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The crucial issue related to foreign direct
investment (FDI) is the design, rather the archi-
tecture of the fast-rising and high outflows.
An analysis shows that the imbalance
between inflows and outflows is not due to
a single policy error or a sudden loss of
investor confidence. It reflects deeper struc-
tural shifts linked to the nature of FDI, India’s
liberalisation trajectory, and evolving char-
acter of global capital. Several factors con-
tribute to the existing trends and patterns,
which include disinvestments by the Indian
state and foreigners.

A leading factor to the large outgo of FDI
lies in the inflows. Since the mid-2000s, the
composition of foreign investors has changed.
A growing share of ownership is by global
financial investors like private equity and
hedge funds, which generally operate with
defined exits, and seek multiple-fold returns
within short timeframes. The major excep-
tions are sovereign wealth funds and pension
funds, who may have a longer-term view on
investments. Since India opened infrastruc-
ture sectors, the financial investors slowly
gained over MNCs.

Our earlier estimates for the period
between 2005-06 and 2013-14 suggest that
financial investors accounted for 26.9 per
cent of the inflows compared to 47.8 per cent
by the MNCs. At 58.2 per cent, the share of
financial investors was the highest in con-
struction and real estate. According to our
ongoing study, between 2014-15 and 2018-
19, the share of financial investors in equity
inflows was 29.2 per cent compared to the
MNCs’ share of 58.9 per cent. Hence, the
MNCs became more dominant in the 2000s
and 2010s.

However, over the next five years, 2019-20
to 2023-24, the financial investors, with a share
of 44.9 per cent, left the MNCs (41.4 per cent)
behind. More importantly, the former’s share
in non-manufacturing activities jumped from
33 per cent to 47 per cent in the second half
of the decade. This changing nature implies
that the incoming investments were more
likely to culminate in exits, and sizable repa-
triations, both due to the mindset and think-
ing of financial investors, and their penchant
for non-manufacturing segments.

The next big draft for the outgo is dividends
paid by the payments by foreign subsidiaries
and associates in India to overseas parents,
and other investors. Between 2021-22 and
2024-25, this figure (excluding reinvested earn-
ings) jumped from $17.6 billion to $33.1
billion. Reinvested earnings remained stable
at around $20 billion, which suggests that the

foreign investors prefer to remit dividends
rather than retain them in India. In other
words, they do not reinvest much.

In a short span of four years, royalty pay-
ments almost doubled from $9 billion in 2021-
22 to $17.3 billion in 2024-25, or a cumulative
figure of $51.9 billion, most of which was paid
to foreign parents and affiliates. According
to the Reserve Bank of India’s Survey of
Foreign Collaboration, royalties or royalties-
cum-technical fees were the most preferred
form of payments for technology in foreign
collaborations. Most partnerships are
between the subsidiaries and affiliates.
Unaffiliated firms account for 28 out of the
255 collaborations.

Evidence suggests that the bulk of pay-
ments originate from foreign-
affiliated entities. In some cases,
royalties function as intra-group
transfer mechanisms to supple-
ment dividend remittances. Thus,
combining dividends and royal-
ties may provide a better picture of the MNCs’
returns on investments (RoIs) rather than a
comparison with dividends. In fact, RoI will
be better captured by combining the capital
gains part of the overall annual and regular
repatriations.

In the recent past, large MNCs such as

Hyundai Motor India, Orkla India, and LG
Electronics listed the shares on the Indian
stock exchanges, and the foreign parents sold
a part of their holdings through the offer-for-
sale (OFS) route. When this happens in IPOs
(Initial Public Offerings), the proceeds go
abroad, and not to the Indian subsidiaries.
Only the ownership changes. A portion of the
sold stakes of the foreign owners may be pur-
chased by foreign portfolio investors.

