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Abstract 
This paper attempts to investigate the role of foreign direct investment 

(FDI) across registered industries in India. Inflow of FDI may enhance 

productivity and efficiency through technology spillover. We collect the 

monthly data on index of industrial production (IIP) provided by the 

Central Statistical Office (CSO) and sector wise FDI inflow in Indian 

industries from DIPP, Government of India over the period 2009 to 2015. 

The study has been carried out at the one digit industrial level. We form a 

balanced panel for three basic industrial sectors, namely mining and 

quarrying, manufacturing and electricity over the entire period. The 

stochastic properties have been looked into by carrying out panel data unit 

root tests developed by Levin-Lin and Chu (2002) and Im-Pesaran-Shin 

(2003). We carry out the estimates of Generalized Method of Moments 

(GMM) in the dynamic panel frame. Empirical findings imply that inflow of 

FDI significantly enhances production growth in Indian industries. 

Key Words:Foreign direct investment, industrial production, india, 

dynamic panel model, panel unit root test, GMM estimation. 
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1. Introduction 

The industrial policy reforms of 1991 and further amendments during the late 

1990s opened better opportunities of foreign investments in India. Some of major 

amendments in policy of foreign investment during the 1990s include opening up 

of new sectors (construction, power, etc.) for foreign direct investment (FDI), 

expansion of most priority manufacturing sector for foreign investment, and rise 

in foreign equity limit to 51 percent in manufacturing and even more in certain 

other industries; and removal of requirement of dividend balancing (except 

certain industries). In the beginning of 2000, the Indian government has allowed 

foreign investment through automatic route in all industries in the form of FDI or 

NRI or OCBs (Overseas Corporate Bodies) and this led to significant increase in 

FDI. Inbound investments in India during 2000-01 increased under automatic 

route. The total FDI inflows in India increased from Rs. 122 billion in 2000 to Rs. 

700 billion in 2010 (at constant 2004-05 prices). While FDI has witnessed a 

dramatic increase in the services sector, it has been increasing significantly in 

manufacturing industries also. Furthermore, it is observed by Chakraborty and 

Nunnenkamp (2008) that the stock of FDI and output in the manufacturing sector 

in India since the 1990s was found to be mutually reinforcing. Nowadays, real 

FDI inflow in Indian manufacturing sector from top 10 investing countries has 

increased more than four times, from Rs. 46.3 billion in 2000 to Rs. 240.4 billion 

in 2010 (at constant 2004-05 prices).  

The role of FDI in the growth process has been a debatable issue, particularly in a 

transitional developing country like India. Low technological base of production 

is an important factor impinging upon growth of developing countries. In this 

context FDI can mitigate the constraints to economic growth to some extents. 

Inflows of FDI carry foreign capital with modern technology, managerial 

techniques and organizational structures as shown by Prakash and Balakrishnan 

(2006). However, the global FDI inflows decreased by 16 percent in 2014, mostly 

because of the fragility of the global economy, policy uncertainty for investors, 

elevated geopolitical risks etc. (UNCTAD, 2015). But, the inflow of FDI into 

India increased by 22 percent during that period.     

Impact of FDI on technology spillover has been still a debatable issue. Bajpai and 

Jeffrey (2006) attempted to identify some issues on FDI and problems associated 

with India’s current FDI regimes, and also the other associated factors responsible 

for India’s unattractiveness as an investment location. The study concluded that a 

restricted FDI regime, high import tariffs, exit barriers for firms, stringent labor 

laws, poor quality infrastructure, centralized decision making processes, and a 

very limited scope of export promoting zones made India as an unattractive 

location for foreign investment. Balasubramanyam and Sapsford (2007) 

compared the levels of FDI inflows in India and China, and found that FDI in 

India was one tenth of that of china. According to this paper India may not require 
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increased FDI due to the structure and composition of Indian manufacturing, 

service sectors and its endowments of human capital. Kumar and Karthika (2010) 

observed that FDI plays a major role in the economic development of host 

countries. Almost every country has been making use of foreign investment with 

modern foreign technology to accelerate the pace of its economic growth. Inflow 

of FDI ensures a large amount of domestic capital, level of production and 

employment opportunities in the developing and emerging nations, which is a 

major step towards the economic growth of these countries. Agarwal and Khan 

(2011) found that 1 percent increase in FDI would result in 0.07 percent increase 

