
08 January 2020

4tr
} ' I A G E S H  K U M A R

ftt o,ft,

Foreign Dlrect and Portfolio Investments
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A Perspectiv€lorl Indian Experience
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The Context

. Foreign capital f lows have emerged as key channels of global
economic integration all across the world over the past two decades.
While foreign direct investment (FDI) flows have been undertaken for
a long time by m enterprises (MNEs) in the course of their
overseas sion, forei resent

mpanied by management control have
e highly visible and o

ital f lows in recent rs with the rise of foreign institutional
FIIs) and sove ottzorr tlrat seek to

make quick returns through short-term speculative activities abroad.
FDI flows represent longer.term

together with capital and entreprene
know how and sometimes even rn
developing countries as catalysts <

k to attract FDI flows with different
policy instruments. FPIs, in contraqt, tend t ve limited potential

eir distribution across countries is higNy uneven
target only,the fast growing emerging econcimies and those witfras fn(

d".p
often

capital markets to benefit from tleeir dynamism. In fact they are
seen to be bringing volatility to the financial and exchange rate

uitv and debt flows
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strategic tool for.strengthening their international competitiveness. As a-lesult, 
FDI flows are increatidly of bi-directional in niture rather tha'only one sided with India playing host. 

''

markets. Hence, a number of emerging market economies are seeking tomoderate their volatility through a variety of cdpital controls.
'Recent years have arso seen the rise of FDi and FpI flows in India.

H;s-c]i,}:l* i:.l}::d, 
to substantiat liberali_sation of ,rr" p.r,.yregime since lggj- and with her economy embarldng on

trajectory in the new millennium,

,  
Ag+inst  that  background, th is paper summarises the Indian

experience in.attracting FDI and ppt and reviews the recent trends,

rt substitut
loprnent plan

receptive.

I patterns and prospects for these flows and their developmental impact

f'*: -._:-laty 
also emerges as a so-urce of FDI a" *rell,,tfru prpfr-"lrobriefly-touches upon the trends in these flows. r. .""fi"a"" ilih !jJ;

policy lessons.

Evolution of poricy Regime Towards FDr and Fprs in India
Indian government policy towards FDI has

tune with the requirements of the process of development in diffi]ffiphases (see Kumar, 2005a). Soon 
"it", 

Independ"#: il;;eil;k"i

+-
b ?.,tt*'cX"a-il0e"
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robust growtJr

in the

l .

technology, skills, entrepreneurship was quite I il.d.b' ,..1:

towardC
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l nExchange Regulation Aqt (E
^ - : - ^ t : -  -  : -  T -  l ! .  -  I f l*4operating in India to register under Indian corpor4te legrstatiqn wit]r up 

v 
,

xceptions from,the general limit of 4O per :
cent were made only for c.ornpanies operating 

- 
l

technology sectors, tea pfantalions or those p l
for exports.

.In the 1980s, the attitude towards FD 3gl, . ,,
^ l i ^ ^ J  ! * -  ^ . . . r ^  - . (  /  a r  r  ,alised imports 

"f 
(> Q"rr*l e :

dustrpto.-foreign' pt,y 'll .
competition, and assi tlre oromotion"of G o l*,Yrr, jcornpeuuon, and 

: _ the pqgmotion of g g;{^",tok +,
rts. The policy changes adopted in the 1980s covered 

- q [,NrE
liberalisation of industrial licensing (approv a, a.,^^,ta L,
an. 

Rct'usr'ar rcensrng (approv 
F rd* ^4&y

cent ' \

\
ownership

, After pursuing a restgictive policy towards FDI over the four decades 1?n^
with a varying degree of selectivity, 

-India 
changed tracks in 1990s ff-

ase Pq

implemented included a departure from the restrictive pgliey towards g {r'caa41 4e-FDI, a much more liberal trade.policy besides refo.rms of-eapjial rnarkpr
and exchange controls. The New Industrial policy (Nlp),^ann gt\>t( trlo t
on 24 July 1991-, marked a major d.eparture with respect 

