
Volume : 2 | Issue : 3 | March 2013 ISSN - 2250-1991

PARIPEX - INDIAN JOURNAL OF RESEARCH  X 239 

ABSTRACT

This study analyses the role of foreign direct investment (FDI) in the infrastructural development of India and investigates the 

development path of the various sectors of India. FDI plays an important role in the development process of a country. It has 

potential for making a contribution to the development through the transfer of financial resources, technology and innovative 
and improved management techniques along with raising productivity. Developing countries like India need substantial foreign 

inflows to achieve the required investment to accelerate economic growth and development. It can act as a catalyst for 
domestic industrial development. Further, it helps in speeding up economic activity and brings with it other scarce productive 
factors such as technical knowhow and managerial experience, which are equally essential for economic development.
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Introduction:
India’s rise in recent years is a most prominent develop-
ment in the world economy. India has re-emerged as one of 
the fastest growing economies in the world. India’s growth, 
particularly in manufacturing and services, has boosted the 
sentiments, both within country and abroad. With an upsurge 
in investment and robust macroeconomic fundamentals, the 
future outlook for India is distinctly unbeatable.

India, while stepping up public investment in infrastructure, 
has been actively engaged in involving private sector to meet 
the growing demand. The demand for infrastructure invest-
ment during the 11th Five Year Plan (2007-2012) has been 
estimated to be US$ 492.5 billion (Planning Commission, 
2007). To meet this growing demand, Government of India 
has planned to raise the investment in infrastructure from the 
present 4.7 percent of GDP to around 7.5 to 8 percent of GDP 
in the 11th Five Year Plan. 

INFRASTRUCTURE INVESTMENTS REQUIREMENT IN 
INDIA
India is expected to grow at an average 9 percent per an-
num in next few years. Accompanying this growth will be an 
increase in demand for infrastructure services. The infrastruc-
ture investment has increased in the past few years, driven by 
government initiatives and private participation, but that need 
to be escalated in coming years. The Government of India 
expects that 22-25 percent of the investment (of US$ 384 bil-
lion) required is to come from private sector (Government of 
India, 2007). According to the Committee on Infrastructure, 
headed by the Indian Prime Minister, these investments are to 
be achieved through a combination of public investment, pub-
lic-private-partnerships (PPPs) and exclusive private invest-
ments, wherever feasible. To sum up, the Indian infrastructure 
space has gained much importance in the past few years, and 
provides immense opportunities for growth and development.

Therefore, it is clear that there is substantial infrastructure 
needs in infrastructure sector in India, which, in other words, 

also offers large investment opportunities. Many of the new 
investments (such as gas pipelines) seem to be viable on 
commercial terms and should be suitable for partnership with 
private investors. For many other infrastructure investments 
also Public-Private–Partnership (PPP) is emerging as the 
preferred instrument, where the private sector gets its normal 
financial rates of return while the public sector partner pro-
vides concessional funding based on the long-term direct and 
indirect benefits to the economy.

GOVERNMENT POLICY ON INFRASTRUCTURE DEVEL-
OPMENT: PUBLIC – PRIVATE PARTNERSHIP
Government is actively pursuing PPPs to bridge the infra-
structure deficit in the country. Several initiatives have been 
taken during the last three years to promote PPPs in sec-
tors like power, ports, highways, airports, tourism and urban 
infrastructure. Under the overall guidance of the Committee 
of Infrastructure headed by the Prime Minister, the PPP pro-
gramme has been finalized and the implementation of the 
various schemes is being closely monitored by the constitu-
ent Ministries/Departments under this programme.

Indian experience shows that competition and PPPs can 
help in improving infrastructure. The opening of the telecoms 
sector is a case in point. Opening up the sector has led to 
massive investments and expansion in supply coupled with 
improvement in quality. The target of 15 percent tele-densi-
ty set for the year 2010 was realized in 2007. Further, the 
cost of service today is lower than that in any other country 
in the world. Similarly, competition in the aviation sector has 
resulted in the creation of new capacities and much greater 
choice for travelers. The annual growth in air traffic has been 
in excess of 20 percent and fares have dropped significantly. 
Even in the road sector, PPPs have demonstrated their ef-
ficacy wherever they have been used such as on the Jaipur-
Kishengarh highway.