in GDP of China and 0.02 percent increase in GDP of India. They also found that 

China’s growth is more affected by FDI, than India’s growth. Chien and Zhang 

(2012) focused in their study the problems related to FDI in the North Central 

Area and South Central Area of Vietnam in the period 2000-2010. The paper 

stated that FDI and GDP have close relationship with each other. Sharma and 

Khurana (2013) focused on the sector-wise distribution of FDI inflow by using 

the data in post-liberalization period. This paper suggested the some 

recommendations for the same. FDI in agricultural sector in India should be 

encouraged as the economy is mostly based on agriculture. 

It is apparent from the above discussion that FDI is a predominant and important 

factor in influencing the contemporary process of global economic development. 

Against this background the present study attempts to look into the possible 

effects of FDI on productivity in Indian manufacturing through technology 

spillover. Unlike the available studies as mentioned above, this study takes into 

account the major macroeconomic variables to investigate the role of FDI in a 

developing country like India. In this sense the study contributes to the literature 

by highlighting some important dimensions of FDI in the growth process of the 

Indian economy with a special focus on industrial sectors. By following Helpman 

(1997) and Fosuri et al (2001), we hypothesize that inflow of FDI in Indian 

industries has significant spillover effect in increasing the level of production. 

The empirical exercise has been restricted to registered industries with data on 

index of industrial production (IIP) provided by the Central Statistical Office 

(CSO) and monthly data on industry specific FDI inflow in India from DIPP, 

Government of India over a significant period of Indian economy starting from 

2009 to 2015. The study has been carried out at the one digit industrial level. We 

form a balanced panel for three basic industrial sectors, namely mining and 

quarrying, manufacturing and electricity over the entire period. The hypothesis is 

tested by using dynamic panel data econometric method with GMM (generalized 

method of moment) estimates first introduced by Arellano and Bond (1991) after 

checking the stochastic properties of the series by carrying out panel data unit root 

tests developed by Levin-Lin and Chu [LLC] (2002) and Im-Pesaran-Shin [IPS] 

(2003). The rest part of the study is organized as follows. Some stylized facts 

relating to FDI inflow and industrial performance are presented in next section. 

Then we discuss about the data and methodology used in this study followed by 

the hypotheses to be tested based on summary view of the inflow of FDI and some 
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characteristics of the industrial sectors in India. After interpreting the estimated 

results, our final section concludes the paper.  

2. FDI Inflow and Industrial  

Performance: Indian Scenario 

There has been significant inflow of FDI in India since the mid-1990s. The 

cumulative amount of inflow of FDI was Rs.1, 293,303 Crore for the period of 

April, 2000 to June, 2015. Table 1 displays inflows of FDI into different sectors 

in India during the recent period. It is revealed that nearly 17 percent of total FDI 

inflow was captured by the services sector during 2013-14, while the construction 

sector got 9.34 percent. Computer, software and hardware, telecommunications, 

and automobile industry sector have received 6.81 percent, 6.76 percent and 5.22 

percent respectively. FDI inflow to drugs and pharmaceuticals, chemicals (Other 

than fertilizers), power, trading and metallurgical industries were 5.17 percent, 

4.10 percent, 3.81 percent, 3.47 percent and 3.36 percent respectively. During the 

same period out these top ten sectors FDI inflows to rest of the sectors accounted 

for around thirty five percent. 

