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Abstract 
 

The last two decades of the 20th century brought about a significant shift in how many developing countries viewed foreign investment, 

coinciding with a remarkable global surge in Foreign Direct Investment (FDI). Unlike the past, when these nations were often wary of 

inward FDI, many now see it as a key driver for their development and actively compete to attract it. By the end of the 20th century, 

numerous countries had reformed their political and economic systems to draw in more FDI. A lot of nations moved away from socialism 

in its various forms and adopted market-oriented economies. In several Eastern European countries, mass privatization occurred largely 

due to foreign investments. The landscape of private foreign investment in developing and less developed countries is extensive, complex, 

and often controversial, and it has been somewhat overlooked in terms of data collection and analysis compared to other economic devel-

opment forms. Today, the global economy relies heavily on private and foreign capital. The recent surge in FDI flows has sparked interest 

in viewing Transnational Corporations (TNCs) as crucial engines of growth for developing nations, especially in India, where FDI is 

essential for sustained economic growth. Consequently, both developed and developing countries are competing to attract FDI through 

various strategies, including joint ventures, mergers, and acquisitions. This study aims to explore several issues related to the current FDI 

inflows and further assess their impact on industrial development in India, focusing on the effects and determinants of FDI within the 

framework of liberalization, privatization, and globalization (LPG).  
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1. Introduction 

Capital formation through Foreign Direct Investment (FDI) is crucial for developing an industry. When domestic savings fall short, external 

capital becomes essential in providing the necessary resources for effective capital formation in the country. Interestingly, foreign capital 

remains significant even when there’s enough domestic capital available (Nuţǎ & Nutǎ, 2012). The journey of industrial development or 

the production process requires not just capital but also vital imported raw materials. At times, advanced technology or specialized 

knowledge can greatly influence capital productivity, and these may not be readily available within the country (Blomström et al., 2003). 

To acquire imported raw materials, cutting-edge technology, better machinery, and technical expertise, foreign exchange is needed for 

these purchases (Barile et al., 2024). Relying solely on export growth may not be enough to cover the foreign exchange needs of the 

country. The gaps in foreign exchange and the need for resources and technical know-how can only be bridged with the support of foreign 

capital. FDI inflows are generally expected to be stable and non-debt-creating, and they often come with a host of other valuable assets for 

development, including technology, organizational skills, and sometimes even access to new markets (Easson, 2004). Several meta-anal-

yses and empirical studies have examined the effectiveness of tax incentives in attracting FDI across various economies. For instance, the 

OECD (2008) provided comparative policy insights across developed and emerging markets, while James (2013) evaluated the cost-effec-

tiveness of both tax and non-tax incentives in developing countries. UNCTAD’s World Investment Reports (2022) also highlight evolving 

investor preferences and the need for aligning incentive frameworks with sustainable development goals. One of the most noticeable aspects 

of globalization is how quickly production and financial markets have come together over the past decade. Essentially, trade and investment 

have become the main engines driving globalization forward. As a result, we've seen significant changes in nearly every country regarding 

the government's role as an economic regulator and owner. In fact, in the Asian region, the growth of investment has outpaced the increase 
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in consumption demand within GDP for six years running. This trend reflects a positive outlook among investors and their expectations 

for sustained high growth rates. Over the last decade, privatization, liberalization, and deregulation have been key forces propelling eco-

nomic development, especially in the context of globalization (Bora, 2013). Factors like private ownership, entrepreneurship, and an open-

door economy have become crucial in many economies around the world (Hadari, 1990; Surekha et al., 2024; Etim et al., 2019; Sahib, 

2022; Bikzad et al., 2016). 

Tax incentives offered to attract FDI typically include corporate income tax holidays, investment allowances, duty exemptions, reduced 

tax rates for specific sectors, and accelerated depreciation schemes. These incentives are often designed to enhance the competitiveness of 

developing economies in the global investment landscape. However, they can also pose challenges such as revenue losses, ineffective 

targeting, and risks of base erosion and profit shifting (BEPS). Countries may engage in “race-to-the-bottom” competition, offering exces-

sive concessions that undermine long-term fiscal sustainability. Additionally, without robust monitoring, such policies may be exploited 

by firms seeking short-term gains rather than contributing to local development. Therefore, balancing attractiveness with accountability is 

crucial in designing sustainable FDI incentive policies. 

2. Methodology  

The text highlights how foreign direct investment (FDI) can create jobs in host countries, boost local savings, and help satisfy the significant 

demand for investment (Appiah-Kubi et al., 2021). It also points out that FDI can introduce foreign currencies by encouraging the export 

of goods and services. With the promise of strong future domestic demand—especially in populous nations like India—foreign companies 

are likely to set up large production facilities in these markets. This influx of FDI not only broadens the range of products available to 

consumers but also fosters technology transfers and knowledge sharing through various connections within the host economies (Appiah-

Kubi et al., 2021; Tavares-Lehmann et al., 2012; Kassahun, 2015). 

 

 
Fig. 1: Model Based on Foreign Direct Investment and Price Variables 

 

Economic growth refers to the steady improvement in the ability to meet the demand for goods and services because of higher productivity 

(product and process innovation) and enhanced production scale. For industrialized economies with established sectors, factors that increase 

productivity are especially significant economic drivers. However, these economies must contend with escalating global competition and 

rapid technological advancement.  When an economy's total amount of production rises, it is said to be experiencing economic growth.  A 

key idea is the overall level of production.  This indicates that more goods and services are being produced overall by the economy (Ślusar-

czyk, 2018). Theoretically, an economy's total output should be approximately equal to its total revenue, which includes wages, rent, 

interest, and profits. 