Another factor for the FDI outflows is the
complete exit (not a part sale through OFS)
of MNCs from the Indian subsidiaries. For
example, the Tata Group took over Wistron
from its foreign shareholders for $128 million
in early 2024. Other exits include Daiichi
Sankyo, Citibank (consumer banking busi-

ness), Akzo Nobel, Thyssenkrupp
Electrical Steel, and Metro. If such
deals involve overseas share
transfers, as in the case of Holcim-
Ambuja one, they are not reflect-
ed in FDI outflows. But if the

transactions happen in India, they do.
Internal restructuring of the ownership

patterns, as opposed to OFS and complete
sellout, may result in simultaneous outgoes
and inflows of FDI. This includes cases
when, within MNC groups, one of the MNCs
sells, and other arms buys. Both transactions

match each other. While we are not sure
how these are treated in the statistics,
there is a possibility that they may inflate
inflows and repatriations.

But as mentioned in yesterday’s column,
India faces a paradox. While the developed
nations resort to technology protectionism,
India largely counts the quantum of FDI
inflows. The external account reflects the
claims generated by the past inflows. This
may be described as an emerging FDI trap.
For every dollar that enters, multiple streams
of payments gradually emerge over time,
which reduce the contribution to the nation-
al savings. Such concerns were flagged
repeatedly. Since a large component of
incoming FDI is in the services sector, and
by financial investors, most of it cannot
directly generate surpluses on the trade
front. But policy favours maximising inflows
over long-term balance.

The Economic Survey (2025-26) adopts a
pragmatic tone. It states that India “depends
on foreign capital flows to maintain a healthy
balance of payments,” and candidly admits
that “when they run drier, rupee stability
becomes a casualty.” It notes that a nation
that runs persistent current account deficits,
and depends on foreign savings must pay a
risk premium to global capital. This is a sig-
nificant shift. It is a rare case when official
thinking recognises that external capital is a
supplement, not a substitute, for domestic
resource mobilisation.

More importantly, the Survey points
towards the real solution, which is to trans-
form India into a surplus-generating
economy, and strengthen domestic financial
systems as a buffer against volatile global
flows. Durable reduction in the cost of
capital will come from correcting the savings-
investments imbalance, and building man-
ufacturing export capacity. The European
Union’s efforts to strengthen its financial
markets aims to make it easier for firms to
raise long-term capital within the conti-
nent. Resilience needs to be rooted in strong
domestic savings, technological upgrading,
and manufacturing. Openness is sustainable
when it strengthens internal capacity. FDI is,
of course, welcome.

Two weird events happened with the Fino
Payments Bank in the past few days. First, its MD
and CEO, Rishi Gupta, was arrested, which
sparked instant reaction from the business
community, and forced Finance Minister Nirmala
Sitharaman to admit that she will look at the case.
On Monday, the stock price dropped nearly 10
per cent in the pre-trading period. During the day,
it not only recovered the losses, but closed higher
by nearly `2 compared to the previous trading
session’s closing price. Both were seen by
experts as knee-jerk reactions, when fears,
emotions, and sentiments overtook rationality.

Both incidents, however, are linked to Gupta.
The fintech business community pleaded with
the FM on social media that neither the CEO-MD
nor the bank was linked to the alleged GST frauds.
The illegal deals, which resulted in short pay-
ments of the taxes, were done by business asso-
ciates. The arrest was irregular, and not warrant-
ed. Fino Bank clarified to the investors that the
arrest was not related to the bank's GST compli-
ance, and the probe was linked to managers in
various banks. The bank was not involved in the
non-payments. As it is, Gupta has no role in the
business activities of the managers.

However, it is unusual for the investigating
agencies to arrest a CEO. Even in cases that
involve non-payment of loans of `1,00,000
crore, promoters and chairmen are interrogat-
ed, with restrictions on foreign travel, as is the
case with Anil Ambani. The arrest signifies a larger
issue. Unless, of course, we assume the logic that
the investigators find it easier to arrest the small
fish, and generally go easy on the whales and
sharks. Fino Bank is a small entity, with 16 million
customers (as in December 2025), deposit base

of just over ̀ 2,000 crore, and processed ̀ 1,10,000
crore in transactions in Q2-2026.

More importantly, a mere resignation of a CEO
can render chaos within a firm, and among its
shareholders. Both globally, and in India, one has
seen high-profile exits followed by share slumps.
On August 1, 2025, the shares of PNB Housing Bank
fell by 17 per cent, despite strong quarterly results,
when its CEO announced that he would step
down. If a mere resignation can lead to investor
concerns, an arrest is more meaningful, and 
portends dangers. For investors 
to become buyers, instead of 
sellers, due to a clarification, seems
confusing.