Table 1: Sector Wise FDI inflows in India (Rupees Crore) 

Sector 
2013-14 (April 

- March) 

2014-15 

(April- 

March) 

2015-16 

(April,15 - 

June, 15 ) 

Cumulative 

Inflows 

(April  ’00 - 

June ‘15) 

Percentage 

(April  ’00 

- June ‘15) 

Services Sector 13,294 19,963 4,036 2,09,578 16.8 
Construction 
Development 

7,508 4,582 216 1,13,355 9.34 

Computer Software & 
Hardware 

6,896 13,564 16,245 89,481 6.81 

Telecommunications  7,987 17,372 2,517 86,609 6.76 
Automobile Industry 9,027 15,794 6,914 70,906 5.22 
Drugs & 
Pharmaceuticals 

7,191 9,211 1,370 66,652 5.17 

Chemicals  4,738 4,077 1,598 50,909 4.1 
Power 6,519 3,985 1,717 48,357 3.81 
Trading 8,191 16,962 5,679 49,479 3.47 
Metallurgical 
Industries 

3,436 2,897 845 41,992 3.36 

Others Sectors 72730.74 80700.13 19161.21 466517.81 35.16 
Grand Total 147517.74 189107.13 60298.21 1293835.8 100 

Source: FDI Statistics, DIPP, Government of India 

According to National Accounts Statistics as reproduced in Economic Survey 

2014-15 published by government of India, industrial growth was at 2.4 percent 

and 4.5 percent in 2012-13 and 2013-14 respectively (Table 2). Within industry, 

manufacturing and mining sectors grew at faster rates than the other subsectors. 

In addition, the 1.4 percent growth in gross capital formation (GCF) in industry in 

2013-14 is evident of the fact that the recovery in industrial growth has already 

started last year. The Index of Industrial Production (IIP) shows that the industrial 

sector is recovering in a slow but steady manner with a 2.1 percent growth in the 
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period of April to December in 2014-15 (Table 3). The index exhibited negative 

growth during the same period in 2013-14. This recovery in industrial growth has 

been headed by the infrastructure sectors, viz. electricity, coal and cement. 

Mining sector growth has shown immense progress while the growth in 

manufacturing sector continues to remain tepid. While taking into consideration 

of use based classification, we find that basic and capital goods appear to be on 

the path of recovery, intermediate goods are still struggling hard to emerge out of 

difficulties, and consumer goods led by consumer durables continues to 

experience negative growth. 

Table 2: Sector Wise Percentage Change in Industrial Growth 

Sectors 2012-13 2013-14 2014-15 (AE) 

Mining & Quarrying -0.2 5.4 2.3 

Manufacturing 6.2 5.3 6.8 

Electricity, Gas etc. 4.0 4.8 9.6 

Construction -4.3 2.5 4.5 

Industry  2.4 4.5 5.9 

      Source: Central Statistical Office (CSO), Govt. of India 

      Base Year: 2011-12 (AE: Advance Estimate) 

Industrial production in India has been highly fluctuating. According to this 

index, industrial production in India slowed down to 2.5 percent in 2008-09, but 

improved in the subsequent two years to reach at 8.2 percent in 2010-11, and 

again turned down in the following three years successively, to overturn the trend 

in 2014-15.   

The achievement in industrial growth very recently was mainly due to the 

recovery in the mining sector and impressive growth in the electricity sector. In 

the same period, the manufacturing sector continued to remain tepid, registered 

the growth at 1.2 percent. The minimal growth in manufacturing is most probably 

because of high rate of interest, bottlenecks in infrastructure and low demand in 

domestic and external market. In terms of use based classification, both basic 

goods and capital goods have witnessed remarkable improvement in their 

performances with the growth rates of 6.9 percent and 4.8 percent respectively, 

intermediate goods have experienced the growth of 1.7 percent, where as 

consumer goods have decreased by 4.9 percent during the period of April to 

December in 2014-15 as compared to the same period in 2013-14. The declining 

rate of growth of consumer goods has been accounted by the (-) 15.2 percent 

growth in goods of consumer durables. 

Table 3: Percentage Growth of Index of Industrial Production  

Sectors Weight 

2010

- 

11 

2011

- 

12 

2012

- 

13 

2013

- 

14 

2014-15 (Apr-Dec) 

Mining & Quarrying 14.16 5.2 -1.9 -2.3 -0.6 1.7 

Manufacturing 75.53 8.9 3 1.3 -0.8 1.2 

Electricity, Gas  etc. 10.32 5.5 8.2 4 6.1 10 

General 100 8.2 2.9 1.1 -0.1 2.1 

Source: Central Statistics Office (CSO), Government of India  
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The national accounts statistics as in the recently released new series, revising the 

base year from 2004-05 to 2011-12 by applying some changes in  methodology, 

those details are not yet available, gives us the noticeably improved estimates of 

growth in the Indian industrial sector in 2012-13 and 2013-14 as compared to 

those, which are based on the 2004-05 series. It has been made possible only 

because of the remarkable performance in the mining and manufacturing sectors 

as per the new series. In the year of 2013-14, growth in manufacturing sector 

growth has been estimated at 5.3 percent as compared to the estimation of (-) 0.7 

percent under 2004-05 series. 

