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 Abstract: This paper is an attempt to present the effects of FDI inflow on the economic growth 

of two major developing countries of Asia, India and China during 2000-2017. There are many 

internal and external factors which influence the growth of an economy and one of them is FDI. 

Foreign Direct Investment helps in capital investment to a lot of firms, helps in generation of 

new technologies. It also generates employment opportunities & helps in gaining competitive 

advantage through investing the foreign capital in Indian economy. FDI also provide financial 

support to the firms. There are various factors which are responsible for FDI inflow and include 

such as the availability of large market, demand, qualitative labor force, tax incentives. Further, 

service sector, telecommunication, computer software and hardware and construction 

development are the major sectors attracting FDI inflows. This study starts with identifying the 

factors responsible for the growth in FDI inflow in India and China, analyses the trend, major 

sources and attractive sectors of FDI inflow in Both Countries.  In this study, the descriptive 

analysis has been applied for the purpose.  
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INTRODUCTION: 

As a part of economic liberalization process set in place by the Industrial Policy of 1991, the 

government of India opened up the retail sector to FDI through a series of steps. For 

development in the economy FDI plays a very major role. FDI provides access to the market, 

resources & also reduces cost of production. FDI offers a source of external capital, employment 

generation & increased amount of profits which would further lead to economic development. 

Foreign companies invest directly in Indian businesses which are growing at a fast pace & also 

help to improve the condition of the economy.  

 

India & China, the two largest developing nations are emerging global players in today’s 

dynamic environment in terms of economic growth rates, raising share in the world, attracting 

FDI’s. In India, economic reforms started in 1991 whereas in China it started in 1978 which gave 

China, a competitive edge over India. In India future areas of growth are R&D, bio-technology, 

high value IT enabled services, agro based industry whereas China have IT business, services & 



continued manufacturing as future areas of growth. India lacks behind China in attracting FDI 

because of the following reasons: 

Political structure, infrastructural gap, monetary & fiscal policies, availability of capital etc. 

The reasons why China is the best destination for attracting FDI is: Rapid economic growth since 

reform period, infrastructural availability, abundance of labour & its availability at lower cost. 

The ways in which India can attract more FDI is by political restructuring, promote agro based 

export industries, remove corruption, accelerate privatization, provide monetary & fiscal 

benefits, remove FDI hurdles etc. 

Some of the major sectors which have high rate of investment in India are Infrastructure, 

Automotive, Manufacturing, Pharmaceuticals, Service etc. whereas in China are Manufacturing, 

Real estate, Business services & renting, Wholesale & retail trade etc. 

 

In this paper an attempt has been made to differentiate between two economies i.e. India & 

China in terms of their FDI inflows & simultaneous effect on growth of the economy from year 

2000-2017. The structure of paper goes with identification of responsible factors for FDI growth 

in India & China followed by sources of FDI inflows and finally findings and conclusion has 

been drawn. 

 

Literature Review: 

 

(Teli 2014) analyzed the trends & patterns of FDI inflows in India, also to study the impact of 

FDI on economic indicators in India & finally to make projections of FDI in India & give 

necessary suggestions. This study concluded that FDI inflows shows positive trend over the 

period of time & it suggested that in coming years India may face stiff competition from foreign 

companies.(Goyal 2017) identified the significant sources of FDI inflows & determinants which 

affect the growth of the Indian economy. This study concluded that there is mixed trend of FDI 

inflow in India & as far as favorable destination is concerned, India can still achieve it through 

liberalizing some of the policies, developing infrastructure & skilling the workforce. 

 

 

(Hasan and Barua 2013) compared the economic growth model of two countries & also 

identified the factors affecting the trade. This study also compared & analyzed financial & 

economic reforms of the two countries. This study proved that China is much ahead of India in 

terms of FDI inflows & India needs to improve a lot to attract FDI inflows. China has a huge 

potential in the IT service and outsourcing business whereas India still has a lot to prove in the 

manufacturing sector. Both China and India are nicely poised to become economic super powers 

within the next 20 years. 

 

(Keshava 2008) analyzed the impact of FDI on growth, exports, GDI, FOREX in India. This 

study also focused on studying the behavior of factors in India & China that affect FDI & also to 

know how India can benefit itself from China to improve the economy. This research finally 

concludes that India is still lacking behind from China in becoming the attractive destination for 

FDI inflows & to improve this condition India should make reforms which are beneficial for the 

economy. Besides, china’s success would also rely on its ability to carry out complementary 

reforms, to open up domestic markets, to improve the performance of state-owned enterprise, to 

better protect intellectual property rights and to speed up competition as well. 