' t Ft\' 
Wwith the abolition of i

- - -  - - - : , - ,  ,1  r

reation of a system of
utomatic clearance

such as the ownership levels nt, 5l- 74 cent and
100 per cent foreign equity, and o as mrnlng,
banking, insurah ce; telecommunications, constructio n and riranagem ent
of ports, harbours,.roads and highways, airlines, and defence equiiment,
to foreign-owned cor-npanies subject to sectoral caps:
r r n  l n  1  n n  * ^ -  - - -  !  :  -  -  - - - - -  : ! r  I  :

ln some
sectors even on automatis f2sis-.'(6ept for,defence equipment wherd it
is linited td 26 per'cent and for items reserved io, prod,rttion by small-
scale industries where it is limite dto 24 per cent. The dividend balinci
- - l  r L  1  .  t

applied to 22 consumer goods indus'triesi were withdrawn in 2oo0
(Kumar, 2005a)..In S

%Ht
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ln. september L992, the Indian government announced. guidelines
for in t. FIIs were now
welcome to invest in all types of securities traded
sec market wi

s liberalisation has led
to considerable inflows of portfolio inflows making the country one of

Kecogn ls rng  the  lmpor tance  o f  ou tward  i nves tmen t  f 6 ' t
competitiveness of enterprises, the policv govesaisg-€utward i
also been liberalised since 1gg1. Widl

p\ reserves; the limits for outward i

'Kib'd ses are now permitted to invest abroad up to tOO pe'f:
cent of their net worth ot;utomaE

India has also entered into 88 Double Taxationl
(

and Bilateral Investment Promotion and protection
with 82 countries.

Avoidance Treatffij:1
Agreement (BIFAs)"

Foreign Direst Investment Flows and Their euality

Irends in FDI lnflows

have been growing since 1991

ln one D Lrillinn onA in--o-ooJ f- - rhof i'ai;ai;;: 
'.-: ;:':.;-oi;;

T_i:,::ffi{y:.':::.::ffiIi:r

. -..'i:ij*5:
the wake of the global financial crisis bgt recovering 

"'":1.i..:;;

. 
"a'.t 

i  !

. zOf-L (Table 4O.1A). With the slowdo.Hrrr of Infian econ : : ;..-. i;::

ned again and was at $28 billion in 2O
doubled over ?OO5-06 and again between".

-t.
! :  ! : ;  

- - i

.  i . . . ; - . j ; i . .

d 2009 to n

in relation as also risen from 2.9 per cg1tr!$i
2005 to 6.6 per cent in 2006. The share of FDI in gross fixed investm-enfi;

in some sectofs
cent, and in defence

basis.
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Flg;ure 4O,1
India's Attracgiveness.as a Destingtioa blfOt nflows

'A: Indla's Share in Global lriflows.

Shire of India in DwelopingAsia
Share of Intlia in Developint Economies

-------. Share of India in World

B: Share of FDI in Gross Eixed Capital Fotrnatiou in
Developing Asian Economies arrd India
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Sorrrce: Author's calculations based on Table 30.1.
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i
f

in Infia has'been lower than foi other developing countrie's but was
catching up. I in India. this ratio at 10

r cent was quite clobe ASia at 10.6
wake of financid crisis indicating the

potential for a rise in the future (Table 40.1-8 and Figure 40.L8)

Investment Glimate and Prospects for FDI Inflows

The empirical studies of have foun

e.g., tax'rates, investment incenfives,
performance requireme4lts, among other factors (Kumar, 2000). In
the light of these findings, while India's large population base may be
an advantage, w income levels, low levels of urbanisation

ave the benefit of geographical and
cultural proximity with major sourcejs of FDI such as the US, Europe or
Japan. However, over time the relative attractiveness of the country is
improving with rapid growth that is expanding market size and other
aspects of *".ro".otto*i. performance. A recent inter-temporal analysis
for India has found a broad correspondence between the industrial
growth rates in a year and FDI inflows received in the following year
(Kumar, 2005a). Apparently, good industrial performance tends to
crowd-in FDI inflows as well.

