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 

Abstract: Foreign direct investment (FDI) is always shows good 

impact in the growth of Indian economy and Foreign Direct 

Investment is the wonderful weapon device in the hands of 

Government of India. Foreign Direct Investment (FDI) plays vital 

role in an Indian economy.  The new economic policy of 

liberalization, privatization and globalization pointed out in 1991 

induced the policy of foreign direct investment. Hence the foreign 

direct investment is an inevitable one in our economy.  FDI plays 

a multifaceted role in the overall development of any economy. 

FDI is often preferred over Foreign Institutional Investments 

(FII) as it considered to be the most beneficial form of foreign 

investment in an economy. FDI plays a multifaceted role in the 

complete development of any economy. It provides a new source 

for capital, can lead to technological up gradation, skill 

enhancement and allocate efficiency effects. While FDI is forecast 

to create clear impact on the economy, it has also contributed in 

certain adverse impact on Indian economy during the past few 

years. The present study is organized to study the correlation and 

investigate the impact of FDI on Indian economy. The flow of 

FDI for the past 15 years was taken for study (2003-2018). The 

consequences were studied by testing the correlation with the 

country’s GDP and Stock Market Indices. Sensex and Nifty were 

calculated as the authenticated representative of Indian Stock 

Market. The study concludes that flow of FDI into the country 

plays a dominant role in deciding the stock market movements. 
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I. INTRODUCTION 

ForeignT directT investmentT (FDI)T isT alwaysT showsT 

goodT impactT inT theT growthT ofT IndianT economyT 

andT ForeignT DirectT InvestmentT isT theT wonderfulT 

weaponT deviceT inT theT handsT ofT GovernmentT ofT 

India.T ForeignT DirectT InvestmentT (FDI)T playsT vitalT 

roleT inT anT IndianT economy.T TheT newT economicT 

policyT ofT liberalization,T privatizationT andT 

globalizationT pointedT outT inT 1991T inducedT theT 

policyT ofT foreignT directT investment.T HenceT theT 

foreignT directT investmentT isT anT inevitableT oneT inT 

ourT economy.T FDIT playsT aT multifacetedT roleT inT 

theT overallT developmentT ofT anyT economy.T FDIT isT 

oftenT preferredT overT ForeignT InstitutionalT 

InvestmentsT (FII)T asT itT consideredT toT beT theT 

mostT beneficialT formT ofT foreignT investmentT inT anT 

economy.T FDIT playsT aT multifacetedT roleT inT theT 

completeT developmentT ofT anyT economy.T ItT 

providesT aT newT sourceT forT capital,T canT leadT toT 

technologicalT upT gradation,T skillT enhancementT andT 
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allocateT efficiencyT effects.T WhileT FDIT isT forecastT 

toT createT clearT impactT onT theT economy,T itT hasT 

alsoT contributedT inT certainT adverseT impactT onT 

IndianT economyT duringT theT pastT fewT years.T TheT 

presentT studyT isT organizedT toT studyT theT 

correlationT andT investigateT theT impactT ofT FDIT onT 

IndianT economy.T TheT flowT ofT FDIT forT theT pastT 

15T yearsT wasT takenT forT studyT (2003-2018).T TheT 

consequencesT wereT studiedT byT testingT theT 

correlationT withT theT country’sT GDPT andT StockT 

MarketT Indices.T SensexT andT NiftyT wereT calculatedT 

asT theT authenticatedT representativeT ofT IndianT StockT 

Market.T TheT studyT concludesT thatT flowT ofT FDIT 

intoT theT countryT playsT aT dominantT roleT inT 

decidingT theT stockT marketT movements. 

