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Abstract 
 

Foreign Direct Investment is the process to enter into the foreign 
market place which is based on market seeking driven by economy 
size & country location. Efficiency seeking by human capital or 
infrastructure quality and resource seeking are driven by the 
availability of natural resources or other strategic assets. Government 
has announced FDI in various sectors. In commodity exchange sector 
FDI is 49% and a foreign investment institution limit is 23%. The 
Government is planning to allow full FDI in commodities broking 
business by adding it to the eligible list of activities of non-banking 
finance companies with 100%. FDI will give access to international 
best practices, high quality products and bring about a shift from a 
trading oriented business to knowledge based business. The change is 
expected to transform the commodity broking business completely just 
the way entry by foreign institutional investors changed the equity 
markets. Commodity exchange is providing the exchange platform for 
trading in forward contract in commodities. Commodity exchange is 
the reorganised association which means anybody of individual, 
whether incorporated or not, constituted for the purpose of regulating 
& controlling the business of the sale or purchase of any goods and 
commodity derivative.    
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Foreign Direct Investment 
Introduction 
‘Mergers and acquisitions, building new facilities, reinvesting profits earned from 
overseas operations and intra company loans.’ In a narrow sense, foreign direct 
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investment refers just too building new facilities. Foreign direct investment is the 
form of multinational corporations. There were several episodes of exploitation and 
expropriation. By and large, developing countries consider foreign direct investment 
as an important channel for accessing resources for promoting growth. On the other 
hand multinational enterprises commonly capitalize on foreign investment 
opportunities by investing in real assets, land, building or existing plants in foreign 
countries. 
  Multinational enterprises engage in joint ventures with foreign firms and set 
up subsidiaries. Such investment represents transfer of bundle of assets like access to 
export markets, skills and management systems with operational control ultimately 
residing with the parent company in the home country. The motive behind the 
investment is to improve profitability and enhancement of shareholder wealth. 
It is ordinarily when an entity, usually a corporation, from one state - the home state 
makes a physical investment in another state, - the host state. This kind of investment 
involves building a factory and investing in machinery, equipment, and related 
corporate assets. FDI ensures economic growth. FDI can promote growth; much will 
depend on the state in issue, the nature of FDI, the manner of its use, and the 
regulations imposed on it. The flow of Foreign Direct Investment could occur through 
international acquisition. When a firm undertakes FDI, it becomes a multinational 
enterprise. FDI occurs when a company invests in real assets in a foreign country to 
produce or to market a product. 
 
Commodity Exchange  
It is a recognized association under the provisions of the Forward Contracts 
(Regulation) Act, 1952, as amended from time to time, to provide exchange platform 
for trading in forward contracts in commodities. 
  A commodities exchange is an exchange where various commodities and 
derivatives are traded. Most commodity markets across the world trade in agricultural 
products and other raw materials (like wheat, barley, sugar, maize, cotton, Cocoa bean 
cocoa, coffee, milk products, pork bellies, oil, metals, etc.) and contracts based on 
them. These contracts can include spot prices, forwards, futures and options on 
futures. Other sophisticated products may include interest rates, environmental 
instruments, swaps, or freight contracts.  
  Open and organized marketplace where ownership titles to standardized 
quantities or volumes of certain commodities are traded by its members. Although 
samples of the commodities are physically examined and graded, physical delivery of 
the commodity rarely occurs because the delivery contracts are usually exchanged or 
closed out before their expiration date. Commodity exchanges are divided roughly 
into three main types: metals exchanges, fuels exchanges, and soft agricultural 
commodity exchanges. Other exchanges deal in currencies and commodity indices. It 
also called commodity futures market or commodity market. 
  A commodity exchange acts as a portal or a common place where traders can 
buy and sell commodities. Such exchanges enable seamless trading, eliminate the 
need for middle men and allow the market to fix a price that is driven purely by 
demand and supply of the product. 
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Any commodity exchange serves three main functions: 
 Defines rules and regulations of trading to carry out uniform trading practice 
 Provides dispute settlement mechanism 
 Circulates price movements and market news to the participating member 
 
How does a commodity exchange work 
Just like the stock market, a commodity exchange serves as a marketplace for buyers 
and sellers to engage in trading commodities directly. Trading can be done in two 
ways: cash/spot and futures. Futures contract do not involve spot delivery of 
commodities; delivery is fixed for a future date at a price agreed by both the parties. 
Just like a stock exchange, a commodity exchange serves as a marketplace for buyers 
and sellers to engage in trading commodities directly. 
  People engage in this kind of trading mainly because each party gets 
something out of the deal. Commodity manufacturers/producers want to hedge their 
produces against fall in price in the future. On the other hand, commercial consumers 
want to lock in goods at a favourable price in order to avoid paying a higher price 
later. And individual traders wish to benefit from future movements of commodity 
prices. 
  The entire process is done electronically. The producer submits an offer price 
and the future delivery date of the commodity on this exchange. The seller, who 
agrees to pay that price, enters into a contract with the buyer. Almost all transactions 
take place in the similar manner, allowing the actual demand and supply to determine 
the price. 
  In India, there are three major national commodities exchanges: National 
Commodity and Derivatives Exchange Ltd, Multi Commodity Exchange of India Ltd 
and National Multi Commodity Exchange of India Ltd. In addition to these, 18 more 
domestic commodity exchanges in India are known to function. 
According to a notification issued by the Department of Industrial Policy and 
Promotion's (DIPP's) on consolidated FDI policy, the Government has decided to 
liberalise the policy and to mandate the requirement of Government approval only for 
FDI component of the investment. Such investment by FIIs, in commodity exchanges, 
will, therefore, no longer require Government approval. This change aligns the policy 
for foreign investment in commodity exchanges, with that of other infrastructure 
companies in the securities markets, such as stock exchanges, depositories and 
clearing corporations. 
  The Government also issued a clarification on Non-Banking Finance 
Companies (NBFC) stating that the activity of ‘leasing and finance,’ which is one 
among the 18 NBFC activities, where induction of FDI is permitted, covers only 
financial leases and not operating leases. This provision intends to clarify the 
coverage of the term ‘leasing and finance’, in so far as the NBFC sector is concerned. 
On the issue of FIIs investment in commodity exchanges, the notification said such 
investment of up to 23 per cent by FIIs, in commodity exchanges, will, therefore, no 
longer require Government approval. However, foreign direct investment (FDI) will 
continue to need the approval of the FIPB. At present, foreign investment, within a 
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composite (FDI and FII) cap of 49 per cent, under the government approval route is 
permitted in commodity exchanges. 
 
 
Expectation of foreign investors  
Foreign direct investment (FDI) is an increasingly important channel for resource 
flows between the industrial and India on the one hand, and among the developing 
states of India them, on the other. Several real and potential benefits discernible from 
these flows include technological spill overs, job creation, improved managerial skills 
and productivity. Given the capital-deficient nature of India and the benefits accruable 
from these activities, FDI is essential for growth and development in the region. In 
fact, it has been argued that low and volatile FDI is part of the challenges to the 
persistent poverty, high inequality and underdevelopment of the region. 
There is an expansive literature indicating that real exchange rate volatility has a 
direct, deleterious effect on FDI inflows. Exchange rate volatility generates air of 
uncertainty as the variance of expected profits rises and its net present value falls. 
This could cause investors to hesitate about committing significant resources to FDI, 
thus serving as a serious disincentive for FDI in India and compounding the existing 
political and economic risks. 
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