The recent rise in FDI inflows since 2006 reflecfs improving
investment climate in
2OO3, the rise
the recognition o
industri"". 'i'hir is not only evident from the rising magnitudes of FDI--
inflows but also from investor surveys conducted by global consultancy
organisations. In the lished by AT Kearney, a
global consultancy organisation, govqring 25 top destinations for FDI,
India has moved up from 66 place in 2003 to 2'd'in 2005 and stayed there
before swapping the 3'd rank with the US in 201-0 (Table 4O.2).In 2OL2,
it again regained the second position in the global rankings (AT Kearney,
2OI2).In 201-3, India moved down to the 5s rank globally as the US
moved up to the 1" rank as the prospects for growth improved and as
their natural resources bases helped Brazil (3) and Canada (4) moved up'
Among the Asian developing countries, India contihues to remain 2"d

The Pink Professor
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after China. Similar upgrading in tndia's ranks has been reported by t}e
surveys of investors conducted by the Japanese Bank of inernational
Cooperation (JBIC) a3'well as in UNCTAD's World prospectg Survey
2073-20L5, where I 

-
.I preferred FDI lpcadoh

nt reforms adopted by the countiy to ln

\
as Delhi-Mudbai Industrial Corridor are also tikely to help in rqal,iging
its potenti alfor FDI inflows. This is in sharp contrast to the World Bank's

investbrs get atiracted to a country by the-potential of -benefiting from
its dynamism and are willing to put up with hardships rather than"going
to countries with easi€r business conditions but with poorer prosliectb
of making profits. FDI inflows may also assisj in manufacturins-orienied
structural transformation of the and tech

tha

Tabte 4O.2

SelectAsian Rankingin FDI Conftdence Index

2070 2A73

L
(1.e7)

6
(1.04)

16
(0.83)

28
(0.s1)

23
(0.67>

22
(0.6e)

1
(2.03)

3
(1.4)

20
(0.87)

1_8
(1_.07)

15
(0.e2)

8
(o.es)

1
(2.1e)

2
(1-.ss)

20
(1.0s)

L8
(1Js)

L0
(1.21)

1
(2.2t)

2 .
(2.0s)

7
(1.1e)

16
(1.63)

5
(L.78)

L
(1.s3)

3
(1.e)

24
(1.77>

2L
(t.zz1

74
(1.28)

2
(2.O2!"

5
(1.qs)

17
(1.63)

10

25
(1.60)

Note: Index values are in parentheses.

Source: Author's calculation based on AT Kearney, Foreign birect Investrnent Confiderice Inilei,
dlfferent years.

Quality of FDI lnflows

There can be several indicators of quality of FDI inflows (see Kumar,
2OO2)- In what follows, we discuss India's performance in
such indicators.
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Therefore, FDI inflows in China have been di 
4g/,,./ r]/rdtr1''U \

generating in the process billions of dollars of output and exports
millions of jobs.

lmpact af FDI on Growth and Domestic /nyestment

FDI inflows could contribute to growth rate of the host economy by
augmenting the capital stock as well as with infusion of new technology.
However, high growth rates rna

ntry. Therefore, the FDI-
growth relationship is subject to causality bias given the possibility of two-
way relationship. What is the nature of the relationship in India? A recent

08 January 2020

Ses{Cral Composltlon

One of the indicators of qudity is
inflows. It matters whether FDI is going'to the modern tech

nd building productive.capabilities or to conveirtional
r's'crowding out domesti . In terms of the sectoral

composition of FDI inflows, there is a shift'since 1991- in India's case
Earlier the of FDI inflows used to be directed to manufacturi

ciallv t throueh a selective poli
After
been
40

subsectors, FDI stock in the post-1991 period is also more evenll
distributed between food and- beverases ment, metals

d metal ucts, electricals and electronics
roduc mlsc ing. This stands in contrast to

the. situation prior to 1990 when there was a very heavy concentration
in relatively technology-intensive sectors uiz., machinery, chemicals,

a substantial proportion of FDI inflows ha

electri nsport equipment (Kumar,2005a).
In the other hand, the butk of FDI inflows have been

directed by the government to manufac (of the export-
oriented typ to seryices ln of
the FDI in manufacturing in
and telecommunication equipment helping it emerge as the leading
producer and exporter of these products. A policy guiding FDI inflows
to manufacturing has helped in China's bmergence as a global factory.
Therefore, FDI inflows in China have been di

lly. +o alLcA"r^'I
l.,t &i"4 .