II. REVIEWT OFT LITERATURE 

NarayanamurthyT etT al.T (2010)T examinedT theT 

factorsT determiningT FDIT inflowsT ofT developedT 

countriesT duringT theT periodT 1975T toT 2007.T PanelT 

dataT analysisT wasT usedT asT aT toolT forT theT 

analysis.T ItT wasT concludedT fromT theT resultsT ofT 

theT studyT thatT theT selectedT variablesT MarketT size,T 

LabourT cost,T Infrastructure,T CurrencyT valueT andT 

GrossT CapitalT formationT areT importantT determinantsT 

ofT FDIT inflowsT ofT BRICST countriesT inT termsT ofT 

theirT potential.T TheT stabilityT ofT economicT 

developmentT andT growthT (measuredT byT inflationT 

rateT andT IndustrialT productionT respectively),T 

businessT opennessT (measuredT byT theT ratioT ofT totalT 

tradeT toT GDP)T wasT foundT toT beT theT insignificantT 

determinantsT ofT FDIT inflowsT ofT theT developedT 

countries. 

ChaturvediT (2011)T exploredT theT sectorT wiseT 

distributionT ofT FDIT inT orderT toT knowT theT 

dominatingT sectorT whichT hasT attractedT theT majorT 

shareT ofT FDIT inT IndiaT andT toT findT outT theT 

correlationT betweenT FDIT andT EconomicT 

Development.T ItT revealedT thatT thereT isT highT 

degreeT ofT significanceT betweenT FDIT andT economicT 

development. 

AnithaT (2012)T analysedT theT FDIT inflowT intoT 

IndiaT duringT theT PostT LiberalizationT period,T andT 

projectedT theT trendsT ofT FDIT inflowT intoT theT 

countryT forT aT periodT ofT fiveT yearsT fromT 2010-11T 

toT 2014-15T usingT AutoregressiveT IntegratedT MovingT 

AverageT (ARIMA)T model.T TheT variousT factorsT 

whichT influenceT theT flowT ofT FDIT wereT examined,T 

theT causesT forT lowT inflowT 

wereT identifiedT andT remedialT 

measuresT toT increaseT theT 
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flowT ofT FDIT inT IndiaT wereT suggested.T TheT needT 

toT adoptT innovativeT policiesT andT goodT corporateT 

governanceT practicesT atT parT withT internationalT 

standards,T byT theT GovernmentT ofT IndiaT wereT 

identifiedT asT importantT factors,T toT attractT sufficientT 

foreignT capitalT inT differentT sectorsT ofT theT economy. 

GoelT etT al.T (2013)T appliedT foreignT directT 

investmentT modelT andT economicT growthT modelT toT 

studyT onT TrendsT andT PatternsT ofT FDIT inT IndiaT 

andT itsT EconomicT GrowthT usingT TotalT TradeT asT 

aT percentageT ofT GDP,T ForeignT ExchangeT ReservesT 

asT percentageT ofT GDP,T R&DT expenditureT asT 

percentageT ofT GDP,T ratioT ofT externalT debtsT toT 

exportT andT ExchangeT rateT forT aT periodT ofT 1991-T 

2010.T TheT resultsT ofT EconomicT GrowthT ModelT 

andT ForeignT DirectT InvestmentT ModelT revealedT 

thatT TradeT GDP,T ReservesT GDP,T andT exhibitT aT 

positiveT relationshipT withT FDIT whileT R&D,T GDPT 

andT ExchangeT rateT variablesT exhibitT aT negativeT 

relationshipT withT FDIT inflows.T Hence,T TradeT GDP,T 

ReservesT GDPT variablesT areT theT pullT factorsT forT 

FDIT inflowsT toT theT countryT andT R&D,T GDPT andT 

ExchangeT rateT areT deterrentT forcesT forT FDIT 

inflowsT intoT theT country.T TheT studyT alsoT revealsT 

thatT FDIT isT aT significantT factorT influencingT theT 

levelT ofT economicT growthT inT India. 

