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Abstract 
 
As matter of fact foreign direct investment is basically based on market 
seeking driven by economy size and country location, efficiency 
seeking driven by human capital or infrastructure quality or resource-
seeking driven by the availability of natural resource or other strategic 
assets. Many studies use a gravity model which seeks to explain what 
causes FDI frames between two specific countries. The World Bank is 
an international financial institution that provides loans to developing 
countries for capital programme. FDI is basically related to 
development of countries which is not possible without taking 
financial facilities from World Bank. The World Bank works with a 
government agency, non-government agency, and the private sector to 
formulate assistance strategies. To assist in the reconstruction and 
development of the territories of the members, by facilitating the 
investment of capital for productive purposes. One should be aware of 
the various measures to induce FDI and the factors that determine their 
flow. Research and information dissemination can rectify some of the 
misconception regarding FDI. It is important for economist to have 
clear notions about FDI because they influence various policy makers.  
As the world market is going towards competition foreign direct 
investment has strengthen at a phenomenal rate since the early 1980”s. 
This has gradually increased the attraction in developing countries. The 
world bank along with FDI add to investable resource and capital 
formation perhaps more important it is also a means of transferring 
production technology skill, innovative capacity, organisational and 
managerial practices between location as well as accessing 
international marketing networks. According to the recent reports the 
economic crises has dampened developing countries outward 
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investment in 2009. The decline was sufficiently below 45% drop in 
FDI flows from developing countries. This paper focuses on a critical 
appraisal on this topic in the present scenario. 
 
 

1. Introduction 
"Mergers and acquisitions, building new facilities, reinvesting profits earned from 
overseas operations and intra company loans." In a narrow sense, foreign direct 
investment refers just to building new facilities.Foreign direct investment is the form 
of multinational corporations. There were several episodes of exploitation and 
expropriation. They cannot be considered as agents of imperialism but are seen as 
promoters of pop culture roots. 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. 

 
Forms of FDI 
Foreign direct investment can take a number of different forms including 

 The establishment of a new enterprise in an overseas country-either as a branch 
or as a subsidiary. 

 The expansion of an existing overseas branch or subsidiary. 
 The acquisition of an overseas business enterprise or its assets. 

 
Factors of FDI 
Trade related factors included in the model are: 

a) Exports as a percentage of GDP. 
b) Imports as a percentage of GDP. 
c) Whether the home country is a member of any regional trading agreement, e.g., 

African foreign trade agreements, South African foreign trade agreements or 
Association of petroleum exporting countries.  

d) Number of bilateral investment agreements signed by the home country. 
 

FDI in developing country like India 
Foreign direct investment in India has grown immensely in the last 5 years due to 
strong support from the Union Government. This growth has in turn helped with the 
progress of the national economy. Recently, the South-East Asian country has strived 
hard to draw FDI from the leading investors of the world. In the last few years the 
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following sectors have attracted the maximum FDI as per a fact sheet brought out by 
the Department of Industrial Policy and Promotion are as Services, Automobile, 
Computer hardware and software, Power, Telecommunications,Metallurgical 
industries, Real estate and housing, Petroleum and natural gas, Construction. 

 
Impact of FDI on Indian Economy 
India has recently liberalised its FDI policy and decided to allow 100% international 
investment in the single brand retail segment. Reforms to industrial policies have 
brought significant reductions to requirements regarding to licensing and one away 
with restrictions related to expansion and made it easy to use international technology. 
The real estate sector has performed well in recent times and much of the credit in this 
instance can be given to the relaxed FDI regulations and the properly performing 
economy. The real estate sector has performed well in recent times and much of the 
credit in this instance can be given to the relaxed FDI regulations and the properly 
performing economy. The Indian government has been trying hard to do away with the 
FDI caps for majority of the sectors but there are still critical areas like retailing and 
insurance where much thought needs to be given before more FDI is allowed.India is 
the 3rd biggest economy of the world in terms of purchasing power parity and is thus a 
popular destination when it comes to FDI.  Following are the major economic sectors 
where it can attract investment are as follows. Telecommunications, Apparels, 
Information technology, Pharmaceuticals, Auto components, Jewellery, Chemicals, 
Foreign investments in India have increased of late but the strict FDI policies have 
impeded the possible growth in this sector. India is however set to become one of the 
major recipients of FDI in the Asia-Pacific region because of the economic reforms for 
increasing foreign investment and the deregulation of this important sector. India has 
technical expertise and skilled managers and a growing middle class market of more 
than 300 million and this represents an attractive market. 

 
Sector wise FDI  
Petroleum and Natural Gas and Refining (49%),Commodity Exchanges(49%), Power 
Exchanges(49%),Stock Exchanges, Depositories, Corporation(49%),Asset 
Reconstruction companies(49%-100%),Credit Information companies(74%),Single 
Brand Retail trading(49%-100%),Basic and Cellular Services(49%-100%), Courier 
Services (100%),Defence Production(CCS may approve proposals on case to case 
basis beyond 26% which are likely to result in access to modern and state of the art 
technology in the country). 

DIPP has stated in a press release that it does not feel it is necessary to make 
regular changes to the circular. This means that from now on the FDI policy will be 
reviewed only once a year instead of 2 times, as was done previously. As stated in the 
press release, it can be expected that the next combined FDI policy will come into 
effect on March 29, 2013. 

The DIPP can however make changes to the existing policy in the interim by way 
of press notes. 
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Data of Foreign direct investment 
FDI Equity Inflows from 2000-2012 
 

S. N. Financial Year 
(April – March) 

Amount of FDI Inflows %age growth over 
previous year (in terms of 

US $) 
 In ` crores In US$ 

million 
 

1 2002-03 12,871 2,705 ( - ) 33 % 
2 2003-04 10,064 2,188 ( - ) 19 % 
3 2004-05 14,653 3,219 ( + ) 47 % 
4 2005-06 24,584 5,540 ( + ) 72 % 
5 2006-07 56,390 12,492 (+ )125 % 
6 2007-08 98,642 24,575 ( + ) 97 % 
7 2008-09 1,42,829 31,396 ( + ) 28 % 
8 2009-10 1,23,120 25,834 ( - ) 18 % 
9 2010-11 97,320 21,383 ( - ) 17 % 
10 2011-12 1,65,146 35,121 ( + ) 64 % 
12 2012-13 1,21,907 22,423 ( - ) 36 % 

CUMULATIVE TOTAL  9,09,536 1,95,725 - 
 
 

2. Conclusion 
Both economic theory and recent empirical evidence suggest that’s FDI has a 
beneficial impact on development host countries but recent work also points to some 
potential risk. FDI contracts with foreign portfolio investment where a stake is taken in 
an overseas business without operational control, but with the view to acquiring an 
investment income stream through dividends and capital gains. Without making FDI 
commitments, firms may engage in international business via exporting and importing, 
licensing, sale of technology, foreign management contracts, selling turn key projects 
or undertaking portfolio investments. Both FDI and World Bank play a vital role in 
economic development of the countries. 
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