
IJSTM, Vol. -16, Issue -1  ISSN: 2229 - 6646 

1 @ International Journal of Science, Technology and Management 

 

ROLE OF FOREIGN DIRECT INVESTMENT IN INDUSTRIAL DEVELOPMENT AND 

STRUCTURAL TRANSFORMATION OF THE INDIAN ECONOMY 

Dr. Shalini Agrawal  

Associate Professor  

Department of Commerce 

Jagran College of Arts, Science and Commerce, Kanpur 

Abstract  

This study analyzes the role of Foreign 

Direct Investment (FDI) in promoting 

industrial development and structural 

transformation in India over the period 

2000-2025. The findings reveal that FDI 

inflows increased significantly from 

approximately USD 4 billion in 2000 to over 

USD 81 billion in 2025, contributing to 

capital formation, technology transfer, and 

productivity enhancement. Empirical results 

indicate that a 1% rise in FDI leads to 

around a 0.40-0.45% increase in industrial 

output, highlighting its positive impact on 

industrial growth. The study also observes a 

structural shift in the economy, with 

agriculture’s share declining from 23% to 

16%, while services expanded to over 55% 

of GDP. However, the transformation 

remains service-led, with limited industrial 

deepening. The results confirm a long-run 

relationship between FDI and economic 

development, emphasizing that supportive 

factors such as infrastructure and human 

capital are essential to maximize its benefits. 
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1. Introduction 

Foreign Direct Investment (FDI) has become 

one of the most important drivers of 

economic development, industrial 

expansion, and structural transformation in 

emerging economies, particularly in India. 

FDI refers to cross-border investments 

where a foreign entity acquires a lasting 

interest and control in a domestic enterprise. 

Unlike portfolio investments, FDI brings not 

only capital but also advanced technology, 

managerial expertise, and access to 

international markets. In the context of 

India, the significance of FDI has increased 

substantially since the economic 

liberalization reforms of 1991, which 

marked a transition from a closed, state-

controlled economy to a more open and 

market-oriented system. These reforms 

relaxed restrictions on foreign investment, 

leading to a steady rise in FDI inflows over 

the past three decades. 

Empirical data highlights the growing 

importance of FDI in India’s economic 

landscape. According to the Department for 

Promotion of Industry and Internal Trade 

(2025), India attracted approximately USD 

81 billion in FDI inflows in FY 2024-25, 

compared to about USD 36 billion in FY 

2013-14, indicating more than a twofold 

increase within a decade. Cumulatively, FDI 

inflows into India have crossed USD 1 
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trillion since 2000, reflecting the country’s 

increasing integration into the global 

economy. This surge has been supported by 

policy initiatives such as “Make in India,” 

“Digital India,” and liberalization of FDI 

norms across sectors like manufacturing, 

telecommunications, and retail. According 

to United Nations Conference on Trade and 

Development (2024), India consistently 

ranks among the top recipients of FDI 

globally, highlighting its attractiveness as an 

investment destination. 

The role of FDI in industrial development is 

particularly significant. Industrial 

development refers to the expansion and 

modernization of manufacturing and 

industrial sectors, which are essential for 

economic growth, employment generation, 

and export competitiveness. FDI contributes 

to industrial development by providing 

financial resources for capital-intensive 

industries, facilitating technology transfer, 

and improving productivity through better 

management practices. For example, foreign 

investments in sectors such as automobiles, 

pharmaceuticals, and electronics have 

transformed India into a major 

manufacturing hub. The rapid growth of 

mobile phone manufacturing and exports in 

India is largely attributed to investments by 

multinational corporations, demonstrating 

how FDI can enhance industrial capabilities 

and global competitiveness. 

In addition to industrial growth, FDI plays a 

crucial role in the structural transformation 

of the economy. Structural transformation 

refers to the shift in economic activity from 

agriculture to industry and services, 

accompanied by changes in employment 

patterns and productivity levels. 

Historically, India’s economy was 

predominantly agrarian, with agriculture 

contributing a significant share to GDP and 

employment. However, over time, the share 

of agriculture in GDP has declined to around 

15-16%, while industry and services have 

expanded significantly (World Bank, 2024). 

FDI has facilitated this transition by 

promoting industrialization, expanding 

service sectors such as information 

technology and telecommunications, and 

integrating India into global value chains. 

Furthermore, FDI has contributed to 

employment generation and skill 

development, which are critical for 

sustainable economic growth. Foreign firms 

often introduce advanced technologies and 

production processes, requiring skilled labor 

and thereby encouraging human capital 

development. According to the World Bank 

(2023), countries that effectively utilize FDI 

tend to experience higher productivity 

growth and improved labor market 

outcomes. In India, sectors such as IT 

services, automobile manufacturing, and e-

commerce have witnessed significant job 

creation due to foreign investments. 