THE ROLE OF FDI IN INFRASTRUCTURE
The economic model followed by India after independence 
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relied on import substitution and selective foreign capital in-
flow, both through portfolio investment and the Foreign Direct 
Investment (FDI) route. This changed radically with the liber-
alization measures post-1990.

Both portfolio and Foreign Direct Investment were not only al-
lowed but also actively encouraged. The Foreign Investment 
Promotion Board (FIPB) was created to approve FDI propos-
als speedily and in most sectors, particularly infrastructure. 
The Reserve Bank of India gives automatic approvals for in-
vestments. During the decade of the nineties, the ‘ceilings’ 
on FDI in different sectors were progressively raised. From 
2001, 100 per cent foreign investments were allowed in sev-
eral industrial sectors. Currently, 100 per cent Foreign Direct 
Investment is allowed in almost all the infrastructure sectors.

The role of Foreign Direct Investment in an economy goes 
beyond simply easing financial constraints. FDI inflows are 
associated with multiple benefits such as technology transfer, 
market access and organizational skills. Consequently, there 
is an increasing and intense competition between countries to 
maximize the quantity of FDI inflows. Any successful policy for 
attracting FDI has to keep this competitive scenario in mind.

The Benefits of FDI Inflows can be broadly identified as:

Bridging the financial gap between the quantum of funds 
needed to sustain a level of growth and the domestic avail-
ability of funds.

Technology transfer coupled with knowledge diffusion that 
leads to improvement in productivity It can thus fasten the 
rate of technological progress through a ‘contagion’ effect that 
permeates domestic firm.

FDI Inflows in India - Sectoral Analysis of Top 10 Sectors
Sector-wise FDI Inflows in India from April 2010-Dec 2010
Table 2 Sector–wise FDI Inflows (Rupees in Crores)

Modes of Foreign Direct Investment in India
FDI can enter India through two possible channels:

• The automatic route under which companies receiving 
Foreign Direct Investment need to inform the Reserve 
Bank of India within 30 days of receipt of funds and issu-
ance of shares to the foreign investor

• For sectors that are not covered under the automatic 
route, prior approval is needed from the Foreign Invest-
ment Promotion Board (FIPB)

Other determinants of FDI in Infrastructure
While a liberal ‘entry’ policy can go a long way in encouraging 
foreign investments in infrastructure, the willingness to invest 
in infrastructure projects has been restrained by a number of 
constraints across a number of economies. Thus, any suc-
cessful strategy of attracting Foreign Direct Investment into 
these sectors will have to deal with these issues directly. 
These are:

• Subsidized prices: In most developing countries, infra-
structure services are priced below the cost of supply. Sub-
sidies may be hidden as increasing arrears to the banking 
system or outstanding payments to State agencies (like State 
Electricity Boards). This undermines the financial viability of 
projects.

• Mixed signals from different constituencies: Many di-
verse groups with varying levels of influence on Government 
policy have a stake in the policy that affects private infrastruc-
ture operations. Consumers benefitting from subsidized pric-
es may resent price increases associated with privatization. 
Managers and employees of public utilities are understand-
ably concerned about their jobs. This often influences policy 
related to private infrastructure and affects the investment 
environment.

FDI Norms in Infrastructure Sectors
Automatic clearance for foreign investment (not requiring the 
approval of the FIPB) was first introduced for infrastructure 
sectors like power and roads

• Loss of authority: Governments are often reluctant to ab-
dicate control over key sectors of the economy particularly 
where foreign ownership is involved. Most Governments do 
not have a strong record of regulating private industries be-
cause the public sector has been so dominant. This often 
results in rules prohibiting private entry into certain sectors, 
imposing limits on foreign ownership.

• Misunderstanding regarding what private involvement can 
offer and what investors require:

Although private sector involvement does offer extra financ-
ing and the willingness to manage some risks (construction 
and operation risks), they are unwilling to bear risks that they 
cannot control (policy or regulatory risk).