Singh,T J.,T Chadha,T S.T andT Sharma.T A.T (2014)T 

inT theirT studyT onT analysingT theT impactT ofT FDIT 

onT theT economicT growthT ofT postT communismT 

transitionT economiesT concludedT thatT FDIT 

significantlyT andT positivelyT influenceT theT economicT 

growthT ofT hostT countries.T FromT thisT studyT theT 

authorsT foundT outT thatT FDIT isT positivelyT 

correlatedT withT anT increaseT inT aT specificT region’sT 

growthT rate.T TheT resultsT finallyT showT 

well-developedT financialT andT institutionalT sectorsT 

areT theT vitalT sourcesT ofT GDPT growthT andT FDIT 

inflows. 

 

ParasharT (2015)T investigatedT theT determiningT 

factorsT ofT foreignT directT investmentT (FDI)T inflowT 

inT bothT ChinaT andT IndiaT fromT 1980T toT 2013T 

usingT econometricT modelling.T ToolsT LinearT 

regressionT analysisT ofT timeT seriesT dataT wasT doneT 

forT 34T yearsT toT computeT theT results.T MarketT size,T 

infrastructure,T andT opportunityT costT forT investors,T 

tradeT openness,T growthT rate,T policyT changes,T andT 

inflationT wereT assumedT asT theT determinants'T 

macroeconomicT indicators.T ToT obtainT theT regressionT 

resultsT bothT ordinaryT leastT squaresT analysisT andT 

partialT leastT squaresT analysisT approachesT wereT 

appliedT TheT analysisT revealedT that,T forT bothT 

countries,T marketT sizeT wasT anT importantT factor.T 

Also,T inT theT caseT ofT China,T lowerT wageT ratesT 

playedT anT importantT roleT inT attractingT FDI,T whileT 

inT India;T itT isT policyT reformsT thatT playedT aT 

crucialT roleT inT attractingT FDI. 

SainiT andT SinghaniaT (2017)T investigatedT theT 

potentialT determinantsT ofT FDIT inT developedT andT 

developingT countriesT basedT onT panelT dataT analysisT 

usingT staticT andT dynamicT modellingT forT 20T 

countriesT (11T developedT andT 9T developing),T overT 

theT periodT 2004–2013.T TheT analysisT ofT theT resultT 

showsT thatT theT internalT andT externalT factorsT playT 

aT significantT roleT inT shapingT theT trendsT ofT 

foreignT capitalT inflows. 

III. THE OBJECTIVE OF THE STUDY 

1. To study the present status of FDI in the last fifteen 

years. 

2. To analyse the impact of FDI in Indian economic 

growth and development 

IV. SCOPE OF THE STUDY 

The present study deals only FDI inflows as well as impact in 

the economic development of country for the last fifteen 

years. To analyse the relationship of FDI and the stock market 

movement NIFTY and Sensex were selected for the study.   

The flow of FDI trends and impact on country’s economic 

growth is evaluated in the study. 

V. DATA COLLECTION 

This study is based on secondary data. Data have been 

collected from various sources including RBI bulletins, 

Economic Survey Reports, NSE India and BSE India 

Websites and also from various publications of Ministry of 

Commerce. This study considers only last 15 years data i.e 

from 2003-04 to 2017-18. The Values of FDI, GDP, NIFTY 

and SENSEX have been averaged to get the most appropriate 

representation on an annual basis in case of stock market 

movements. 

VI. ANALYSIS AND INTERPRETATION 

 

Table -1 shows the inflows of FDI and increasing of GDP 

during 2003-04 to 2017-18 

YEAR FDI 

(US

$ 

Million) 

GDP(US$ 

Million) 