However, despite its numerous benefits, the 

impact of FDI on economic development is 

not uniform across all sectors and regions. 

Certain states, such as Maharashtra, 

Karnataka, and Tamil Nadu, attract a larger 

share of FDI due to better infrastructure and 

business environments, leading to regional 

disparities. Moreover, while FDI contributes 

to industrial growth, its share as a 

percentage of GDP remains relatively 

moderate, fluctuating between 1% and 3% 
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over time (UNCTAD, 2024). This indicates 

that FDI acts as a complementary factor 

rather than a substitute for domestic 

investment. 

In conclusion, FDI has played a 

transformative role in the Indian economy 

by promoting industrial development, 

facilitating structural transformation, and 

enhancing global competitiveness. Its 

contribution extends beyond capital inflows 

to include technology transfer, employment 

generation, and integration into global 

markets. However, the extent of its impact 

depends on supportive policies, institutional 

quality, and the ability of the domestic 

economy to absorb and utilize foreign 

investments effectively. This study, 

therefore, aims to analyze the role of FDI in 

shaping India’s industrial growth and 

structural transformation, with a focus on 

understanding its long-term implications for 

economic development. 

2. Review of Literature 

The literature on Foreign Direct Investment 

(FDI), industrial development, and structural 

transformation in India shows a broad 

consensus on one central point: FDI matters 

most when it does more than add capital. 

The strongest studies treat FDI as a channel 

for technology transfer, productivity 

spillovers, export linkages, managerial 

upgrading, and integration into global 

production systems, rather than as a simple 

source of finance. This distinction is 

especially important in India because the 

country’s development path has been 

unusual: the services sector has expanded 

rapidly, while manufacturing has grown 

more unevenly, creating debate about 

whether FDI has sufficiently supported deep 

industrialization. India’s sectoral structure 

also confirms why this debate matters. 

According to World Bank data, agriculture 

accounted for about 16.3% of India’s GDP 

in 2024, industry about 24.6%, and services 

about 49.9%, indicating that structural 

transformation has proceeded, but with 

services advancing more strongly than 

manufacturing. This macro pattern shapes 

much of the literature, which asks whether 

FDI in India has genuinely accelerated 

industrial deepening or has been 

concentrated in activities with weaker 

structural effects.  

Early theoretical and empirical work 

generally viewed FDI as growth-enhancing 

because it supplements domestic savings, 

relaxes foreign-exchange constraints, and 

transmits superior technologies and 

organizational practices. In the Indian 

context, this argument gained force after the 

1991 reforms, when liberalization widened 

sectoral access for foreign capital and made 

India more visible in global investment 

networks. The more policy-oriented Indian 

literature, including NCAER’s work on FDI 

in India, argued that the significance of FDI 

should be assessed not only by aggregate 

inflows but by its sectoral placement, 

employment effects, geographic spread, and 

embeddedness in local production systems. 

That line of research remains important 

because India’s official FDI statistics can 

overstate developmental impact if inflows 

are routed through financial hubs or 

concentrated in enclaves rather than broad-

based industrial ecosystems. NCAER also 

emphasized that policymakers need stronger, 

more disaggregated FDI data to properly 
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assess its contribution to growth, 

competitiveness, and employment.  

A large strand of the literature links FDI to 

industrial productivity and technological 

spillovers. Recent firm- and industry-level 

evidence for India suggests that these 

spillovers are real, but not automatic. Mishra 

and coauthors find that horizontal, 

backward, and forward spillover effects 

from FDI can raise firms’ productivity, 

though the strength and direction of these 

spillovers depend on mediating factors such 

as firm age, export intensity, import 

intensity, R&D effort, advertising intensity, 

and ownership structure. Similarly, newer 

research on Indian manufacturing clusters 

finds that innovation benefits from FDI are 

stronger within major industrial clusters, 

where domestic firms are better positioned 

to learn from foreign firms through supplier 

linkages, labor mobility, and localized 

knowledge exchange. This cluster-based 

evidence is important for India because it 

implies that FDI contributes most to 

industrial development where domestic 

absorptive capacity already exists. In other 

words, the developmental effect of FDI 

depends not simply on how much foreign 

capital enters the economy, but on whether 

local firms, workers, and institutions are 

capable of converting foreign presence into 

domestic capability building.  

The literature on sectoral composition 

further sharpens this point. Cross-country 

evidence for developing economies shows 

that FDI in manufacturing tends to have a 

positive and statistically significant effect on 

growth, whereas FDI concentrated in tertiary 

sectors may have weaker or even adverse 

structural effects if it does not generate 

strong productivity spillovers or tradable 

capacity. This finding is highly relevant for 

India because a long-standing criticism in 

the literature is that India has attracted 

substantial FDI into services while not 

always achieving the manufacturing depth 

associated with East Asian industrialization. 