and

hieh technolo

study has examined the direction of causati

The Pink Professor
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lt -has. alsq b-ben. shown, that .soinet

ayer,-
the
FDI on

investment in the ca
appears, therefore; t

some inflows cr

imposed a condition of phased m

evelopment of the auto component
domestic investments). A case study of

le Ld-t

s
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L

I
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ffi*; requrrer'ents such as I

K$'dt'\ auto rndustrv to vertical inter-firm
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the dipeclion of causatibn was not pronounced (see l(umar and Pradhan,

y actually
ts from'the produet or

pitat marftets with the market power of their s
and other.resources and may thus be immiserizi ee Fry,799.2; Agosin

refore, it is important to examinef  v r t  A y v v t  r v r  L  t  r r  r s  r r $ } , v r L s r l L  t v  L ^ q A l r u L

aEtuq;f .{DI9n dolnestic investment to.evaluate the impact.of
-econorny, 

An earlier study. tb
examine the effect of FDI on domestic investment in a dynamic setting,
however, did not find a statistically significant effect of FDI on domestic

see Kumar and Pradhan, 2005),.;It
ived bv I have been of mixed

investments
others , with no.predominant pattern emerging;in
the case of India. In the case of East Asian count
and Thailand, the relationship

.  < - : -  - -(Ibid.). Therefore, th6-quality of FDI in India in
respect to its impact on growth and on domestic investment is of rn,ixed
type and leaves scope for improvement. :: '' i '

The empirical studies on the nature of the relationship between FDI
and domestic investments suggest that the effect of FDI on domest

mes .!+
and encourdge

industry (and crowding-in,,o-f
the auto industry where such

a policy was followed shows th mbination with
other performance requirements viz., foreign err neutraliry) haYre

tive
.).The Indian experience in this industly,

therefore, is in tune with the e4periences of Thailan d, Brazil and Mexieo
as documented by Moran (L998).
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FDI and Export-platforril Prbduction

A nuriber of 'devgioping countries
resburces of MNEs su

their glo
netw6rks, among others,
In this respect, China has had a considerable succesS in exploiting the
pote4tial of FDI for'export-oriented production. A very substantia

57o) ' n o f

enterprises
while setting up export-ofiented' production 

-b

jobs by 2003 making China a global factory.
o

e t from the b'eginning. It also enhances the chances Q',lcg

of FDI in s crowding in_ estments and reducing the
t-+ na?

chances of crowd-6ut as be mai cateri to
outslde markets rathei dornesti It

for exdandine their manufactured expoJts-

NNE>
g'*4 ',

I grot fuaafiq
gorol "4

f q

wbuld also create fresh possibili et informati
doinestic firms on export possibilities.

Unlike the East Asian countries, India has not been able to exploit
of FDIthe potential of FDI for export-oriented productiqn. The bulk 8lu^t

inflows in India are market-seekins comins for
with th krn ffiliates in

Therefore, t o f t oiientation is orer
red to n tries. In this respect, two

observations can be made. The first is that rec€nt studies of export
performance are beginning.to indicate a relatively superior performance
of foreign enterprises in terms'of export orientation compared to early
studies suggesting a poorer performence of foreign companies (see
Kumar and Joseph, 200

ential of India as
The second observation is.about

in exploiting the potential of FDI for export-oriented p ction. A
quantitative ysmg patterns ot export
orientation of MNE affiliates across 74 countries in seven branches of
industry over three points of time has shown *iat in host countries with

(uNcTAD, 2005),

rntries (see Kumaa 1998).
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(1