NIFTY SENSEX 

2003-04 4029 476.6 1333.35 3877.55 

2004-05 6130 493.9 1060.75 3388.59 

2005-06 5,035 523.7     

1079.3 

3352.77 

2006-07 4,322 618.3 1778.55 5437.05 

2007-08 6,051 721.5 2026.85 6233.54 

2008-09 8,961 834.2 2835.25 9346.24 

2009-10 22,826 949.1 3974.25 13731.09 

2010-01 34,843 1238.7 5858.35 20286.99 

2011-12 41,873 1224.1    2981.2 10076.43 

  2012-13 37,745 1365.4 5169.45 17401.56 

2013-14 34,847 1708.5 6101.85 19242.36 

2014-15 46,556 1835.8    4866.7 16488.24 

2015-16 36,860 1831.7   5855.75 19426.71 

2016-17 24,824    1861.8   6307.9 21032.71 

2017-18  32,628 2066.9   8102.1 27507.54 

Source: Statistics Time.com 

 

The Table - 1 shows the inflows fluctuations in terms of 

positive and negative variations 

in foreign direct investment 

during the study period.  On the 

https://www.emerald.com/insight/content/doi/10.1108/JABES-08-2018-0057/full/html#ref027
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other hand GDP shows the increasing level during the study 

period.  During the study period the following years were 

shows the variations percentages in FDI i.e. 2006-07 (0.85), 

20212-13 (0.90), 2013-14 (0.92), 2015-16 (0.79) and 

2016-17 (0.67).  The percentages are low in the particular 

period though many internal and external factors affect the 

FDI.  On the other hand GDP is increased during the study 

period. 

 

Table -2 shows the statistics of summary of FDI, GDP, NIFTY & SENSEX 

 FDI GDP NIFTY SENSEX 

Mean 22117.3 1691.6 6237.2 16653.9 

5% Trimmed Mean 110586.5 7653.4 4176.1 12357.6 

Median 4613.2 1914.3  5512.6 19617.5 

Variance 117613186.4 164453.7      2504171.3      26337476.9 

Std. Deviation 10656.1 434.2 1715.3 5327.5 

Minimum                7796.0 817.2 2637.2 9247.2 

Maximum 36687.0 2084.9 8102.100 26432.5 

Range 31497.0 1247.7 5367.8 18434.3 

Interquartile Range 14657.5 674.9 2354.3 7644.9 

Skewness -1.084 -0.264 0.034 0.192 

Kurtosis 1.345 -1.372 -0.232 0.264 

Source: Computed Data 

 

Table -3 Correlation coefficient of FDI, GDP, NIFTY & SENSEX 

 FDI GDP NIFTY NIFTY SENSEX 

     FDI     1   

     GDP .923**          1           

     NIFTY  .772**    .946** 1  

     SENSEX .823**     .946**        .978** 1 

**. Correlation is significant at the 0.01 level (2- tailed) 

 

From the Table – 2 & 3 shows to find out the relationship of 

variables of FDI and BSE Sensex, FDI and GDP and FDI and 

NSE NIFTY correlation was applied.  The result shows strong 

positive correlation between the FDI and BSE Sensex, FDI 

and GDP and FDI and NSE NIFTY during the study period. 

 

VII. FINDINGS OF THE STUDY 

  The FDI inflows in to the country have shown an 

increasing & decreasing trend during the study 

period 2003-04 to 2017-18. 

  The analysis shows strong positive correlation 

between FDI and GDP growth and development of 

the country 

  From the analysis  highly positive correlation have 

been found between FDI and BSE Sensex 

movements 

  The result shows highly positive correlation between 

FDI and NSE Nifty movements.  

The analysis of the statistical results concluded that GDP, 

stock market movements were dependent to the extend of the 

FDI inflows, growth and development of the country. 

 

 

VIII. CONCLUSION 

At present India is liberalizing the Foreign Direct 

Investment policy as much as possible. The analyses of the 

results have been encouraging. According to the latest 

reports, the country consistently ranked among the top five 

global investment destinations. The present study is to analyse 

the impact of FDI inflows on Indian economic development 

and growth.  The result of the study concludes that the GDP of 

the country and stock market movements are dependent. FDI 

has positive impact on Indian economy which shows glorious 

growth and development in the coming years.  However, the 

countries make further efforts to increase the size of the FDI 

and developing the economic growth and development. 
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