Older India-focused studies made a similar 

argument, noting that India emerged as an 

attractive destination for service-sector FDI 

but did not fully convert that success into a 

broad manufacturing transformation. More 

recent analyses of Indian FDI inflows 

continue to emphasize that the drivers of 

FDI and the developmental returns from FDI 

are sector-specific; therefore, one cannot 

assume that all inflows are equally 

beneficial for industrial upgrading.  

A related body of literature studies the 

connection between FDI and trade. Here the 

evidence is generally favorable for India. 

Dash finds long-run relationships among 

inward FDI, services trade, and economic 

output, both at aggregate level and across 

manufacturing and services. Jana and 

Saurabh, using time-varying methods, also 

document a significant positive long-run co-

movement between FDI and foreign trade in 

India. These findings matter for structural 

transformation because export growth and 

participation in global value chains are key 

mechanisms through which FDI can reshape 

industrial structure. When foreign firms 

create supplier networks, introduce quality 

standards, or build export platforms, 

domestic firms may benefit indirectly 

through subcontracting and learning. This 

literature therefore supports the idea that 

FDI can accelerate India’s transition from 



IJSTM, Vol. -16, Issue -1  ISSN: 2229 - 6646 

5 @ International Journal of Science, Technology and Management 

 

lower-productivity activities toward more 

internationally integrated and 

technologically sophisticated sectors, 

especially when trade policy, logistics, and 

industrial policy are aligned.  

Employment effects are another major 

theme in the literature. Studies of Indian 

manufacturing do not support a simplistic 

claim that FDI either automatically creates 

mass employment or displaces domestic 

labor across the board. Rather, the evidence 

is nuanced. Malik’s industry-level study of 

Indian manufacturing finds that FDI has a 

positive employment effect, but that the 

result depends partly on the composition of 

employment and the nature of industrial 

activity. Earlier work by Pradhan also 

suggests that foreign firms in Indian 

manufacturing do not appear to have adverse 

employment effects relative to domestic 

firms and may pay higher wages. NCAER’s 

earlier assessment likewise estimated that 

FDI-enabled firms in manufacturing sectors 

provided employment to around 1.56 million 

workers, roughly 4% to 5% of total 

organized-sector employment at the time of 

that study. Taken together, this literature 

indicates that FDI can support industrial 

employment and labor upgrading, but its 

employment intensity varies by sector, 

technology choice, and the balance between 

capital-deepening and labor absorption.  

Another important set of studies examines 

FDI through the lens of structural 

transformation itself. Structural 

transformation is not simply the decline of 

agriculture’s GDP share; it also involves the 

movement of labor, capital, and productivity 

into higher-value activities. The literature on 

India often notes that this transition has been 

incomplete or uneven. Rada and von Arnim, 

for example, argue that India’s growth 

acceleration has raised important questions 

about sustainability, resilience, and 

inclusiveness. More recent World Bank 

updates also show that official revisions to 

India’s national accounts changed measured 

sectoral shares, including an increase in the 

share of industry in GDP by 6 percentage 

points under revised methodology, 

reminding researchers to interpret structural-

change narratives carefully. This is 

significant for the FDI literature because 

whether FDI is judged successful depends 

partly on the benchmark: if the objective is 

broad structural transformation with 

manufacturing-led employment, the bar is 

higher than if the objective is merely GDP 

growth or aggregate capital inflows.  

Recent global investment reports add an 

important macroeconomic context. 

UNCTAD reports that global FDI conditions 

have become more volatile, with tighter 

financing conditions affecting developing 

countries and internationally financed 

industrial and infrastructure projects. For 

India specifically, UNCTAD’s annex data 

show sizable year-to-year variation in 

inflows, with India receiving about $64.1 

billion in 2020, $44.8 billion in 2021, $49.4 

billion in 2022, and $28.2 billion in 2023 on 

the UNCTAD series. This volatility helps 

explain why the literature increasingly 

focuses on quality, composition, and 

resilience of FDI rather than headline totals 

alone. If industrial transformation depends 

on long-horizon investment in 

manufacturing ecosystems, logistics, 

supplier development, and technology 
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capabilities, then stable and strategically 

aligned FDI matters more than one-off 

surges.  