*-_:__f-  - -  -  rmanufactured er.pgrt" with help of MNE affiliates, regulations stipulate tfut
wholly o.wned foreign enterprises musyv.{rory. oivnec rorergn enterprises mr:s
per cqnt 9f their output (Rosera 19g9: a result of these nolicip*a result of these policies,

inaeased to over 55 per cent as observed above.
India has no! imposed gxpolt obrigations on MNE affiliares except

for those entering the products However, indirect
e4port obligations in the form been im

nce phased out

exchang to remit abroad as
there was no ad lm
(BoP). Sometimes a condition of foreign exc
iqrposed where the enterprise is require.d to earn foreign exchange, ";';;.;; ;; ;l;;;;;r:il;;;;G^re vgs6v vrr  crLL(Jt l r rL (Jr  I I I rporEs.  lnerefore,
these regulations have acted as indirect export obligation" prolrrptiir;
foreign enterprises to export to earn the ?oreign qrcharrg" ,.qiir"e
by them. The e

ln the case

for enterprises producing prim
in 2000). Under these policies,

l
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of auto industrn in order to comply with their gxport commitments to
comply with foreign exchange neutrality condition-, foreign auto majors
have undertaken export of auto components frorn India *t ict, have not
only opened new opportunities forlndian cornponent manufa.ctur€rs
but also in that process found profitable oppoltrrrrities for busine-ss
(Kumar, 2oo5). Hence, exports of auto components from India are'now
gr-orylng rapidly and exceeding the obligations several times over. These

about the availability ot
In that respect, India'

t has emerged as thb majoi auto hub of southeast Asia (as
documented by Moran, tgg8, and Kumar, 2O05).

R&D and Other Knowled ivities and

vidend balancino

to ear.n
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data. Witlrin the country, foreign fi.rms appear to be spending. more on

R&D activity in India than-locd firms, although gaP between their R&D

intensities has tended to'narrow down. A study analysing

of Indian manufacturiqt f liberalis.ation
hec feunfl that after controllingf.ot extraneous factors, MNE

reveal a lower R&D intensity compared to locai firm's, presumably on

account of their captive access to the laboratories of their parents and

associated companies. The study also observed differences in the nature or

rnotivation qf foreign and local firms. Local fi.rms seem to'
ards n of importedknowledge

and to

other

I r ^ry''^'^"f,
t4-R.
L"uLtLyt 4-

facilitate f the knowledge brought in by forergn

enterpris t pre-requisite of the local technological

capability, as is evident from case studies of Indian two-wheeler industry

directing
r outward exPansion;

focus on custornisation of their parents' technology for the

the host cotrntries.

very successfrrl
other al content uirements

ansfer of

A s o and export I
L+

performance requirements have prompted foreign enterprises to transfer

and diffuse some loeowledge to d o comply

with their obligations.' Sirr.ilarly, the may

where Indian ioint ventures w.ith foreign firms were able to abso l+.o-Hr'&
e brousht in the fo tner and eventually become l/|a"& -.9*2dat

-reliant not only to continue produglleg lll! eve4-!q dqvqloplbgg
d-dass for et and rts on their own

(see Kumar,.2OO5). Some have expressed the view that domestic equity

requirernents may adversely affect the extent or quality of technology

transfer (Moran, 2001-). However, it has been shown that MNEs may

not transfer key technologies even to their wholly owned subsidiaries

abroad fearing the risk of dissipation or diffusion through mobility of

employees- Furthermore, eve
transfer is superior in the case of a sole venture than in the case of a

sferlequirements on foreigq enterprises, e.g.,-Malaysia. 7.o,.tn *.+_ ,
peifo-nnance requirements do not appear to have been ;.- ,r,{J+ e (l
in achieving their objectives (UNCTAD, 2003). Instead, udtrAd l.lr{dodr
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FPI Infltiws and Their lmpact
m l .  -  . .  r  .The-rapid.rise in lnflows of portfolio investments in India since

2003-04 is surhmarised in Table-40.g. Largei maqnitudds of portfoiio
in the form of shor

however, are highly volatile.

