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Abstract—The present study attempts to empirically investigate the 
factors that determine FDI inflow into the country. Time series data 
over the period 1991 to 2014 has been used for the purpose. Gross 
Domestic Product (GDP), Exports, Wholesale Price Index (WPI), 
Foreign Exchange Reserves and Exchange Rate are considered as 
the determinant variables of Foreign Direct Investment (FDI) inflow 
into the country. The empirical results indicate that Exports and 
Foreign Exchange Reserves are the important factors in attracting 
FDI inflows.  
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1. INTRODUCTION 

Foreign Direct Investment (FDI) plays a major role in the 
process of economic development of a country. It provides 
financial resources for investment in a host country and 
thereby augments domestic saving efforts. It also plays an 
important role in accelerating the economic growth. FDI 
provides the much needed foreign exchange to help the bridge 
the balance of payment or trade deficit. FDI serves as an 
engine of economic growth, helps technological development, 
augments foreign exchange reserves, improves management 
and organizational competencies. The FDI inflows to India 
became significant under the new policy framework which 
dates back to the year 1991. India, one of the emerging BRICS 
(Brazil, Russia, India, China and South Africa) countries now 
plays a prominent role in the world economy as producers of 
goods and services. India with potential consumer market, 
strong domestic demand growth, lower labour cost, very large 
population (1.17 billion) and low rate of urbanization, has 
emerged as a major destination for FDI inflows in the recent 
years.  

The flow of FDI to any nation is a complex phenomenon and 
is subject to various factors both in the home and host 
countries. With this background, the study intends to examine 
the variables determining FDI flows into India using time 
series data available in various secondary sources. This study 
contributes the empirical results for India along with the 
existing economic literature on this issue. 

2. LITERATURE REVIEW 

Many empirical studies have been undertaken to analyze the 
trends and determinants of Foreign Direct Investment (FDI) in 
India, few of them are as follows: 

The key literature includes work done by Dunning (1993), 
which identified three important categories of variables that 
influence FDI flows in to home currencies. Those are : (1) 
Economic, (2) Social or Cultural and (3) The Political 
Environment. Dunning concluded that the major determinants 
causing FDI flows are market size and growth, gross domestic 
product, low production cost and political stability. Asiedu 
(2002) applying the Least Square Technique found Gross 
Domestic Product (GDP), Return on Investment(RoI) and 
Trade Openness are significant variables for FDI flows. Sahni 
(2012) concluded that GDP, Inflation and Trade Openness are 
significant factors in attracting FDI Inflows to India whereas 
Foreign Exchange Reserves are not Important factors in 
explaining FDI Inflows to India. Mucchielli and Soubhaya 
(2000) investigated the determinants of the volume of trade of 
the French Multinational Corporations (MNCs). The major 
findings suggest that inward FDI has a positive influence on 
Foreign Trade (including exports and imports ), and their 
positive influence is stronger for exports compared with 
imports. 

3. OBJECTIVES  

The objectives, study period, data source , variables and model 
specification have been discussed in this section. 

The objectives are as follows: 

1. To examine the trend of Foreign Direct Investment (FDI) 
inflows into India over the period 1991 to 2014. 

2. To analyze the major determinants of FDI inflow in India 
considering Gross Domestic Product, Wholesale Price 
Index, Exchange Rate, Exports and Foreign Exchange 
Reserve as variables and identify those contributing 
significantly to FDI inflows into India. 
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Table 2: Regression Results 

 

7. CONCLUSION 

Foreign Direct Investment not only acts as an instrument of 
international capital flow but also serves as a important source 
of technological and productivity. Policy makers, 
academicians and researchers around the world struggle that 
FDI can have important positive effects on host countries 
development efforts. However, the inflows of FDI to the home 
countries are determined by various socio – economic and 
political factors in the recipient countries. Based on the choice 
variables, data and model specification; our study finds that 
the economic determinants such as Exports and Foreign 
Exchange Reserves (FOREX) are factors influencing FDI 
Inflows into India. Further, the macro – economic 
determinants having significant influence on FDI Inflows into 
the country are found to be Foreign Exchange Reserves and 
Exports. 
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