 

 
Fig. 2: Model Based on Foreign Direct Investment and Money Variables 
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Numerous empirical studies have been conducted in an attempt to develop sound findings regarding the influence and factors of economic 

growth and the causal relationship between foreign direct investment and it.  The research's findings revealed varying degrees of evidence, 

with some suggesting that FDI leads to economic growth, others demonstrating the opposite relationship, and yet others finding no rela-

tionship at all.  According to recent empirical research, the relationship between foreign direct investment and economic growth is not as 

linear as previously thought; rather, it depends on characteristics unique to each nation. To complement the conceptual analysis, this study 

adopts a mixed-method approach. Secondary data on FDI inflows, tax policy changes, GDP growth, and trade openness were collected 

from reliable sources such as the RBI, DPIIT, and the World Bank, covering the years 2010 to 2022. Panel data analysis was performed 

using STATA to evaluate the impact of tax incentives across Indian states and sectors, while Excel was used for visual trend representation. 

This empirical layer strengthens the study’s analytical depth and ensures data-driven policy insights. 

 

 
Fig. 3: Model Based on FDI and Government Variables 

3. Results And Discussion 

This leaves the underprivileged and marginalized groups struggling with their ongoing financial hardships. The government must step in 

and ensure that the perks of foreign investments reach everyone, not just a select few. In today's world, the idea of countries opening their 

economies to foreign investments feels like a relic of the past. The global economy is integrating at a rapid pace, and every nation is waking 

up to the reality that without foreign investment, its chances of economic growth are slim. However, the debate around whether foreign 

investment is truly the key to a country's development is heating up.  

 

 
Fig. 4: Domestic Capital Formation and Foreign Capital Inflow 

 

Currently, the flow of foreign investment tends to be concentrated in a handful of countries where the market is large and conditions are 

favorable for high profits. Without this investment, developing nations will find it incredibly challenging to accelerate their growth and 

development. To ground the findings in real-world evidence, the study incorporated time-series data on FDI inflows and tax incentives 

across key Indian states between 2010 and 2022. Drawing from official datasets provided by the Reserve Bank of India (RBI) and the 
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Department for Promotion of Industry and Internal Trade (DPIIT), the research analyzed how the implementation of targeted tax holidays 

influenced investment patterns, particularly in the manufacturing and services sectors. A fixed-effect panel data regression was employed 

to examine the relationship between FDI inflows and variables such as the presence of tax incentives, GDP growth, and trade openness. 

The analysis revealed a statistically significant positive association between sector-specific tax exemptions and increases in FDI, especially 

in states with high-tech investment zones. These results underscore the effectiveness of well-structured fiscal incentives in enhancing 

India's investment attractiveness. 

 

 
Fig. 5: Capital Account of the Balance of Payments and the Inflow 

 

Every country seeks foreign investment with the hope that it will improve its standing on the global stage. Take China and India, for 

example; the influence of foreign investors has been transformative, significantly impacting their economic growth. Additionally, foreign 

direct investment (FDI) boosts their competitiveness in exporting goods and services. As foreign investments become a powerful tool for 

nations to strengthen their economic foundations, governments must develop effective policies and strategies to fully leverage these op-

portunities. 

 

 
Fig. 6: Route–wise FDI Inflows 

 

Countries must implement strategies that enhance the benefits of foreign direct investment (FDI) to draw in more of it. Through foreign 

investment, globalization boosts economies.  According to a World Bank assessment, a stable investment climate helps nations benefit 

more from globalization and demonstrates how nations that have integrated with the global economy have experienced faster growth than 

others. 
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Fig. 7: Foreign Direct Investment Inflows 

 

Since foreign direct investment (FDI) is a complicated economic category that depends on several factors, the relative importance of which 

may change as the economic environment changes over time. As a result, the FDI factors may also change as the host country's economy 

and the global environment change (UNCTAD 1998).  Globalization hasn't eliminated conventional determinants or the kinds of FDI that 

go along with them, but their significance is waning.  For instance, market size, one of the most significant traditional FDI factors, has 

become less significant, while other new determinants have gained prominence.  This indicates that investors' incentives are evolving, and 

as a result, nations need to look for fresh approaches to draw in foreign direct investment. 

4. Conclusion  

Given these assumptions, it makes sense that developing nations have been vying for foreign direct investment (FDI) by reducing proce-

dural and legislative barriers on the one hand and providing a range of incentives on the other.  To further their growth, developing nations 

require a vast amount of financial resources.  Since FDI flows as a combination of capital, expertise, and occasionally even market access, 

it is now largely regarded as a valuable resource for accelerating the industrial development of underdeveloped nations.  In addition to 

investible resources, foreign direct investment (FDI) usually carries with it technology, management, and corporate governance that are 

better than those in the home country.  It benefits domestic consumers by bringing in better, newer products. Nonetheless, government 

policies have continuously sought to give international investors a sense of security and confidence, and they have benefited from nearly 

identical treatment as domestic investors.  Naturally, political stability has also been a significant draw.  Since FDI performance varies by 

nation, it is important to comprehend how foreign investors select their investment destinations.  Through the internationalization benefits 

of foreign investments, FDI typically flows to nations where it is feasible to combine ownership advantages with the location-specific 

advantages of the host nations. 
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