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ABSTRACT

One significant feature of liberalisation for India has been a greater openness to foreign direct
investment(FDI)asameansofacquiringtechnologies,skillsandaccesstointernationalmarkets,
andofenteringdynamictradeandproduction.Thestudyanalysestheempiricalrelationshipbetween
inwardFDI,economicgrowthandexportsofIndiafrom1970-71to2013-2014.Theobjectiveofthis
articleistoinvestigatetherelationshipbetweenFDI,economicgrowthandexportsempirically.The
errorcorrectioncoefficientvalueindicatesa15.02%movementbacktowardsequilibriumfollowing
ashocktothemodel,onetimeperiodlater.OLSindicatesignificantlong-termcausalityrelationship
amongthevariableswithhighR2valuetothetuneof0.758660.TheWaldTestestablishesshort-
runcausalityfromeconomicgrowthtoinwardFDI,andfromexportstoinwardFDI.Aone-way
causalityrelationshipisrunningfromexportstoinwardFDI.EconomicgrowthcausesinwardFDI,
but,inwardFDIisnotcausingeconomicgrowth.ExportscauseinwardFDI,andinwardFDIdoes
notcauseexports.

KEywoRDS
Causality, Cointegration, Economic Growth, Error Correction, Exports, Foreign Direct Investment, Ordinary 
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INTRoDUCTIoN

Foreign Direct Investment (FDI) occupies a special place in establishing a connection between
economicdevelopmentandglobalisation.FDIbringsscarcecapitaland technology fromrich to
developingcountries.Companiesinrichcountriescanearnhighreturnswhileacceleratinggrowth
indevelopingcountries.Thepasttwotothreedecadeshaveseenasignificantpolicyshiftinthe
developingworld,frominward-lookingimportsubstitutiontooutward-looking,market-determined
strategies.Thereasonsforthisshiftarecomplex,butmainlytodowiththeinefficienciesofimport
substitution,thegrowthofglobalizedproductionandthesuccessoftheexport-orientedAsiannewly
industrialisedeconomies.

Remarkablefeaturesofglobalisationinthe1990sforIndiawastheflowofprivatecapitalinthe
formofFDI,whichisanimportantsourceofdevelopmentfinancethatcontributestoproductivity
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gainsbyprovidingnewinvestments,bettertechnology,managementexpertise,andexportmarkets
tooureconomy.GiventheresourceconstraintsandlackofinvestmentindevelopingIndia,market
forcesandtheprivatesectorareincreasinglyrelyingonFDIastheengineforeconomicgrowth.One
keyfeatureofliberalisationforIndiahasbeenagreateropennesstoFDIasameansofacquiring
technologies,skillsandaccesstointernationalmarkets,andofenteringdynamictradeandproduction
systemsinternaltomultinationalenterprises(MNE).

Inthecontextofthenewtheoryofeconomicgrowth,FDIisconsideredasanengineofgrowth
ofmainstreameconomies.TheexactrelationshipbetweenforeignMNCsandtheirhostcountries
variesconsiderablybetweencountries.AnempiricalassessmentoftheroleofFDIinahostcountry’s
exportperformanceis importantsinceexportshavebeenforalongtimeviewedasanengineof
economicgrowth.ThereisawidelysharedviewthatFDIpromotesexportsofhostcountriesby
(a)augmentingdomesticcapitalforexports,(b)helpingtransferoftechnologyandnewproducts
forexports,(c)facilitatingaccesstonewandlargeforeignmarkets,and(d)providingtrainingfor
thelocalworkforceandupgradingtechnicalandmanagementskills.Ontheotherhand,however,
itisalsosuggestedthatFDImay(a)lowerorreplacedomesticsavingsandinvestment;(b)transfer
technologiesthatarelowlevelorinappropriateforthehostcountry’sfactorproportions;(c)target
primarilythehostcountry’sdomesticmarketandthusnotincreaseexports;(d)inhibittheexpansion
ofindigenousfirmsthatmightbecomeexporters;and(e)nothelpdevelopingthehostcountry’s
dynamiccomparativeadvantagesbyfocusingsolelyonlocalcheaplaborandrawmaterials.Rich
theoreticalinsightsaccompaniedwithempiricalanalysesoftheissueareneededaswellforabetter
understandingoftheFDI-exportlink.

LiteraturestudiesindicatesthatthereisnoconsistencyinestablishingthatinwardFDIiscreating
economicgrowththroughanincreaseingrossdomesticproductorthroughanincreaseinexports,
whichnecessitatesathoroughexaminationwithrecentsetofdata.Thisresearchattemptstostudythe
macroleveldimensionofinwardFDItoIndiafrom1970-1971to2013-2014.Reasonforchoosingthis
periodis-inwardFDIwasallowedinIndiafrom1970onwards.Majorpolicylevelchangesoninward
FDIwasundertakenbytheCentralgovernmentwhichtookofficeon26thMay2014.Amendments
wereintroducedintheexistingpolicystructurewhichcaneffectachangeintheexistinginward
investmentscenario.Authorundertookthisresearchfrommidof2015andcompletedin2017.

ThestudyanalyzesthetheoreticalandempiricalrelationshipbetweeninwardFDI,economic
growthandexportsofIndia,takingthetimeseriesapproach.Purposeofthisresearchistostudy
andempiricallyinvestigaterelationshipbetweeninwardFDI,economicgrowthandexports.Data
forinwardFDIistakenfromUNCTADstatistics,economicgrowthisproxiedbyGrossDomestic
Product(GDP),anddataforGDPistakenfromReserveBankofIndiastatisticsofmacroeconomic
aggregates.GDPatfactorcostconstantpriceistakenandexpressedinrupeesinbillions,withthebase
year2004-05.InwardFDIdataistakenfromUNCTADdatabase,anditisexpressedinUSdollarin
millionsatcurrentpricesandcurrentexchangerates.ExportsdataistakenfromtheReservebankof
Indiastatisticsontradeandbalanceofpaymentandisexpressedinrupeesinbillion.Authorretained
thestatisticsasmentionedbyauthenticsources,asthemethodologyofconversionofcurrenciescan
createmanydataconversionissues.

LINK BETwEEN INwARD FDI, ECoNoMIC GRowTH 
AND EXPoRTS-REVIEw oF LITERATURE

ThediverseandsignificantroleFDIplaysinenhancinggrowthandexportshaskindledtheinterest
ofmanyresearchers.ThepioneeringconceptualinsightofHymer(1960)triedtoanswerthequestion,
whyisthereFDI?TheuniquefeatureofFDIisthemechanismwithwhichMNEmaintainscontrol
overproductiveactivitiesoutsideitsnationalboundaries(Dunning&Rugman,1985).Saltz(1992)
examinedtheeffectofFDIoneconomicgrowthforthirdworldcountries,hisempiricalresultsrevealed
negativecorrelationbetween levelofFDIandgrowthduring theperiod1970-1980.Barrell and
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