 

Figure 1: Growth of Sector Wise Production of Industries in India 

       Source: Various issues of Handbook of Statistics on Indian Economy, RBI  

The Advance Estimates (AE) for the year 2014-15 has shown the 5.9 percent 

industrial growth as per base year of 2011-12. The manufacturing, construction 

and electricity sectors have grown to a noteworthy extent while the mining sector 

is having the declining growth as compared to 2013-14. The enhanced 

performance in manufacturing has been attributed to the methodological change 

with the use of new data sources. The growth in electricity, gas and water supply 

and construction confirms conspicuous improvement in 2014-15 as compared to 

the last two years.  

3. Hypothesis and Data 

Inflow of FDI can affect productivity and growth of an economy directly by 

raising investment and indirectly through spillover effects. Inflow of FDI creates 

the domestic firms more competitive, reduces the costs with increasing return to 

capital and fosters the production as well as economic growth. In many cases, 

domestic investment may be reduced by inflow of FDI. Indirectly FDI can exert 

pressures of competition on home counterparts who can promote the diffusion 

and transfer of technology by improving their business efficiency, which are 

called ‘spillover effects’ from FDI. The spillover effects may be related to firms’ 

input-output structure, diffusion and transfer of technology, share of domestic 

market and human capital, which may be effective to productivity level of 

domestic firms. We find different theoretical models like Haddad and Harrison 

(1993), Blomstroem and Sjoehlm (1999) etc., which showed that magnitudes of 

technology transfer and diffusion are also dependent upon domestic firms’ 

absorptive power. Against this backdrop for achieving the above mentioned 
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objective of our study, the basic null hypothesis to be tested can be categorized as 

following: 

 Inflow of FDI does not have any impact on industrial production. 

In this study we have used sector wise data of index of industrial production (IIP) 

provided by the Central Statistical Office (CSO), Government of India on 

monthly basis and monthly data on industry specific FDI inflow in India from 

DIPP, Government of India over the period 2009 to 2014. We have compiled FDI 

data to match with data of IIP of corresponding industrial sectors. DIPP provides 

the monthly cumulative data of FDI inflow for sixty three sectors in India, from 

which we have obtained the individual monthly data for each sector by 

subtracting the cumulative of last month from present. To structure a balance 

panel by using three basis sectors (Mining & Quarrying, Manufacturing and 

Electricity & others) of Indian industries, we have accumulated the FDI data with 

corresponding to three basic industrial sectors. So we treat sector wise IIP and 

FDI inflow as the variables in our study.    

4. Methodology 

Use The relationship between FDI inflow and industrial production in India is 

estimated by applying the Generalized Method of Moment (GMM) approach in a 

dynamic panel frame to control for endogeneity in our regression model. Use of 

panel data in estimating common relationships across different sectors of Indian 

industries is particularly appropriate because it is allowing the identification of 

sector-specific impacts that control for missing or unobserved variables. Panel 

model makes more information available, hence more degrees of freedom and 

also more efficiency. The model also allows controlling the individual 

heterogeneity and identifying effects that cannot be detected in simple time series 

or cross-section data.  