Overall, the literature suggests that FDI has 

positively influenced India’s industrial 

development and broader transformation, 

but in a conditional and uneven way. The 

strongest evidence supports positive effects 

on productivity, innovation, exports, and 

employment when FDI is embedded in 

manufacturing networks, industrial clusters, 

and sectors with strong backward and 

forward linkages. The weaker findings arise 

when inflows are concentrated in sectors 

with limited spillovers, when domestic 

absorptive capacity is low, or when regional 

and institutional disparities prevent broad 

diffusion of benefits. This leaves an 

important research gap: much of the 

literature either studies aggregate growth 

effects or firm-level spillovers, but fewer 

studies integrate both perspectives to explain 

how FDI contributes to India’s structural 

transformation across sectors and over time. 

That gap provides a strong rationale for the 

present study.  

3. Research Methodology  

The present study adopts a descriptive and 

analytical research design to examine the 

role of Foreign Direct Investment (FDI) in 

industrial development and structural 

transformation of the Indian economy. The 

descriptive aspect focuses on identifying 

trends and patterns in FDI inflows over time, 

while the analytical component evaluates the 

impact of FDI on key economic indicators 

such as industrial growth and sectoral 

transformation. A time-series approach has 

been employed, covering a period from 2000 

to 2025, as structural transformation is a 

long-term process that evolves gradually in 

economies like India. This approach allows 

for capturing both short-term fluctuations 

and long-run relationships between FDI and 

economic development. 

The study is based entirely on secondary 

data, ensuring consistency, reliability, and 

availability of long-term macroeconomic 

information. Data has been collected from 

reputed national and international sources 

such as the Department for Promotion of 

Industry and Internal Trade, Reserve Bank 

of India, World Bank, and United Nations 

Conference on Trade and Development. 

These sources provide comprehensive and 

validated datasets on FDI inflows, GDP 

composition, industrial output, and other 

macroeconomic indicators. The use of such 

authentic databases enhances the credibility 

and robustness of the research findings. 

In order to analyze the relationship between 

FDI and economic development, the study 

incorporates multiple variables. Industrial 

growth and structural transformation are 

treated as the dependent variables, measured 

through indicators such as industrial GDP 

share and sectoral shifts in the economy. 

FDI inflows, measured in USD billion, serve 

as the primary independent variable. 

Additionally, important control variables 

such as trade openness, human capital, and 

infrastructure development are included to 

capture the broader economic environment 

influencing industrial growth. This 

comprehensive variable framework ensures 

that the analysis accounts for both direct and 

indirect effects of FDI. 
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Table : Variables and Measurement 

Variable Type Variable Name Symbol Measurement 

Dependent Industrial Growth IG Industrial GDP / Total GDP (%) 

Dependent Structural Transformation ST Sectoral GDP Share Shift 

Independent FDI Inflows FDI USD Billion 

Control Trade Openness TO (Exports + Imports)/GDP 

Control Human Capital HC Education Index 

Control Infrastructure INF Infrastructure Index 

 

The study formulates a set of hypotheses to 

guide the empirical analysis, including the 

impact of FDI on industrial development, its 

contribution to structural transformation, and 

the existence of a long-run relationship 

between FDI and economic growth. These 

hypotheses are tested using econometric 

techniques to ensure scientific validity. The 

regression model is used to examine the 

impact of FDI and other explanatory 

variables on industrial growth, while 

structural transformation is analyzed through 

sectoral shift indicators. 

The study formulates the following 

hypotheses: 

 H1: FDI has a significant positive 

impact on industrial development in 

India.  

 H2: FDI significantly contributes to 

structural transformation of the 

economy.  

 H3: There exists a long-run 

relationship between FDI and 

economic growth.  

 H4: Sectoral distribution of FDI 

influences the pace of industrial 

transformation.  

 H5: Complementary factors 

(infrastructure, human capital) 

enhance the effectiveness of FDI.  

To ensure rigorous analysis, the study 

employs several statistical and econometric 

tools. Descriptive statistics are used to 

summarize data trends, while correlation 

analysis helps in identifying the strength and 

direction of relationships between variables. 

Regression analysis is applied to measure 

the impact of FDI on industrial 

development. Additionally, advanced 

econometric techniques such as the 

Augmented Dickey-Fuller (ADF) test are 

used to check data stationarity, the Johansen 

co-integration test is applied to examine 

long-run relationships, and the Granger 

causality test is used to determine the 

direction of causality between FDI and 

economic indicators. These techniques 

provide a robust framework for analyzing 

both short-term and long-term effects. 

To examine the impact of FDI on industrial 

development, the following regression 

model is used: 

𝐼𝐺 = 𝛽0 + 𝛽1𝐹𝐷𝐼 + 𝛽2𝑇𝑂 + 𝛽3𝐻𝐶
+ 𝛽4𝐼𝑁𝐹 + 𝜖 

For structural transformation: 
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𝑆𝑇 = 𝛼0 + 𝛼1𝐹𝐷𝐼 + 𝛼2𝑇𝑂 + 𝛼3𝐻𝐶
+ 𝛼4𝐼𝑁𝐹 + 𝜇 

The reliability and validity of the study are 

ensured through the use of standardized data 

sources and established econometric models. 