Table 4O.3

FDI and Foreign Portfolio Investment Flows to India

entum and capital
mar.kets s.tarted giving attrictive returns. The annuhl net inflows,

Gross
Infl.ows/'

Gross
Investments

Direct
Investment

to India

FDIby
India

Net
FDI

Net ToqI.
Portfolio (in million

Investment USD)
h
ts{
\0

6-

"g#

+.r
a9
\

$
\-l
N

\"

a

2000-0L

2001.-02

2002-03

2003-04

2004-os

2005-06

2006-07

2007-08

2008-09

2009-10

2010-L1_

20aa-a2

20L2-13

4029

6130

5035

4322

6051

8961.

22826

34943

4a873

37745

34847

46556

34298

4029

6125

4976

4322

5986

8900

22739

34727

41707

33108

27829

329s7

26953

. 759

L39L

L819

1934

2274

5867

1s046

18836

L9364

1"5L43

1_6524

1L097

7134

3270

4734

3157

2388

3712

3033

7693

L5891

22343

1_7965

LL305

22860

19819

2590
'1_952

9M

113V7

9291_

12492

6947

27434-
-1.4032

32396

30292

1717L

26891.

s860 .
6686

4191, ,,
13765 ...
L3003

LFs?5 :
146!0
43325

8311

503611;

41,s97-

39.031,

467HA::'

Source: Extracted from RBI's Handbooli of Stan'*i conomy, 201-3, and wrlrurbi.org-in-

(

\t

FII inflows rose to a sizea 007-08 that led to not
only stock prices booming, with B ore than doubling from
under 10,000 to 20,000, but also the rupee exchange rate appreciltigg
sharply from < 47 in 2006 to T 38 to a uS dollar in 2008. In 20o8-o9,
in the wake of global financial crisis, there was.a net outflow of FII ip
the

Mucli
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more irnportanlly ,it led to a sharp depreciatiqn of rupee by nearly
25 per cent in early 2009. Thq depreciation would have been gre4ter
had the Reserve Bank of India (RBI) not.intervened in the market by
selling dollars. This depleted.the RBI's foreign.exchange reserves by
$58 biiiion to abou\ $252 billion from $310 billion f.rom 2007-08 to
2008-09 t
recovery, the FII inflowr_lq

Sensex bacle above 20.000 in October 2
Despite the RBfs market intervention to offset the'subsequent exchange
rate pressure, the rupee appreciated by nearly B per cent,.alt

exchange r were au !o about $2S4 billi
bec the movements ln tEE

developments, they become channels.of transmission of instability to

Besides the volatility, FII inflows have a ver

chase primarily good returns at the stock mdrkets and exch4
stock markets were givin

tk+# .
BL 2s)O .

f=
tr:r

f:t
tr-t

DI, foreign borrowings, non-resident ,r^o/{ !4 Lleud qur
t+V^ aorr" rJ"-d '

il *ll,cnOAr-c, t i

:,^11 !4vr)*r

t4<arr^r4 9q
.ldtcl',t{'# o'a'fi"ict+
^-. .. \^ t lrr+ttly--elnl.ttotr-or;r ,
gtDde. 

"^tQt3,w

b nvfr* ;ho { {o 4<

VYEI t*d^D Ao^L.
5'lcoY ,

-  r . L
(v4tsur* oAd,.ru

gtrcla.

Ntx v -l- ,
StooRI/c,6

"rhwfuffiR.
per cent rehrrn. That means for every dollar India received ii ows, q
it became liable to pay $1.44 in one year. Ai they are stock price malcers
rather than takers, they manage to exit qafely before major crashes of
markets thereby precipitating the declines.

One may argue that FII inflows help a country to luild foreign
exchange reserves. What is not appreciated very well is e fact that
exposure to tfrese inflows

ves due to their hi volati le nature. Therefore,

WlgqqoL'A

developing countries such as India should rely for t$ei
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o r_r:^_ 13, outward FDI flows
In dian u. o' orry, ffir" ; J. nfan 

c omPa"' "',,*rtii. ; ff t.l?|, # :;

* *ffiT"T*:il1'Jffi"::T1l lill;r has shownthat T:rsignificant (Kumar, ZOg'Al.