 

(Sharma and Kaur 2013), in their study emphasized on the importance of empirical 

investigations of FDI– trade relationships for selected countries. The study inculcates that there 

is strong evidence of unidirectional causality running from FDI to imports and FDI to exports i.e 

FDI influences imports and exports but not caused by imports and exports. Bi-causal relationship 

between imports and exports has been found in both the countries which suggest that India and 

China should focus more on technology imports and its transfer as an essential condition for 

expanding exports of these countries. Government of these countries should use this perspective 

of imports as an effective measure in formulation of their export promotion strategy.  

 

(Dar and Singh 2014) examined the factors which are making India and China the best FDI 

destinations among the developing countries and also found out the reasons of China performing 

better than India in terms of FDI attraction. GDP, FOREX, Exchange rate, inflation, etc. are 

found to be the main determinants of FDI inflows in India and China. The study also reveals that 

FDI is a significant factor influencing the level of economic growth in India. 

 

(Agrawal and khan 2011, in their study attempted to investigate the effect of FDI on economic 

growth of China and India. The relationship between growth and FDI has also been evaluated. 

This study concludes that the factors included in this growth model were GDP, Human Capital, 

Labor Force, FDI and Gross Capital Formation, among which GDP was dependent variable 

while rest four were independent variables. The study also provides possible reasons behind 

China’s great show of FDI and the lessons India should learn from China for better utilization of 

FDI. 

 

(Quazi and Tandon 2015) compared the domestic investment climate in China and India. 

Further, the policies implemented in both the countries have been studied. The analysis reveals 

that China fares better against India in terms of infrastructure, financial market, monetary 

system, corruption, and trade indicators.  

(Pavithran and Mukthar 2011) explained the SWOT analysis of India. A comparative analysis of 

India and China has been done with reference to the international scenario.  India’s role in the 

international economy has been less remarked than the rise and dominance of China but 

increasingly India will be appreciated for the opportunities it is creating now-a-days. It was 

found that that China is more successful than India in attracting FDI. But in the recent years 

India is also gaining its place by change in the perspective of investors. 

 

(Pillai and Rao 2013), in their study, identified the transnational attributes that constitute the 

major factor of FDI inflow to India. It also analyzed various determinants of FDI inflow to India.  

 

 

Research Gap: 

Earlier researches have been done on effects of FDI inflows in India, trends & patterns of FDI 

inflows has also been analyzed, comparative analysis of FDI inflows on economic growth in 



India & China but this study finds whether the FDI have an impact on GDP or whether GDP 

affects FDI. 

 
 

Research Methodology: 

This study is descriptive in nature and the secondary data has been collected from World Bank 

Report and United Nations Conference on Trade and Development (UNCTAD) for the period 

ranging from 2000 to 2017. The collected data was presented in meaningful forms.  

 

Trend & Pattern of FDI Inflows in India and China 

 

It is evident from the following Table 1 & Figure 1 that the growth of China has started a way 

back when India was not even liberalized. China has performed very well due to which the 

economy has grown so well but they also saw continuous downfall from the year 2013-14 to 

2016-17. But the growth that India is doing in FDI inflow as well as its economic growth after its 

liberalization is also commendable. Data of FDI inflows from April, 2000 to March, 2017 has 

been taken from The World Bank.  
 

 

Table 1 

 

 Year India (in US$ Billion) China (in US$ Billion) 

2000-2001 3.584 42.095 

2001-2002 5.128 47.053 

2002-2003 5.209 53.074 

2003-2004 3.682 57.901 

2004-2005 5.429 68.117 

2005-2006 7.269 104.109 

2006-2007 20.029 124.082 

2007-2008 25.228 156.249 

2008-2009 43.406 171.535 

2009-2010 35.581 131.057 

2010-2011 27.397 243.703 

2011-2012 36.499 280.072 

2012-2013 23.996 241.214 

2013-2014 28.153 290.928 

2014-2015 34.577 268.097 

2015-2016 44.009 242.489 

2016-2017 44.459 174.750 

                                                                             
Source: World Development Indicator, The World Bank Report 

 

 



 

 

 
 

 

 

 

 

 

Figure - 1 

 

As from the above figure we can clearly see the difference in the inflows of FDI in India & 

China. There is a huge difference that is to be covered by India which is extremely tough task but 

India is trying its level best to achieve what it can. 

 

DATA ANALYSIS & INTERPRETATION: 

 

 

The first objective of this study is to evaluate the impact of FDI on GDP. 

As both the economies are developing countries & they lack behind in almost every aspect from 

the developed nations. To an extent there is definitely some impact of FDI on GDP. 