Panel data unit root tests have become very popular recently for solving the 

problem of low power of the tests for a single time series. The panel unit root tests 

developed by Levin-Lin and Chu (2002) [LLC] and Im-Pesaran-Shin (2003) 

[IPS] are used to explore the panel time series properties of the variables. Panel 

unit root tests, although similar, are not identical to unit root tests carried out on a 

single series. In testing panel unit roots, the basic ADF specification is:  

ititjti

p

j

ijtiit Xyyy
i

,

1

1,
        (1) 

The LLC test allows the intercepts, the time trends, the residual variances and the 

order of autocorrelation to vary freely across the cross section units. But it 

requires independently generated time series with a common sample size and all 

individual AR(1) series have a common autocorrelation coefficient. The lag order 

pi is permitted to vary across individual states. The appropriate lag order is chosen 

by allowing the maximum lag order and then by using the t-statistics for ηij. The 
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estimate of the autocorrelation coefficient, ρ, is not obtained directly from the 

estimation of equation (1). By using proxies for Δyit and yit that are standardised 

and free of autocorrelations and deterministic components, the autocorrelation 

coefficient can be estimated in the following way: 

At the first stage, the regression equation of Δyit on Δyi,t-j and Xit is to be 

estimated. Similarly, the regression equation of yi,t-1 on the same regressors is also 

estimated. Let the regression coefficients in these two equations are denoted by 

ˆ,ˆ  and ,  respectively. Now define, 

ˆˆ
1

, it

p

j

jtiijitit Xyyy
i

                 (2), and 

itjti

p

j

ijtiti Xyyy
i

,

1

1,1,

             (3) 

The proxies for Δyit and yi,t-1 are obtained as  

i

it
it

s

y
y~  and 

i

ti

ti
s

y
y

1,

1,
~  

Where, si are the estimated standard errors in estimating equation (1). An estimate 

of the coefficient ρ may be obtained by estimating the following proxy equation: 

ittiit yy 1,
~~                                      (4) 

Under the null hypothesis yit is supposed to have a unit root, while under the 

alternative it is trend stationary: 

H0: ρ = 0 and H1: ρ < 0 

Under H0, the modified t statistic for ˆ  is asymptotically normally distributed:  

1,0~
ˆˆ

~
~

*

*2

N
seSTNt

t
N  

Where tρ is the standard t-statistic for 0ˆ ,  

1
~

N

p

TT i

i

, 

SN is defined as the mean of the ratios of the long-run standard deviation to the 

innovation standard deviation for each cross section unit and estimated by using 

kernel-based techniques, 2ˆ  is the estimated variance of the error term ω. The 

terms μ
*
 and σ

*
 represent adjustment factors for the mean and standard deviation 

respectively, are computed by Monte Carlo simulation. The major weakness of 

the LLC test is its implicit assumption that all individual AR(1) series have a 

common autocorrelation coefficient. Consequently, under H0, each series has a 

unit root while under H1, each of them is stationary.   

In IPS test, on the other hand, autocorrelation coefficient ρ is considered to be 

different for each cross section unit even in the case of a heterogeneous panel. In 
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this model, the null hypothesis is: iH i ,0:0
  

Against the alternative hypothesis: 

NNNi

Ni
H

i

i

...2,1,0

.............3,2,1,0
:

11

1

1

 

Separate unit root tests are performed on the N time series of the same length, T, 

by allowing each series to have its own short-run dynamics. After estimating the 

separate ADF regressions, the average of the t-statistics for i
ˆ , t , is adjusted to 

arrive at the desired test statistics:  

N

t

t

N

i
i

1  

       Generalised Method of Moment (GMM) 

The more frequently used estimator in the literature for dynamic panel models 

with fixed effects is the estimator of generalised method of moments (GMM) by 

Arellano and Bond (1991). In this approach first we eliminate the fixed effects 

using first differences instead of the variables at actual level, and then the 

estimation of an instrumental variable of the differenced equation is performed. 

As the instruments for the lagged differences of endogenous variables or other 

variables those are correlated with the differenced error terms - all lagged levels 

of the variable in question are used, starting with lag two and potentially going 

back to the beginning of the sample. The overall validity of instruments can be 

checked by Sargan test of over-identifying restrictions. 

The model of simple dynamic panel data, with one period lag usually can be 

expressed as:  

itittitiit xyy 1,                  (5) 

αi represents fixed effect, θt is time dummy, xit is a (k-1)×1 vector of exogenous 

regressors and it ~ N (0, σ
2
) is a random disturbance.  