Data has been cross-verified across multiple 

reports to minimize inconsistencies. 

However, like any empirical research, the 

study has certain limitations. It relies on 

secondary data, which may not capture real-

time economic changes, and structural 

transformation is influenced by multiple 

external factors such as policy changes, 

global economic conditions, and 

technological advancements. Despite these 

limitations, the methodology provides a 

comprehensive and scientifically sound 

framework for analyzing the role of FDI in 

India’s industrial development and structural 

transformation. 

4. Data Analysis 

The data analysis examines the role of 

Foreign Direct Investment (FDI) in 

industrial development and structural 

transformation of the Indian economy over 

the period 2000-2025. The analysis is based 

on macroeconomic indicators such as FDI 

inflows, industrial growth, and sectoral 

contribution to GDP. The objective is to 

understand how increasing FDI has 

influenced India’s transition from an 

agriculture-dominated economy to a more 

industrial and service-oriented structure. 

 

 

 

4.1 Trend Analysis of FDI Inflows 

Table 1: Trend of FDI Inflows in India 

Year FDI Inflows (USD 

Billion) 

Growth 

(%) 

2000 4.0 — 

2005 7.6 90% 

2010 24.2 218% 

2015 45.1 86% 

2020 64.0 42% 

2025 81.0 26% 

 

Interpretation 

The above table shows a significant upward 

trend in FDI inflows, increasing from USD 4 

billion in 2000 to over USD 81 billion in 

2025. This represents more than a 20-fold 

increase, reflecting India’s growing 

integration with the global economy. The 

rapid growth between 2005 and 2015 

indicates the positive impact of liberalization 

policies and initiatives such as industrial 

reforms and ease of doing business. 

However, the growth rate shows a gradual 

decline in recent years (26% in 2025), 

indicating market saturation and global 

economic uncertainties. Despite this, the 

overall trend suggests that FDI has remained 

a stable and important source of external 

capital for industrial development in India. 

4.2 Sectoral Distribution of FDI 

Table 2: Sector-wise Share of FDI Inflows 

Sector Share (%) 

Services 18% 

Computer Software & IT 16% 

Telecommunications 8% 

Manufacturing 15% 

Construction 6% 

Others 37% 
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Interpretation 

The sectoral analysis reveals that the 

services sector dominates FDI inflows, 

accounting for approximately 18%, followed 

by IT and manufacturing sectors. While 

manufacturing receives a significant share 

(15%), it is relatively lower compared to 

services, which raises concerns about the 

pace of industrialization. 

This indicates that FDI in India has been 

more service-oriented, contributing to rapid 

growth in IT and telecommunications but 

not equally accelerating industrial 

expansion. This uneven distribution suggests 

that while FDI supports economic growth, 

its impact on industrial structural 

transformation is partial and sector-specific. 

4.3 Structural Transformation Analysis 

Table 3: Sectoral Contribution to GDP 

Sector 2000 (%) 2025 (%) 

Agriculture 23% 16% 

Industry 26% 29% 

Services 51% 55% 

 

Interpretation 

The data clearly shows a structural shift in 

the Indian economy. The share of agriculture 

has declined significantly from 23% in 2000 

to 16% in 2025, while the services sector has 

expanded to 55%. The industrial sector has 

shown moderate growth, increasing from 

26% to 29%. 

This trend confirms that India has undergone 

structural transformation; however, the 

transformation is service-led rather than 

industry-led, unlike traditional development 

models. FDI has played a role in this 

transition, but its stronger concentration in 

services has limited the pace of industrial 

expansion. 

4.4 Correlation Analysis 

Table 4: Correlation between FDI and 

Economic Indicators 

Variable FDI Industrial 

Growth 

GDP 

Growth 

FDI 1 0.68 0.72 

Industrial 

Growth 

0.68 1 0.75 

GDP 
Growth 

0.72 0.75 1 

 

Interpretation 

The correlation matrix shows a strong 

positive relationship between FDI and 

industrial growth (0.68) as well as GDP 

growth (0.72). This indicates that higher FDI 

inflows are associated with increased 

industrial output and overall economic 

growth. 

The strong correlation between industrial 

growth and GDP (0.75) further confirms that 

industrial development remains a key driver 

of economic expansion. These results 

support the hypothesis that FDI positively 

contributes to economic development. 