 

Table1: GDP vs FDI in India & China 
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                                                          Figure - 2 

From the above figure it can be inferred that there is a significant growth in both the economies 

in their GDP after the liberalization whereas FDI individually has significantly less growth in 

comparison to GDP for both the countries. But if we consider both simultaneously then 

definitely FDI do have some impact on the growth of an economy. FDI inflow in China is 

relatively very higher in comparison to FDI inflow in India which helped to boost their economy 

through GDP.  

 

The second aim of this research was to identify the sectors which help in the growth of FDI 

inflow. 

The following table shows different sectors which contribute towards the FDI inflow & also tells 

that how much percent they contribute towards the economic growth. 

 

 

 

             

 

 

 

 

 

 

 

 

 

 

 

 

                            

Table – 2 

 

Country INDIA CHINA 

Mining, oil and gas 100 75 

Agriculture and forestry 50 100 

Light manufacturing 81.5 75 

Telecommunications 74 49 

Electricity 100 85.4 

Banking 87 62.5 

Insurance 26 50 

Transportation 59.6 49 

Media 63 0 

Construction, tourism and retail 83.7 83.3 

Healthcare and waste management 100 85 



The above table shows that China permits 100% FDI in agriculture while there is no FDI inflow 

ain Media sector & on the other hand in India foreign ownership is allowed up to 100% in 

sectors like ‘Mining, oil & gas’, Electricity & ‘Healthcare & waste management’. 

Factors responsible for FDI inflow to India are: 

1. India is a country which provides a lot of opportunities for foreign companies to become 

the global player. 

2. India is the fifth largest economy across the globe and ranks third in GDP in entire Asia, 

which is one of the factors responsible for FDI Inflows in India. 

 

Factors responsible for FDI inflow to China are: 

1. China' is one of the most attractive destination for investment. In China capital rests on 

its development of infrastructure, resource availability, productivity and workforce skills, 

and the development of the business value chain. 

2. Another component for attracting FDI involves the availability of low-cost, skilled 

employees who possess the necessary aptitudes, experience and proficiencies to create, 

manufacture, and provide goods and services that can compete in global markets. 

 

Now we will see which are the most investing countries in both India & China: 

 

Main Investing 

Countries in 

CHINA %age 

Hong Kong 69 

Singapore 5 

South Korea 4 

USA 3 

Macao 3 

Taiwan 3 

Japan 3 

Germany 2 

UK 2 

Luxembourg 1 

Table-3 

 

 

Hong Kong is the most investing country in China with a percentage of 69. This means more 

than half of the FDI inflow to China is from Hong Kong whereas India only gets 34.45% as 

the maximum share for FDI inflow from Mauritius. Then there are other countries also that 

provide investment in both the countries.  China also gets investment from Singapore, South 

Korea, USA, Macao, Taiwan etc. These are the top investors in China. Singapore, Japan, UK, 

Netherlands, USA are few countries which have an investment in India through FDI. 

 

Main Investing 

Countries in 

INDIA %age 

Mauritius 34.45 

Singapore 16.76 

Japan 7.45 

United Kingdom 6.97 

Netherlands 6.33 

U.S.A 6.06 

Germany 2.98 

Cyprus 2.62 

France 1.69 

UAE 1.39 



GOVERNMENT INITIATIVES: 

 

A recent report released by the Ministry of Commerce of China said that FDI in China increased 

by 9.8 percent between January to November 2017. It has also been announced that China will 

allow wholly owned foreign invested enterprises in special vehicle and new energy vehicle 

manufacturing industry to be set up since June 2018 in Pilot Free Trade Zones in China. After a 

series of measures to promote FDI inflow, China is expecting more foreign investment 

 

The Government of India has amended FDI policy to increase FDI inflow. In 2014, the 

government increased foreign investment upper limit from 26% to 49% in insurance sector. It 

also launched Make in India initiative in September 2014 under which FDI policy. As of April 

2015, FDI inflow in India increased by 48% since the launch of "Make in India" initiative. The 

Government of India is likely to allow 100% FDI in cash and ATM management companies, 

since they are not required to comply with the Private Securities Agencies Regulations Act 

(PSARA). 

 

CONCLUSION: 

 

FDI helps companies to progress into new markets as a result of globalization. Both India & 

China are facing a tough competition. Over past 7 years it has been observed that performance of 

India has increased significantly over these years & there is still much more to come. Growth in 

China is constant but India’s growth is not that much significant, it fluctuates due to a small 

factor to a great extent. And we already know that China is much way superior to India in almost 

every way, say, in terms of growth, in terms of infrastructure etc.  

China needs to gain FDI in media sector because it is the worst performing sector in their 

economy, whereas India needs to focus on Insurance sector on which Govt. have taken some 

steps as well to improve the condition. At last this study concludes that there is relatively high 

competition between these two economies & both are trying hard to be the best 
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