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Abstract 

Foreign Direct Investment (FDI) has played a crucial role in India's economic growth, 

enhancing industrial productivity, technological advancement, and employment generation. 

This paper examines the state-wise  and sector wise FDI inflow in India between 2000 and 

2010, analyzing trends and identifying key determinants of FDI distribution across states. The 

study uses secondary data sources. The findings indicate that Maharashtra, Delhi NCR, 

Karnataka, and Tamil Nadu attracted the highest FDI inflows due to their superior 

infrastructure, industrial clusters, and business-friendly policies. The study also highlights 

disparities in FDI distribution, identifying key factors limiting investment in less-developed 

states. The study highlights India's strong positioning in the services and IT sectors, which have 

consistently attracted the highest foreign investments. Finally, policy recommendations are 

provided to foster balanced regional investment and diversified investments across multiple 

sectors to ensure balanced economic development.  

Introduction 

Foreign Direct Investment (FDI) is a significant driver of economic growth in emerging 

markets. Developing nations like India view foreign direct investment (FDI) as the safest form 

of external funding since it not only augments local savings and foreign reserves but also fosters 

growth through enhanced capacity for innovation, technology, and domestic competition.India, 

as one of the world's fastest-growing economies, has attracted substantial FDI inflows due to 

its pool of technical skills, its base of an English – speaking populace with an increasing 

disposable income, expansive consumer market, favorable policy environment, and economic 

liberalization. Over the years, India has implemented various reforms to ease business 

regulations, encourage foreign investments, and enhance industrial competitiveness. However, 

despite these policy initiatives, the distribution of FDI across Indian states as well as across 

sectors has remained highly uneven, with a few states  and sectors receiving the bulk of 

investment while others lag behind. 

Maharashtra, Delhi NCR, Karnataka, and Tamil Nadu have consistently been among the top 

recipients of FDI, benefiting from well-established infrastructure, robust industrial bases, and 

business-friendly policies. In contrast, several states with weaker infrastructure, bureaucratic 

hurdles, and a lack of skilled workforce have struggled to attract significant foreign 

investments. Understanding the factors influencing FDI inflows at a regional level is crucial for 

devising targeted strategies to promote balanced economic development across the country. 

This study aims to analyze the trends, patterns, and determinants of FDI inflows across different 

Indian states and sectors from 1999 to 2010 and provide recommendations for fostering 

equitable investment distribution. 

Literature Review 

Several studies have explored the impact of FDI on India's economic development. Agarwal 

(2001) emphasized the role of liberalization in increasing FDI inflows. Dhingra (2005) found 

that infrastructure, governance, and market size significantly influence FDI distribution across 

states. Sharma and Sehgal (2008) examined sector-wise FDI inflows and identified information 

technology and manufacturing as key attractors. Bhattacharya and Patnaik (2007) explored the 
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correlation between FDI and state-level economic policies, concluding that policy consistency 

and transparency significantly impact investment decisions. Further, Rajan (2010) analyzed the 

impact of FDI on employment generation across states, highlighting disparities in labor market 

development. However, limited research provides a comprehensive state-wise and sector wise 

analysis of FDI inflows, which this study aims to address. 

Objectives of the Study 

1. To analyze the trends of FDI inflows in India from 2000 to 2010. 

2. To study the state-wise distribution of FDI in India during this period. 

3. To identify key factors influencing FDI inflows in different states. 

4. To study the sector -wise distribution of FDI in India during this period. 

5. To identify key factors influencing FDI inflows in different sectors. 

6. To provide policy recommendations to promote balanced regional and sectoral  FDI 

distribution. 

Research Methodology 

The study is based on secondary data collected from: Department for Promotion of Industry 

and Internal Trade (DPIIT) ; Reserve Bank of India (RBI) reports ;Ministry of Commerce and 

Industry;World Bank and IMF reports; and Newspaper articles. 

Data Analysis and Interpretation 

Trends in FDI Inflows (2000 - 2010) 

The total FDI inflows in India increased from $3.58 billion in 2000 to $27.4 billion in 2010. 

The share of India in total world FDI increased from 0.23% in 2000 to 1.51% in 2010. The 

growth was particularly high after 2004 due to policy reforms. 

