an extraordinary spike
in 2023-24, capturing Rs 35,076 crores in direct alignment with the central government's
heavy fiscal push for logistical modernization. Simultaneously, the Non-Conventional Energy
sector (3%) has shown aggressive momentum, jumping to Rs 31,188 crores in 2023-24 and
maintaining Rs 28,909 crores in 2024-25, highlighting an institutional shift toward green and
sustainable utility investments. In contrast, heavy manufacturing and precision science
sectors—such as the Automobile Industry (5%), Drugs and Pharmaceuticals (3%), and
Chemicals (3%)—attracted comparatively lower shares, indicating that these high-value
fields are in clear need of additional targeted policy funding and enhanced structural
incentives to fully realize their production potentials.

8. KEY FINDINGS AND DISCUSSION

Based on the comprehensive secondary data analysis and the review of structural literature,
this paper crystallizes the following major findings regarding the operational dynamics of
FDI in India:

1. High Spatial Concentration of Capital Sources: A profound geographical concentration
remains evident, with Mauritius and Singapore accounting for nearly half (49%) of the total
historical FDI equity inflows into India. This underscores a strong reliance on a few financial
corridors and highlights the critical need to diversify investment partnerships across North
America, Europe, and the Middle East.

2. Services and Digital Dominance: The Indian economy is structurally absorbing capital
predominantly within intangible, high-value service and technology fields. The combination
of the Services Sector and the Computer Software/Hardware sector absorbs over 31% of
cumulative investments, reflecting India's competitive edge in human capital and digital
engineering.

3. Infrastructure Push and Green Shift: Construction activities and Non-Conventional Energy
have shown significant short-term growth spikes. This shift reflects the alignment of
international institutional funds with public sector initiatives like the National Infrastructure
Pipeline and aggressive renewable energy capacity targets.

4. Manufacturing Sector Sub-optimization: Despite robust promotional campaigns such as
'‘Make in India" and the rollout of widespread Production Linked Incentive (PLI) schemes,
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foundational manufacturing sectors like Automobiles, Chemicals, and Pharmaceuticals still
capture relatively minor percentages of overall equity capital (3% to 5% each). This indicates
that structural barriers, including land acquisition delays and complex local compliance
codes, continue to partially restrain large-scale manufacturing foreign investments.

9. CONCLUSION AND POLICY RECOMMENDATIONS

In summary, India has firmly established itself as a premier global hub for Foreign Direct
Investments over the past two decades. According to recent World Investment Reports issued
by UNCTAD, India consistently features among the top 10 global investment destinations. In
pursuit of an optimal investment climate, the country has introduced sweeping corporate tax
cuts, modernized labor laws, and consistently simplified regulatory structures. India remains
an exceptionally attractive market for international institutional investors in terms of both
short-term cyclical returns and highly resilient long-term structural prospects. The cost-
efficient manufacturing ecosystem, backed by scaled infrastructure expansion, stands out as
one of the most promising frontiers for absorbing future FDI blocks. Over the past decade,
India has also developed excellent government and institutional efficiency, which has directly
catalyzed a steady enhancement of FDI inflows. From both an macro-economic and corporate
financial perspective, it is empirically verified that FDI exerts a highly beneficial impact on
developing countries like India by introducing non-debt capital and advanced technical
know-how. Policy recommendations for the government should focus on continuously
improving the foundational investment climate for all types of capital—domestic as well as
foreign. Priority must be given to simplifying land procurement, upgrading rural logistics,
and expanding manufacturing incentives to non-metro zones. Ultimately, it is concluded that
a well-regulated flow of Foreign Direct Investment remains deeply beneficial for the nation
to grow, modernize, and prosper in an increasingly interconnected global economy.
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