GOVERNMENT POLICY FOR INVITING PRIVATE AND 
FOREIGN INVESTMENT
To encourage foreign funds flow into the infrastructure sec-
tor, the Financing Ministry has allowed Foreign Institutional 
Investors (FIIs) also to invest in unlisted companies. This was 
aimed at helping infrastructure companies as they would not 
be in a position to list their shares in the initial phase. FIIs now 
deploy 100 per cent of their funds in corporate debt. However, 
the Ministry has not dispensed with the 20 percent withhold-
ing tax on such investment as per the suggestions of the IIR 
report.

Speaking at the World Infrastructure Forum, John Taylor, 
Director, Infrastructure, Energy and Financial Sector Depart-
ment, ADB, emphasized that the “counter guarantee” scheme 
was designed to cover specific risks including “discriminatory 
government action of various kinds, non-delivery of inputs or 
non-payment for output by State-owned entities, availability 
of essential public services, changes in the agreed regulatory 
framework or tax regime, provision of essential complemen-
tary infrastructure, compensation or delays caused by gov-
ernment action or political uncertainty, transfer risks, foreign 
currency availability and convertibility.”

In a bid to make the core sector attractive for FDI, the Cabinet 
Committee on Foreign Investment (CCFI) has modified the 
49 percent cap on foreign equity in the infrastructure sector 
to render fund mobilization easier. This major policy deci-
sion which will indirectly raise the foreign equity investment 
in infrastructure sector to well over 51 per cent if a domestic 
partner fails to meet his commitment from internal sources, 
including borrowing, should help the large industrial houses. 
The new mechanism is designed to overcome the constraints 
for foreign equity cap in the infrastructure sector. Under the 
norms, companies operating in the sector can bring in equity 
through the mechanism of an investing company for the pur-
pose of making investment in a licensee company and the 
service sector where there is a prescribed foreign equity cap.

CONCLUSION:
Provision of quality and efficient infrastructure services is 
essential to realize the full potential of the emerging Indian 
economy. Indian government’s first priority is therefore rising 
to the challenge of maintaining and managing high growth 
through investment in infrastructure sector, among others. To 



Volume : 2 | Issue : 3 | March 2013 ISSN - 2250-1991

PARIPEX - INDIAN JOURNAL OF RESEARCH  X 241 

sustain 9 percent growth, the Government of India has es-
timated that an investment of over US$ 492.5 billion during 
the 11th Five Year Plan (2007-2012) is required. Therefore, 
there is substantial infrastructure needs in infrastructure sec-
tor in India, which, in other words, also offers large investment 
opportunities. Public-Private–Partnership (PPP) is emerging 
as the preferred instrument, where the private sector gets its 
normal financial rates of return while the public sector partner 
provides concessional funding based on the long-term direct 
and indirect benefits to the economy. New instruments such 
as Viability Gap Funding (VGF) through a special purpose 
vehicle (SPV) set up recently by the Government of India to 
fund mega infrastructure projects may be relevant for other 
Asian countries as well. The cross-border infrastructure com-
ponent is an important determinant of regional integration. If 
countries are not inter-linked each other through improved 
transportation network, regional integration process will not 
move ahead at a desired pace. In India, development of 
cross-border infrastructure, especially transportation linkages 
and energy pipelines with neighboring countries is underway 
and expected to contribute to the regional integration in Asia 

by reducing transportation costs and facilitating intra-regional 
trade and services. Nevertheless, there are many challenges. 
It is important for India to enhance its overland connectivity 
with East Asia in order to effectively facilitate the Asian re-
gional integration.

India’s rising growth trajectory requires rapidly expanding 
infrastructure facilities to support it. The Government rec-
ognizes the fact that domestic resources alone may not be 
adequate to sustain the required expansion in infrastructure. 
Thus, it has followed a strategy to create incentives for For-
eign Direct Investment. India, today, has an extremely liberal 
regime for FDI in terms of entry norms. International experi-
ence shows that there can potentially be a number of other 
barriers to the willingness to invest in infrastructure projects. 
The Government has taken systematic initiatives to address 
these problems largely through comprehensive reforms in 
sectors like power and telecommunications. The combination 
of domestic private foreign investment and multilateral invest-
ments is likely to propel India’s economic growth momentum 
in future.
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