India's share in World FDI 

Year 

India US $  

(in Million) 

World US $  

(in Million) % Share 

2000 3.58 1570 0.23 

2001 5.13 923.65 0.56 

2002 5.21 741.21 0.70 

2003 3.68 718.83 0.51 

2004 5.43 1020 0.53 

2005 7.27 1570 0.46 

2006 20.03 2160 0.93 

2007 25.23 3200 0.79 

2008 43.41 2440 1.78 

2009 35.58 1470 2.42 

2010 27.4 1820 1.51 

 Source: World Bank Open Data 

An analysis of the last ten years of trends in FDI inflows  shows that there has been a steady 

flow of FDI in the country up to 2004 but there is an exponential rise in the FDI inflows from 

2005 onwards.However, the main causes of the low FDI inflows are India's inadequate and 

inferior infrastructure, which lowers investor confidence and enthusiasm for foreign direct 

investment and the economic growth of the country.Furthermore, the Indian economy may 

continue to be troubled in the years to come by issues such as a lack of electricity, badly 

maintained and inadequate roads, an overworked train system, and extremely crowded and 

congested  urban areas. 
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India needs vast amount of financial resources to transform from a planned economy to an open 

market, to tackle imbalance in BOP, to accelerate the rate of economic growth and to have a 

sustained economic growth. 

   

State-wise FDI Inflows 

The distribution of FDI inflows across states are heavily concentrated around two States - 

Maharashtra and Delhi NCR . Karnatka and Tamilnadu  are the other States receiving 

significant amount of FDI inflows. These four states account for about 84% of total FDI inflows 

in India.  

FDI Inflows (1999-2010) 

State Maharashtr

a 

Delhi 

NCR 

Karnatk

a 

Tamilnad

u 

Gujra

t 

Anshra 

Pradesh 

Other 

States 

US $ (in 

Billions

) 

54.67 38.95 20.45 14.32 7.98 6.54 10.45 

Share 

% 

35.6% 25.4% 13.3% 9.3% 5.2% 4.2% 7.0% 

Source: Department for Promotion of Industry and Internal Trade (DPIIT), Reserve Bank of 

India (RBI) 

The analysis shows that Maharashtra, Delhi NCR, Karnataka, and Tamil Nadu together 

accounted for over 83% of total FDI inflows, while other states lagged behind. 

Reasons for Disparities in FDI Inflows in different states 

1. Infrastructure: States with better infrastructure, including roads, ports, and digital 

connectivity, attracted higher FDI. Maharashtra and Tamil Nadu have world-class ports 

(Mumbai, Chennai), while Delhi NCR and Karnataka boast superior urban 

infrastructure and IT parks, making them preferred investment destinations. 

2. Industrial Clusters: The presence of well-established industrial hubs played a crucial 

role in FDI attraction. Bangalore (Karnataka) and Hyderabad (Telangana) emerged as 

major IT hubs, drawing investments from tech giants like Microsoft, Google, and 

Infosys. Maharashtra and Gujarat have significant automobile and manufacturing 

zones, creating strong supply chain ecosystems that encourage foreign investment. 

3. Government Policies: Investor-friendly policies, such as single-window clearance, tax 

incentives, and relaxed land acquisition norms, contributed significantly to FDI 

inflows. Maharashtra and Karnataka introduced Special Economic Zones (SEZs), 

while Tamil Nadu provided sector-specific subsidies, further boosting FDI. 

4. Market Size and Urbanization: States with large urban populations and higher per 

capita income attracted more investments. Delhi NCR, Mumbai (Maharashtra), and 

Bangalore (Karnataka) serve as financial, commercial, and IT capitals of India, offering 

multinational corporations a large consumer base and skilled workforce. 

5. Connectivity and Logistics: Maharashtra, Tamil Nadu, and Gujarat benefit from well-

developed transport and logistics networks, including major international airports and 

deep-sea ports, facilitating trade and investment inflows. 

6. Availability of Skilled Workforce: Karnataka, Maharashtra, and Tamil Nadu have 

strong education systems with premier institutions like IITs, IIMs, and technical 
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universities, ensuring a steady supply of skilled professionals. This makes them 

attractive for FDI, particularly in IT, pharmaceuticals, and manufacturing sectors. 

Sector-wise FDI Inflows 

Between April 2000 and October 2010, India attracted significant Foreign Direct 

Investment (FDI) across various sectors. The top sectors receiving FDI during this 

period were: 

 

FDI Inflows  Sector Wise (2000-2010) 

Sector FDI Inflows (US$ Million) Percentage of Total FDI 

Services Sector 25,763.7 21% 

Computer Software & Hardware 10,425.5 8.5% 

Housing & Real Estate 9,992.7 8.14% 

Construction Activities 9,072.49 7.39% 

Power 8,771.02 7.15% 

Other Sectors 58,661.5 47.81% 

Source: Department of Industrial Policy & Promotion (DIPP), Ministry of Commerce and 

Industry, Government of India.  

From the data, it is obvious that the Services Sector attracted the highest share of FDI inflows 

(21%), followed by Computer Software & Hardware (8.5%), Housing & Real Estate (8.14%), 

Construction Activities (7.39%), and Power (7.15%). The remaining 47.81% was distributed 

among other sectors.  