One can agree that there are no
GST liabilities on Fino Bank because
of Gupta’s arrest, but the investigators allege his
involvement in “relation to provisions of real-
money gaming services by a partner entity, and
the alleged under-reporting of GST.” The latter
part is insignificant, especially when the central
bank approved Gupta’s reappointment a month
ago. In December, 2025, received the regulator’s
approval to convert from a payments bank to a
small finance bank, which the CEO-MD termed
as a “natural progression.” But he termed it 
“historic and momentous occasion in Fino’s evo-
lution journey.”

The difference between a payments bank and
a small finance one lies in what they can and
cannot do. The former can accept deposits up
to ̀ 2,00,000 per customer, offer digital payments,
and debit cards. But it cannot issue credit
cards, offer loans, and issue credit products. A
small finance bank can perform these activities,
and “provide full banking services similar to

regular commercial banks.” In the case of Fino,
the conversion enables it to expand products and
customers, and offer more choices, solutions, and
conveniences to the customers.

However, on December 8 (Monday), 2025, two
days after Fino Bank revealed an ‘in-principle’
approval to become a small finance bank, the
share price crashed by nearly five per cent in the
early trades. It closed at almost `315 on Friday
(December 5). The closing price on December 8
was below `277, or a huge fall. Since then, the

stock has slid to below `195, or nearly
40 per cent in less than three months.
After a brief respite in early February
2026, the fall continued. Clearly, the
investors were unhappy with the 
so-called good news.

One of the reasons, as pointed by analysts on
December 8, was immediate profit-booking. But
there were larger concerns. As a small finance
bank, Fino will need to adhere to specific com-
pliances. There may be obvious execution risks
related to the change, and the process may take
a few years. In the past, before the central bank’s
clearance, Gupta had said that he wishes to be
cautious rather than opt for nationwide expan-
sion. Despite the transition, payments is likely
to remain the main and most important business
of the bank.

In the current arrest, there are efforts to dis-
tance Gupta from the fraud. For example, Fino
Bank clarified that the managers responsible for
the non-payment of GST are entities who source
merchants for UPI transactions for it. Both the
lender, managers, and merchant on-boarding
processes are compliant with the regulatory
requirements. The bank is compliant with the GST
payments. The on-boarding was not done by the
MD-CEO. Finally, according to Fino Bank, there
is no “material impact” on the operations and,
if there is, it will inform the stock exchanges.
Hence, the bank is on firm and stable ground.

One can see a few holes, albeit small, in the
logic and arguments. Of course, a MD-CEO does
not on-board merchants, which is handled by
specific teams and departments. But the CEO
needs to take moral responsibility for the
wrongdoings, if any. Gupta’s arrest hints that the
authorities believe that he possibly aided or
abetted the non-payments. Fino Bank cannot
simply pass the buck lower down, and absolve
the leader. The bank seems uncertain about the
financial fallout. Hence, it is keeping the door
open for future adverse disclosures.

At a technical level, chartists contend that the
chart appears weak, which have resulted, and
may result, in selling pressures. There is a tem-
porary support for the stock price but it is not
yet “backed by strong bullish confirmation. The
overall price action continues to indicate lower
highs and lower lows, which keeps the broader
rend negative,” says an analyst. According to
others, “A decisive close above `208 (current
price: `194) is required to signal strength, and
improve short-term momentum. Until such a
break occurs, upside attempts may face resis-
tance…. On the downside, immediate support
is placed around `165, and a breakdown below
this level could trigger weakness.”
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Everything fine with Fino Bank?
An arrested CEO, and stock down by 40 per cent in three months

Most money is coming from financial investors, and in services 
Cracks in FDI architecture

Over the past five trading sessions, the Sensex, the
Bombay Stock Exchange index, was down by almost
3,000 points, before it recovered a bit to close at just
over 80,000 points on Monday. More than 2,000
points were shaved off in the last two trading ses-
sions, obviously due to the joint US-Israel attacks on
Iran, and retaliation by the latter on the US bases,
and other locations like airports in the Middle East.
Iran closed the Strait of Hormuz, which accounts for
the sea transport of a fifth of the global crude oil sup-
plies, and the bulk of the shipments to Asian nations
such as India, China, Japan, and South Korea.