Og January 2O2O
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:i soutli Korea and lndo";;;;;;""

and peaked to

Indi
f l

quite

__---reqLrvg au.vir.nrage ties in their accumu]ation of skills f";_*."aiingl"tg" multi-locadon operations across diverse culfures in rndia and in their
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ability to deliver value for moneywith their'frugal'engineering skills'honed
up while catering to tlie larger part of income pyramid in India (lbia).

Table 4O.4

Foreign Direct Investment. Outflows Originatingin India
(MillionUSD)

Worlil Developing Developing India.
Economies Economies:Asici

St

ht
I
a _ ,

'tt

st

,St
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"st
st
st

et
.st

L:'

rsi
I

si
I
I

si
St

St

Ct

Ct

CI

Ct

ht

*t

fit

f,t
g>

2001

2002

2003

2004

200s .

2006

2007

2008

2oog
20LO

ZOLL

20L2

20t3

7476s7
'528496

570679

9257L6

888s61

141s094

279802s

1969336

11_75L08

1_451365

a7Lt652

L34667l

L410810

83087 _
47/,&1

46668

122792

]'32507

239336

316863

328727

268476

400144

422582

440L64

454067

49155

34947

23961

9t404

8642s

1s1400

228t54

2231L6

210925

273033

304293

302130

3261013

t397

L678

L876

2I75

2985

14285

19594

t9257

1s927

13151

12456

84ltl6

t679

Source: Extracted from UNCTAD database,2O14.

Considering that nearly all the Indian enterprises undertaking
outward investments had their origins in import-substitution based
industrialisation strategies

r that infant ind
ln ise devel

However, the protection needs to be the capabilities
are built up to expose t ises to competition and

ct, the 1991 have sparked
of a considerable restructuring of Indian industry which emerged from
it leaner, more efficient and comiretitive. The ex;rosure also gave to the
Indian firms global ambitions and also the confidence to pursue them.
In some ways, the Infian experience follows in the Japanese and Korean
tradition of enterprise development policies and may have lessons for
other developing countries.

The acquisition-based strategy of internationalisation adopted by
Indian enterprises in the recent years by acquiring strategic assets, such

.- - ! ,- i.r\ -, r .: i_, iil.--+:1j.\e+The Pink Professor
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eyen tho

as technology, known br4ndq, actess to customqls and global fg,otprints
for jump starting theirinternationalisation, is ehallengng as it involves
mariaging across diverse culhrres and win over the confid'ence of worfforce to
succes-sfully orploit,the synergies. Indian enterprises can face this chaiienge

and their skills in cross-orltupal management

sensitivities to workers' righ.ts from thgbeginning (Ibid.).

Goncludingl Remarks and Pollcy Lesstins

--Th.e above discussion has reriiewed the India's exlrerience with FDI
and FPI inflows. These inflows to Infia have growrr in the recent years
in response to policy liberalisation and as the countryis economy picled
up mornentum. Although starting from a low base, Infia'has also been
able to increase its share in FDI rnflows received by developing countries

rs ancl rs Asian
e of these -inflows in capital format India

is also attracting large magnitud.es of portfolio equity flows from FIIs
which are highly volatile.

The above discussion also shows that
incr€asing magnitudes of FDI inflows

nt potential '. The suggiest
llbe country has received s
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using a varie cy instruments and irements. On
the other hand, India is getting qxposed in a sig11

the experiences of China and other Southeast
regard. China has had a much greater suctess in harnessing the potendhl
of FDI for building higtr technology export-oriented ind.ustiial base

Policy Lessons

In general, the above analysis brings out the role of ggvernment
policy in attracting and benefiting from FDI inflows fgr development.
In light of this &scussion, we may now draw a few policy Ieqsons for thg
region and other similarly placed developing

First of all,
sufficient for expanding FD.Ijtrf he overal l  macroeconomic

countries.