The Services Sector, encompassing finance, banking, insurance, non-financial/ business 

services, outsourcing, R&D, courier services, and technical testing and analysis is among the 

main drivers of sustained economic growth and development by contributing 55% to GDP. It  

emerged as the leading recipient of FDI. The high FDI in services indicates strong investor 

confidence in financial services, banking, insurance, and telecommunications. The dominance 

of the service sector reflects India’s competitive advantage in outsourcing and business 

services. Computer Software & Hardware sector(8.5%)  saw substantial investment, reflecting 

India’s reputation as a global IT hub. This aligns with the country’s focus on digitalization and 

tech-driven economic growth. Housing & Real Estate and Construction, together, received  

about 15.5% of total FDI, highlighting strong investor interest in India’s growing urbanization 

and infrastructure needs. However, policy uncertainties, land acquisition issues, and regulatory 

bottlenecks might have limited even higher investments. Power Sector’s share has been 

moderate . While power is crucial for economic growth, its 7.15% share suggests barriers like 

regulatory constraints, financial risks, and delays in project approvals. Other Sectors' l l large  

share (47.81%) implies a diversified investment spread across manufacturing, retail, 

pharmaceuticals, telecom, and other industries. 

Policy Recommendations 

FDI plays a crucial role in enhancing the economic growth and development of the country. 

Moreover, FDI as a strategic component of investment is needed by India y for creation of jobs, 

expansion of existing manufacturing industries and development of the new one.Besides, it is 
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also needed in the healthcare, education, research & development, infrastructure, retailing and 

in longterm financial projects. 

1. Infrastructure Development: Government should invest in transport, logistics, and 

digital infrastructure in lagging states to improve connectivity and attract investments. 

Improvement of infrastructure is important for attracting FDI. 

2. Incentives for Investors: The policy makers should  focus more on provding incentives 

to investors by offering tax breaks, streamlined regulatory processes, and special 

economic zones in less-developed states to balance FDI distribution. 

3. Skill Development Programs: Government should also focus on enhancing vocational 

training and technical education to create a skilled workforce which will attract  the  

foreign investors. 

4. Decentralization of Industrial Hubs: Government should also encourage 

industrialization in underdeveloped states by providing financial support and land 

reforms. 

5. Enhanced Ease of Doing Business:  Government should take steps to reduce 

bureaucratic hurdles, ensuring policy consistency, and promoting single-window 

clearance systems to enhance ease of doing business and to maintain India’s 

competitive edge in financial, IT, and outsourcing services.Fast-track approvals and 

low-cost financing options for real estate projects are needed to attract foreign investors 

and to reduce capital constraints. 

6. Public-Private Partnerships (PPP): Efforts should be made to encourage collaboration 

between governments and private players for infrastructure projects and industrial 

clusters. 

7. Equitable distribution of FDI inflows among States: The Central Government must 

give more freedom to states, so that they can attract FDI inflows at their own level. The 

government should also provide additional incentives to foreign investors to invest in 

states where the level of FDI inflows is quite low. 

8. Optimum Utilisation of Funds: The Government should ensure optimum utilisation of 

funds and timely implementation of projects. 

Conclusion 

The study highlights the significant regional and sectoral disparities in FDI inflows across India. 

While Maharashtra, Delhi NCR, Karnataka, and Tamil Nadu emerged as the top recipients, 

other states struggled due to poor infrastructure, bureaucratic inefficiencies, and a lack of skilled 

workforce. Addressing these disparities requires a multi-pronged strategy that focuses on 

improving infrastructure, streamlining bureaucratic processes, and fostering a conducive 

business environment. 

Additionally,  the high FDI inflow in service sector reflects the country’s global leadership in 

outsourcing, financial services, and technology-driven industries. However, sectors such as 

housing, real estate, construction, and power, which are critical for long-term economic 

development, received comparatively lower FDI, indicating potential bottlenecks in policy 

frameworks, regulatory approvals, and investment incentives. 

For India to sustain and enhance its FDI attractiveness, it is essential to implement targeted 

policy reforms. Governments at both central and state levels should enhance investment-

friendly policies, develop industrial clusters in underdeveloped states, and promote skill 

development initiatives to create an attractive business ecosystem. Encouraging private-public 

partnerships and infrastructure investment in lagging states can also help bridge the FDI gap 
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and drive sustainable economic growth, employment generation, and technological 

advancement as well as  ensure more equitable economic growth across India in the years to 

come. Balanced regional development is crucial for sustained economic growth, and strategic 

policy measures should aim to distribute FDI more evenly across states, ultimately fostering 

inclusive prosperity in the country. 
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