There are several reasons to explain the jitters
among the investors. They encompass macro
factors, as well as micro, and sector-related ones.
Economists feel that if the Iran war lingers on, and
along with the ones in Ukraine, and Afghanistan-
Pakistan border, the global economy may walk into
a recession. If the Strait remains closed for a few
days, or a week, most analysts feel that a global
recession is a certainty. It can easily reduce growth
in the Eurozone by a minimum 0.5 per cent, 
and have a larger impact on the Asian economies,
especially India.

In addition, inflation is likely to raise its ugly head.
Most experts feel that the transmission from high
crude prices, now expected to jump over $100, and
even up to $130 due to a prolonged war, to inflation
and high prices due to its multiplier effect will be
immediate. In Europe, if oil is at $100, the prices may
jump up by a minimum 0.7 per cent, and the impact
on India may be a 1-2 per cent increase due to other
factors such as supply and logistics constraints. Oil
at $130 can push up the US inflation to 4.5 per cent,
and 4 per cent in Europe.

According to a media article, “For Europe, the
timing is brutal. The Eurozone has just achieved its
2 per cent inflation target in December (2025) after
three years of battling price pressures that peaked
over 10 per cent. The ECB (central bank) has held rates
at 2 per cent for four consecutive meetings, and
growth projections for 2026 had been revised
upwards on the back of Germany’s Euro 500 billion
fiscal expansion, and improving domestic demand.
An energy shock from the Gulf threatens to undo that
progress in weeks.”

Energy security of various consuming nations will
be hampered, and the risk premiums on oil will shoot
up. China will seek to dip into its inventories and
strategic reserves, and seek alternate supply routes.
India will do the same, and the US Supreme Court
judgment on the president’s trade tariffs, along with
the Iran war, may spur New Delhi to re-rely on
Moscow for crude supplies. India has a valid excuse
to depend on any and every source possible, and not
listen to the US.

Iran has invariably been the epicentre of regime
changes, which disrupted the global oil markets
several times in the past 50 years. In 1979, after the
Islamic revolution led to a regime change, crude
prices more than doubled, and “Iranian production
never recovered. If history is any guide, the econom-
ic consequences of this conflict will outlast the mil-
itary campaign regardless of how quickly a cease-
fire is reached.” After the death of Iran’s supreme reli-
gious leader, Khamenei, a regime change looks more
likely, even though the clerics are striving to look for
an immediate replacement, with societal changes.

Other lessons from history are crucial. In the recent
past, global crude oil prices have witnessed huge
volatility. In late February 2022, after Russia attacked
Ukraine, they zoomed to $100, and reached $130
within a month. Subsequently, they came down dras-
tically, and reached a low of less than $60, as Russian
oil continued to reach the consumers despite the
western sanctions, and Europe shifted to tradition-
al sources like coal that were earlier shut. Similarly,
in 2008, oil peaked at $145 just before the Great
Recession, and later crashed to $40. Hence, pes-
simism can quickly turn to optimism.

Obviously, the mindset of the producers and
consumers are different. The former will aim to use
the short-term adverse impact to rake in higher
profits, as will the global oil giants. They will want
the prices to remain at $75 or higher for several
months. The consumers will dip into existing
reserves, and hope for the best. If they can somehow
ride through the short-term shocks, they will benefit
from lower prices due to sudden oversupplies, and
higher production. The situation is tricky for the large
producer-consumers like Europe and the US.

Setbacks in equities may prove to be positive for
the bullion. Over the past few years, especially since
the Great Recession in 2008, experts pointed at a
unique trend of bullion and stocks showing similar
trajectories. Generally, it is believed that gold moves
up when equities are down, and vice versa, as the
yellow metal is a hedge against stocks. But both have
gone up in the past decade or so. This convergence
may now return to the traditional divergence, at least
for some time. Gold prices jumped nearly six per cent
in the past week.
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