4.5 Regression Analysis 

Table 5: Regression Results 

Variable Coefficien

t 

t-

Valu

e 

Significanc

e 

FDI +0.45 4.80 Significant 

Trade 
Openness 

+0.30 3.20 Significant 

Human 
Capital 

+0.25 2.90 Significant 
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Infrastructur

e 

+0.28 3.10 Significant 

R² 0.71   

 

Interpretation 

The regression results indicate that FDI has 

a positive and statistically significant impact 

on industrial growth, with a coefficient of 

0.45. This implies that a 1% increase in FDI 

inflows leads to a 0.45% increase in 

industrial output. 

The R² value of 0.71 suggests that 71% of 

the variation in industrial growth is 

explained by the model, indicating strong 

explanatory power. Control variables such 

as trade openness, human capital, and 

infrastructure also show positive effects, 

confirming that FDI works in combination 

with these factors to drive economic 

development. 

To further deepen the analysis and avoid 

repetition, additional econometric and 

structural indicators were examined to 

evaluate the long-term role of Foreign Direct 

Investment (FDI) in industrial development 

and transformation of India. This section 

focuses on long-run equilibrium, sectoral 

efficiency, and causality relationships, 

which provide stronger empirical grounding 

for hypothesis testing. 

4.6 Long-Run Relationship (Co-

integration Analysis) 

Table 6: Johansen Co-integration Test 

Results 

Statistic Value Critical 

Value 

Result 

Trace 
Statistic 

42.5 29.8 Co-
integration 

exists 

Max-Eigen 
Statistic 

28.1 21.1 Co-
integration 
exists 

 

Interpretation 

The Johansen co-integration test confirms 

the presence of a long-run equilibrium 

relationship between FDI, industrial growth, 

and structural transformation variables. 

Since both trace and max-eigen statistics 

exceed their critical values, the null 

hypothesis of no co-integration is rejected. 

This implies that FDI inflows and industrial 

development move together over time, even 

though short-term fluctuations may occur. In 

practical terms, this means that sustained 

FDI contributes to long-term industrial 

expansion and economic restructuring. This 

result provides strong empirical support for 

Hypothesis H3, which states that a long-run 

relationship exists between FDI and 

economic growth. 

4.7. Granger Causality Analysis 

Table 7: Granger Causality Results 

Direction of Causality F-

Statistic 

Result 

FDI → Industrial 
Growth 

6.45 Significant 

Industrial Growth → 
FDI 

3.20 Significant 

FDI → Structural 
Transformation 

5.90 Significant 

 

Interpretation 

The Granger causality results indicate a 

bidirectional relationship between FDI and 

industrial growth, meaning that not only 

does FDI promote industrial expansion, but 
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a growing industrial base also attracts 

further foreign investment. This creates a 

virtuous cycle of growth and investment. 

Additionally, the unidirectional causality 

from FDI to structural transformation 

suggests that foreign investment plays a 

leading role in shifting the economy towards 

higher-value sectors. This finding further 

strengthens Hypothesis H1 and H2, 

confirming that FDI is a key driver of both 

industrial development and structural 

transformation. 

4.8. Sectoral Productivity Impact 

Table 8: FDI and Sectoral Productivity 

Growth 

Sector FDI 

Intensity 

(%) 

Productivity 

Growth (%) 

Manufacturing 22 8.5 

Services 28 10.2 

Infrastructure 18 7.0 

 

Interpretation 

The data shows that sectors with higher FDI 

intensity exhibit greater productivity growth. 

The services sector records the highest 

productivity growth (10.2%), followed by 

manufacturing (8.5%). This indicates that 

FDI contributes to efficiency improvements 

through technology transfer and better 

management practices. 

However, the relatively lower FDI intensity 

in infrastructure suggests that limited 

investment in this sector may constrain 

industrial expansion. This finding supports 

Hypothesis H4, highlighting that the 

sectoral distribution of FDI significantly 

influences the pace of economic 

transformation. 

4.9. Regional Distribution of FDI 

Table 9: State-wise Share of FDI in India 

State Share (%) 

Maharashtra 28% 

Karnataka 18% 

Delhi NCR 16% 

Tamil Nadu 10% 

Others 28% 

 

Interpretation 

The regional distribution shows that FDI is 

concentrated in a few developed states such 

as Maharashtra and Karnataka, which 

together account for nearly 46% of total 

inflows. This concentration reflects better 

infrastructure, policy support, and industrial 

ecosystems in these regions. 

However, it also indicates regional 

disparities in development, as less-

developed states attract significantly lower 

FDI. This uneven distribution limits the 

overall effectiveness of FDI in achieving 

balanced structural transformation across the 

country. 

4.10. Role of Complementary Factors 

Table 10: Impact of Supporting Factors 

on Industrial Growth 

Factor Coefficient Impact 

Infrastructure +0.32 Strong 
Positive 

Human Capital +0.27 Positive 

Policy 
Environment 

+0.30 Positive 
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Interpretation 

The analysis shows that FDI alone is not 

sufficient to drive industrial development. 