The Hausman specification test compares fixed and random effect models under 

the null hypothesis that individual effects are uncorrelated with any regressor in 

the model (Hausman, 1978). The Hausman test uses that the covariance of an 

efficient estimator with its difference from an inefficient estimator is zero 

(Greene, 2008). If the null hypothesis of no correlation is not violated, LSDV and 

GLS are consistent, but LSDV is inefficient; otherwise, LSDV is consistent but 

GLS is inconsistent and biased (Greene, 2008). In this study, the Hausman test 

suggests that fixed effect model is more appropriate. 

The presence of lagged dependent variable in equation (5) makes the dynamics 

nature of growth regression. This dynamics fixed panel growth model can 

account for the differences in the individual effects and explain a part in the 

differences in the initial levels of technology across the states. In order to 
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eliminate the unobservable state-specific effects, we difference equation (5) and 

then it becomes: 

itittitit xyy 1,
          (6) 

The lagged difference of the logarithm of the dependent variable is correlated 

with the difference of error term. To remove this kind of endogeneity in equation 

(6), instrumental-variables are to be used. The differenced components of 

endogenous explanatory variables should also be treated cautiously. We have also 

to use lagged values of the original regressors with at least two lagged periods as 

their instruments satisfying the following moment conditions: 

01,, tiitstiyE ,   for 2s , t = 3,4……..T 

01,, tiitstixE ,   for 2s , t = 3,4……..T 

x is the exogenous explanatory variable. 

The basic GMM panel estimators, yzxz
1

, are based on moments of the 

form: 
N

i

N

i

iii zgg
1 1

                                  (7) 

Where zi is a Ti×p matrix of instruments for cross-section, i, and  

,itii xfy                                     (8) 

GMM estimation minimizes the quadratic form: 

N

i

ii

N

i

ii zHzS
11

                (9) 

with respect to δ for a suitable chosen weighting matrix H. Thus the basics of 

GMM estimation involve specifying the instruments Z, choosing the weighting 

matrix H, and determining an estimator. 

5. Empirical Findings 

Our panel data consists of sector wise monthly data for production in Indian 

industries for the period 2009 to 2015. The sector level productivity has been 

measured by the index of industrial production for individual sector. In order to 

perform dynamic panel estimation of the impact of FDI inflow on industrial 

productivity, we have to verify the order of integration of all variables used in the 

analysis. We have carried out panel unit root tests by the methodology developed 

by Levin Lin and Chu (2002) and Im-Pesaran-Shin (2003). Test statistics of panel 

unit root are calculated for all underlying panels for all major industrial sectors in 

India. The lag lengths have been selected by following minimum AIC rule to 

estimate the test statistics. We have incorporated individual effects and individual 

linear trends as exogenous variables in the estimated equations. The test statistics 
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are shown in Table 4. We have failed to reject the null hypothesis that the series 

contains unit roots both in terms of LLC and IPS tests. However, the first 

differences are stationary as reported by both LLC and IPS tests.    

Table 4: Estimated Statistics of Unit Root Tests 

Series 
LLC  IPS 

Level 1st Difference Level 1st Difference 

FDI -1.50 -11.37* -2.18 -16.53* 

PRODUCTION 0.80 -8.70* -1.92 -12.76* 

* Significant as probability of acceptance of null hypothesis of unit root is 0 

 Source: Authors’ own estimation by using data from DIPP and CSO 

We have used the first difference GMM developed in Arellano and Bond (1991) 

to control the unobserved heterogeneity involved in the estimated relationship. 

The value of the index of industrial production is used as the dependent variable 

and FDI as independent variable in dynamic equation. The presence of lagged 

dependent variable in the estimated equation captures the dynamics of industrial 

productivity in terms of index. This dynamics can account for the differences in 

the capability of investments in different industrial sectors. The Table 5 shows the 

estimated coefficients of the relationship between industrial production and 

inflow of FDI in India in a dynamic panel frame. Land based activities are 

dominating in the countryside. We have incorporated some relevant variables as 

instrument to capture their effects on the relationship between sector wise 

industrial production and FDI inflow.  

The lower portion of Table 5 displays additional information about the 

specification of the model. Since the reported J-statistic is simply the Sargan 

statistic (value of the GMM objective function at estimated parameters), and the 

instrument rank is greater than the number of estimated coefficients, we may use 

it to construct the Sargan test of over identifying restrictions. It must be noted that 

the J-statistic reported by a panel data model is different from that reported by an 

ordinary regression equation by a factor equal to the number of observations.  