Y.*

rmance continues to exercise a major infl'uence on thp rnagnitude
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of FDI inflows by acting as a signaling device for foreign investors
about the growth p st'econo'inn Hence,

paying attention to indicators such a
growt-h r socroeconomrc

and other  su
. Stufies have

shown that policies that facilitate domestic investrnents also pull in
FDI inflows. While investrqent incentives may not be efficient, active
proimotion of FDI by developing certain viable projects and getting key
MNEs ittlssssled in them coqld be useful in attracting-investments.in

i
5

fl
a

I

desirable directions.
The evidence suggests that the overnment play an
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determining the

s perf

and ve also been employed by the
gover o achieve their developmental policy objectives. Even with
liberdised policy, some policy direction to FDI is desirable as has been

Onewayto maximise FDI to the hoit development
is to improve chances
minimise the possibilities of it t domestic inves

c s of Southeast Asian countries such as Malaysia,
Korea, China and Thailand in channelling FDI into export-oriehted
manufacturing through selective policies and export performance
requirements imposed at the time of entry deserve careful consideration
(see Kumar, 2005b, for evidence). The export-oriented FDI minimises
the possibili

vo[rable srrill ents by creating demand

. Another policy that can help-in maximising
inflows is to push them to newer areas where

local capabilities do not exist as that minimises the chairces of conflict
with domestic investments. Some governments such as Malaysia have
employed pioneer industry programmes to attract FDI in industries
that have the potential to generate more favourable externalities for

.domestic investment (see UNCIAD 1999; 2OO1', for examples). Similarly
because MNE entry through acquisition of domestic enterprises is likely
to generate less favourable externalities for domestic investment than

9
t+

mestic ownershi

demonstrated by the case of East Asian countries.
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gfgenfield investments, some governments disqorrttr" atquisitions by
f-o,f..e"i..gn enterprises (seqAgosin and Mayer, 200b, for examples)..

'-..'' :'.Arrother sphere where governmental intervention may be required to
maxirnize Bains from globalisation is in

enterprises. An important channel of
host is vertical inter-firm li

domestic ent Many governments-in developed as well as
irnposed local content requiremen-ts. on

MNEs to intensify generation of local linkages and.transfer of technology
(see Kurnar,2OOSb, for evidence)- The host governments could also
consider empl roactive mea that encour foreign

local firms to deepen their local content as a n
Singapore, Taiwan, Korea and lreland, have done so successfully (see

ins sub-national or sub-
which facilif
contacts amonq the employees besides traditional buyer-seller
UNgtAD (2001) also highlights the policy measures employed by di
governments in promoting linkages.

Investments made by governments in building local capabilities
for higher education and trainin! in technical disciplines, centres of
excellence, and in other aspects of national innovation systems have
substantial favourable.externalities as is demonstrated by fhe case study
of FDI in India' sed industries.

Finally, ri
and need ur widening merthandise trade deficits
driving this trend, immediate attention needs to be paid to reviving

export growth and exploiting the opportunities for import substitution.

For reviving exports, a
Export

competit iveness needs to be strengt taining relative
hange rate stabilitywith a slight towards reciation rath

ation; Besides th y distortions such as inverted
tures need to be removed a of trade finance

, for an inventory of policY
support measures). In a situation of slowdown of the global economy

as at present, a major expansion of exports can be challenging given an

environment of excess capacities throughout the Asia-Pacific region, the

growing.threat of protectionism and the temptation of dumping by those
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kittat et a1.,1996). The knowledge diffirsion could also be accomplis

e distortis by addressin
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with deep pockets. In -such circumitancgs, it might be also critical to look
- irnport substitution. As.observed

or strategic import substihrtion. An
De mace to start domestit manufacture of these productsleveraging India's large d.omestic:market size and by targetirlg rurma,to set up local manufacturing facilities through creation or irr."rri*,

*-t nl"ttlering industrier, 
", 

has been done-in East Asian countries

ll"^j :ly'.,_ 
b e side 

1 i nc e ntives i n p u b h. ;;;;;;" * ;; ;*1";
are part of

eloped and emerging economies (Kumar
in difFerentsrvPt:u o.t* *Tergrlg elonomies ( mar and Gallagher, 2007). The.----r*_ d to a more balanced structural

*.y:^Y,:j:_itls::re 
manufactuping job" *hi.h is criticat for povertyreduction (Kumar, 2013).
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