Infrastructure has the highest impact (0.32), 

followed by policy environment and human 

capital. This indicates that the benefits of 

FDI are maximized only when supported by 

strong domestic conditions. 

This finding validates Hypothesis H5, 

confirming that complementary factors 

significantly enhance the effectiveness of 

FDI. 

4.11 Final Hypothesis Conclusion 

Hypothesis Statement Result 

H1 FDI positively impacts 
industrial development 

Accepted 

H2 FDI contributes to 
structural 
transformation 

Accepted 

H3 Long-run relationship 
exists 

Accepted 

H4 Sectoral distribution 
affects development 

Accepted 

H5 Complementary 
factors enhance FDI 
impact 

Accepted 

 

The extended analysis provides strong 

empirical evidence that FDI plays a critical 

and multidimensional role in India’s 

industrial development and structural 

transformation. The existence of long-run 

relationships, bidirectional causality, and 

sectoral productivity improvements confirms 

that FDI is not merely a source of capital but 

a catalyst for economic transformation. 

However, the effectiveness of FDI depends 

on its sectoral allocation, regional 

distribution, and supporting economic 

conditions. While FDI has significantly 

contributed to productivity growth and 

structural change, its concentration in 

services and specific regions has limited its 

full potential in industrial deepening. 

Therefore, for FDI to have a more 

transformative impact, policymakers must 

focus on improving infrastructure, 

enhancing human capital, and ensuring 

balanced regional development. 

5. Findings 

The findings of the study provide strong 

empirical evidence regarding the role of 

Foreign Direct Investment (FDI) in 

industrial development and structural 

transformation of the Indian economy. 

Based on the data analysis conducted for the 

period 2000-2025, several key insights 

emerge that highlight both the strengths and 

limitations of FDI as a driver of economic 

change in India. 

The first major finding of the study is that 

FDI has a significant positive impact on 

industrial development. The regression 

results indicate that a 1% increase in FDI 

inflows leads to approximately a 0.40-0.45% 

increase in industrial output, demonstrating 

a strong linkage between foreign investment 

and industrial growth. This is further 

supported by the steady rise in FDI inflows 

from around USD 4 billion in 2000 to over 

USD 81 billion in 2025, which has been 

accompanied by an increase in the industrial 

sector’s contribution to GDP from 26% to 

nearly 29% over the same period. These 

results confirm that FDI has played an 

important role in expanding industrial 

capacity, improving productivity, and 
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modernizing key sectors such as 

manufacturing, automobiles, and electronics. 

The second important finding is that FDI has 

contributed to structural transformation of 

the Indian economy, although the 

transformation has been uneven. The data 

shows a clear decline in the share of 

agriculture in GDP from 23% in 2000 to 

around 16% in 2025, while the services 

sector has expanded from 51% to nearly 

55%. Although the industrial sector has 

grown moderately, the transformation has 

been largely service-led rather than 

manufacturing-led. This suggests that while 

FDI has facilitated economic restructuring, 

its concentration in sectors such as IT, 

telecommunications, and financial services 

has limited its impact on deep 

industrialization. Therefore, FDI has 

supported structural change, but not to the 

extent required for balanced industrial 

growth. 

Another key finding is the existence of a 

long-run equilibrium relationship between 

FDI and economic growth. The co-

integration analysis confirms that FDI, 

industrial growth, and structural 

transformation variables move together over 

time, indicating that foreign investment has 

a sustained impact on the economy. 

Furthermore, the Granger causality results 

reveal a bidirectional relationship between 

FDI and industrial growth, meaning that 

while FDI promotes industrial expansion, a 

strong industrial base also attracts further 

foreign investment. This creates a self-

reinforcing cycle of growth, which is 

essential for long-term economic 

development. 

The study also finds that the sectoral 

distribution of FDI plays a crucial role in 

determining its overall impact. The services 

sector accounts for approximately 18-20% 

of total FDI inflows, followed by IT and 

manufacturing sectors. While manufacturing 

has received increasing attention, its share 

remains relatively lower compared to 

services. This uneven distribution indicates 

that the benefits of FDI are concentrated in 

specific sectors, leading to imbalanced 

development. For instance, sectors with 

higher FDI intensity, such as services, 

exhibit higher productivity growth (around 

10%), whereas infrastructure and 

manufacturing sectors show relatively lower 

gains. This highlights the importance of 

directing FDI towards high-impact industrial 

sectors to achieve comprehensive economic 

transformation. 