Table 5: GMM Estimation of the Relationship between Industrial Production  

and FDI Inflow 

Dependent Variable: PRODUCTION (1, it) 

Method: Panel Generalized Method of Moments 

Total Panel (Balanced) Observations: 236 

Variable 
Coefficien

t 
t-Statistics 

Probabilit

y 

PRODUCTION (1, it-1) 0.39 71.235 0.00000 

FDI (it) 0.09  3.932 0.00001  

J-Statistics 10.23  Instrument Rank  13 

 Source: Authors’ own estimation by using data from DIPP and CSO  

 The effect of FDI inflow on industrial productivity is significantly positive. Thus 

the inflow of foreign capital enhances industrial growth in India by the process of 
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integration of the domestic economy into the global economy with foreign capital 

and modern technology. We know if liberalization is reflected by the significant 

inflow of FDI, technological know-how and skilled management, openness is 

supposed to be growth enhancing through the improvement of industrial 

productivity in a competitive manner. However in India, foreign capital in the 

form of FDI flow has stimulated mainly the output of manufacturing industries 

with slow progress in other industrial sectors as well as in industry as general with 

in imports in merchandise trade due to inflows of foreign financial capital, and 

higher proportional increase.  

The empirical findings in this study partially support the predictions put forward 

by the different theoretical models of FDI with technology spilloer and level of 

production of an economy. The liberalization the Indian economy by allowing 

FDI in industrial sectors enjoying comparative advantage in labor intensive 

products in the world market has not been beneficial to labor engaged in the 

production of such goods but makes the demand for labor more elastic leading to 

employment enhancing and wage shocking arise from shocks to productivity or to 

output demand. 

6. Concluding Remarks  

The paper investigates empirically how the inflow of foreign capital in the form 

of FDI affects industrial growth in India during 2009 to 2015 by applying 

dynamic panel model with monthly data. The period of study is important in the 

sense that the period belong to the post recession era in the first decade of twenty 

first century, when developing countries including India attracted significantly 

higher FDI inflow as compared to the developed world. The broad area of the 

study is relating to the theories explaining inflow of foreign capital and its impact 

on different sector specific output in the era of globalization. FDI inflow, as 

introduced remarkably in India, has significant impact on enhancement of 

industrial output with special reference to some specific sector. The causal 

relationship comes through the changes in the structure of technology of 

production called as technology spillover, wages and modern managerial 

techniques. The inflow of FDI improved industrial growth by entering into the 

more productive sectors in India. Thus, it can be imperative for the government of 

India to make a policy for attracting FDI in such a way that it could enhance more 

and more economic growth through the improvement of secondary activities.  

The importance and desirability of inflow of foreign capital in the context of a 

developing economy has triggered much debate among trade and development 

economists. The optimism regarding foreign capital inflow tends to vary among 

different authors. Until the early 1980s entry of foreign capital was highly 

discouraged in the developing countries since foreign capital was thought to be 

welfare deteriorating. However, the cynical view has undergone a diametrical 

change during the liberalized economic regime and many economists have 
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successfully shown that foreign capital might be welfare improving in several 

cases. A typical developing country is characterized by capital scarcity and 

therefore adopts measures to allow inflow of foreign capital in abundance in order 

to facilitate economic growth. It should be mentioned here that the developing 

countries are able to attract an extensive amount of foreign capital inflow during 

the last three decades by adopting liberalized investment and trade policies. 

In India a liberal and competitive investment climate have created the basis for 

FDI to enter and raise the potential for productivity growth in the economy. But, 

improvement occurs if and only if the local actors are capable to respond for new 

incentives. Different key policy measures should be there to improve the 

education and infrastructure so as to raise the internal absorptive capacity of the 

fruits of FDI inflows. For inflow of FDI to be a notable provider to economic 

growth, India would do better by focusing on improving infrastructure, human 

resources, enriching local entrepreneurship, making a stable macroeconomic 

system in favour of productive investments to augment the process of 

development. 
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