Another significant finding relates to the 

regional concentration of FDI inflows. The 

data indicates that states such as 

Maharashtra, Karnataka, and Delhi NCR 

together account for nearly 60% of total FDI 

inflows, while less-developed regions 

receive a much smaller share. This 

concentration reflects disparities in 

infrastructure, governance, and business 

environment across states. As a result, FDI 

has contributed to regional economic growth 

but has also widened regional inequalities, 

limiting its effectiveness in achieving 

inclusive development. 

The study further highlights the importance 

of complementary factors in enhancing the 

effectiveness of FDI. The regression 

analysis shows that infrastructure, human 

capital, and trade openness have positive and 
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significant impacts on industrial growth, 

with coefficients ranging from 0.25 to 0.32. 

This indicates that FDI alone is not 

sufficient to drive economic transformation; 

it must be supported by strong domestic 

conditions. Countries or regions with better 

infrastructure and skilled labor are more 

capable of absorbing the benefits of foreign 

investment, leading to higher productivity 

and growth. 

6. Conclusion 

The present study provides a comprehensive 

analysis of the role of Foreign Direct 

Investment (FDI) in industrial development 

and structural transformation of the Indian 

economy. The findings clearly indicate that 

FDI has emerged as a significant driver of 

economic growth, industrial expansion, and 

modernization in India, particularly in the 

post-liberalization period. Over the last two 

decades, India has witnessed a remarkable 

increase in FDI inflows from approximately 

USD 4 billion in 2000 to over USD 81 

billion in 2025, with cumulative inflows 

exceeding USD 1 trillion. This substantial 

growth reflects India’s increasing integration 

into the global economy and its 

attractiveness as an investment destination. 

One of the key conclusions of the study is 

that FDI has played a crucial role in 

industrial development by providing capital, 

advanced technology, and managerial 

expertise. The empirical analysis shows that 

a 1% increase in FDI inflows leads to an 

approximate 0.40-0.45% rise in industrial 

output, highlighting a strong positive 

relationship between foreign investment and 

industrial growth. This has contributed to the 

expansion of sectors such as automobiles, 

electronics, pharmaceuticals, and 

information technology, thereby enhancing 

productivity and global competitiveness. 

The industrial sector’s share in GDP has also 

improved moderately, increasing from 26% 

in 2000 to around 29% in 2025, indicating 

gradual industrial progress supported by 

FDI. 

The study further concludes that FDI has 

significantly contributed to the structural 

transformation of the Indian economy, 

although the transformation has been 

uneven. The share of agriculture in GDP has 

declined from 23% to nearly 16%, while the 

services sector has expanded to over 55%, 

reflecting a clear shift towards a modern 

economic structure. However, the 

transformation has been largely service-

driven rather than industry-driven, which 

differs from the traditional development 

trajectory observed in many developed 

economies. This suggests that while FDI has 

facilitated economic restructuring, its 

concentration in services has limited the 

depth of industrialization. 

Another important conclusion is the 

existence of a long-term equilibrium 

relationship between FDI and economic 

development. The co-integration and 

causality analysis confirm that FDI and 

industrial growth are interdependent, 

forming a self-reinforcing cycle. As FDI 

increases, industrial output expands, and as 

industrial capacity improves, it attracts 

further foreign investment. This dynamic 

relationship underscores the importance of 

maintaining a stable and conducive 

investment environment to sustain long-term 

growth. 
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The study also highlights that the impact of 

FDI is highly dependent on its sectoral and 

regional distribution. While sectors such as 

services and IT have received a significant 

share of FDI (around 18-20%), the 

manufacturing sector has received 

comparatively lower investment, limiting its 

growth potential. Similarly, FDI inflows are 

concentrated in a few states such as 

Maharashtra, Karnataka, and Delhi NCR, 

which together account for nearly 60% of 

total inflows, leading to regional disparities 

in development. This uneven distribution 

suggests that the benefits of FDI are not 

fully diffused across the economy. 

Furthermore, the findings emphasize that 

FDI alone cannot drive economic 

transformation without the support of 

complementary factors such as 

infrastructure, human capital, and policy 

stability. The regression analysis indicates 

that infrastructure development has the 

strongest impact on industrial growth 

(coefficient around 0.30-0.32), followed by 

human capital and trade openness. This 

implies that the effectiveness of FDI is 

enhanced when supported by strong 

domestic conditions, enabling better 

absorption of technology and investment 

benefits. 

Finally, the study concludes that while FDI 

has made a substantial contribution to 

India’s economic development, its impact is 

not automatic or uniform. There exists a 

nonlinear relationship, suggesting that 

optimal utilization of FDI is more important 

than merely increasing its volume. 

Excessive reliance on foreign investment 

without strengthening domestic industries 

may limit long-term benefits. Therefore, 

policymakers must adopt a strategic 

approach that promotes balanced sectoral 

allocation, regional equity, and integration 

with domestic capabilities. 
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