N\ Scholedge

#WorldWide Readership ©Scholedge R&D Center

SCHOLEDGE INTERNATIONAL JOURNAL OF MANAGEMENT & DEVELOPMENT
Vol.2, Issue 7 ISSN 2394-3378 Archives available at http://thescholedge.org

FOREIGN DIRECT POLICY OF INDIA- REVIEW OF INVESTMENT CAPS
DR. MAHESH KUNDU
Ahmedabad Stock Exchange Limited
Ahmedabad, India
INTRODUCTION
The Foreign Direct Investment signifies "cross outskirt venture made by an inhabitant in one economy in an
endeavor in another economy, with the goal of setting up an enduring enthusiasm for the investee economy.
FDI is additionally portrayed as "venture into the matter of a nation by an organization in another nation".
Basically the venture is into creation by either purchasing an organization in the objective nation or by
extending operations of a current business in that nation". Such ventures can happen for some reasons,
including to exploit less expensive wages, extraordinary speculation benefits (e.g. charge exclusions) offered
by the nation.
KEYWORDS: FDI, Indian FDI Policy, Make in India, Capital Investment, FDI caps in India
WHY COUNTRIES SEEK FDI?

(2) Domestic capital is deficient for motivation behind financial development;

(b) Foreign capital is generally crucial, in any event as an impermanent measure, amid the period when the
capital business sector is presently advancement;

(c) Foreign capital more often than not carries it with other rare beneficial components like specialized skill,
business aptitude and learning.

WHAT ARE THE SIGNIFICANT ADVANTAGES OF FDI?

(an) Improves forex position of the nation;

(b) Employment era and increment underway;

(c) Help in capital arrangement by bringing new capital;

(d) Helps in exchange of new advancements, administration abilities, licensed innovation
(e) Increases rivalry inside of the neighborhood business and this brings higher efficiencies
(f) Helps in expanding fares;

(8) Increases charge incomes
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WHY FDI IS RESTRICTED BY LOCAL PEOPLE OR DISADVANTAGES OF FDI:
(a) Domestic organizations expect that they may lose their possession to abroad organization

(b) Small undertakings expect that they will be unable to contend with world class extensive organizations and
may eventually is pushed bankrupt;

(c) Large titans of the world attempt to corner and assume control over the profoundly beneficial areas;

(d) Such remote organizations put more in hardware and licensed innovation than in wages of the nearby
individuals;

(e) Government has less control over the working of such organizations as they normally fill in as entirely
possessed backup of an abroad organization;

BRIEF LATEST DEVELOPMENTS ON FDI (ALL SEGMENTS INCLUDING RETAIL):-

2012 - October: In the second round of financial changes, the legislature cleared corrections to raise the FDI
top

(an) in the protection part from 26% to 49%;

(b) in the annuity part it sanction a 26 percent FDI;

Presently, Indian Parliament will need to give its regard for the last shape,”
2012 - September : The administration affirmed the

(an) Allowed 51% remote interest in multi-brand retail,

(b) Relaxed FDI standards for common flying and TV areas. — FDI top in Broadcasting was raised to 74% from
49%;

(c) Allowed outside interest in force trades

2011 — December:

The Indian government evacuated the 51 percent top on FDI into single-brand retail outlets and therefore
opened the business sector completely to outside financial specialists by allowing 100 percent remote interest
here.

An outside organization wanting to set up business operations in India might:

e Consolidate an organization under the Companies Act, 1956, as a Joint Venture or a Wholly Owned
Subsidiary.

e Set up a Liaison Office/Representative Office or a Project Office or a Branch Office of the outside
organization.
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AN INDIAN ORGANIZATION MAY GET FOREIGN DIRECT INVESTMENT UNDER THE TWO COURSES AS GIVEN
UNDER:

i. AUTOMATIC ROUTE

FDI is permitted under the programmed course without earlier approbation both of the Government or the
Reserve Bank of India in all exercises/parts as determined in the solidified FDI Policy, issued by the Government
of India every now and then.

ii. GOVERNMENT ROUTE

FDI in exercises not secured under the programmed course requires earlier support of the Government which
is considered by the Foreign Investment Promotion Board (FIPB), Department of Economic Affairs and Ministry
of Finance.

WHY WORLD IS SEARCHING TOWARDS INDIA FOR FOREIGN DIRECT INVESTMENTS:

India is the third biggest economy of the world as far as acquiring force equality and accordingly looks alluring
to the world for FDI. Indeed, even Government of India, has been making a decent attempt to get rid of the FDI
tops for lion's share of the segments, yet there are still discriminating territories like retailing and protection
where there is parcel of restriction from neighborhood Indians/Indian organizations.

A portion of the major financial divisions where India can draw in speculation are as per the following:-

e Information transfers

Clothes

e Data Technology

e Pharma

e (arparts

e Gems

e Chemicals
In most recent couple of years, absolutely remote speculations have indicated upward patterns however the
strict FDI strategies have placed obstacles in the development in this area. India is however situated to turn
into one of the significant beneficiaries of FDI in the Asia-Pacific district as a result of the financial changes for
expanding outside speculation and the deregulation of this critical part. India has specialized aptitude and
talented administrators and a developing white collar class business sector of more than 300 million and this

speaks to an appealing business.

FOUNDATION AND RECENT DEVELOPMENTS FOR FDI IN RETAIL SECTOR WHICH HAS BROUGHT PARCEL OF
DISCUSSIONS UP IN POLITICAL CIRCLES:

As a major aspect of the financial liberalization procedure set up by the Industrial Policy of 1991, the Indian
government has opened the retail area to FDI gradually through a progression of steps:
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e 1995 : World Trade Organization's (WTO) General Agreement on Trade in Services, which incorporates
both wholesale and retailing administrations, became effective

e 1997 : FDI in real money and convey (wholesale) with 100% rights permitted under the administration
regard course;

e 2006: FDI in real money and convey (wholesale) was brought under programmed regard course; Upto
51% interest in single brand retail outlet allowed, subject to Press Note 3 (2006 arrangement)

e 2011:100% FDI in Single Brand Retail permitted'

e 2012:0n Sept. 13, Government sanction the stipend of 51 percent remote interest in multi-brand retail,
[ It additionally casual FDI standards for common flight and TV sectors]'

FDI IS RESTRICTED UNDER THE GOVERNMENT ROUTE AND IN ADDITION THE AUTOMATIC ROUTE IN THE
ACCOMPANYING SEGMENTS:

i) Atomic Energy

ii) Lottery Business

iif) Gambling and Betting

iv) Business of Chit Fund

v) Nidhi Company

vi) Agricultural (barring Floriculture, Horticulture, Development of seeds, Animal Husbandry, Pisciculture and
development of vegetables, mushrooms, and so forth under controlled conditions and administrations

identified with agro and united segments) and Plantations exercises (other than Tea Plantations)

vii) Housing and Real Estate business (aside from improvement of townships, development of
residen-tial/business premises, streets or scaffolds to the degree determined in warning

viii) Trading in Transferable Development Rights (TDRs).

ix) Manufacture of stogies , cheroots, cigarillos and cigarettes, of tobacco or of tobacco substitutes.

NAME THE POWERS DEALING WITH FOREIGN INVESTMENT:

(a) Foreign Investment Promotion Board (prominently known as FIPB) : The Board is in charge of quick
freedom of FDI proposition and survey of the usage of cleared recommendations. It additionally attempt
venture advancement exercises and issue and survey general and sectoral strategy rules;

(b) Secretariat for Industrial Assistance (SIA) : It goes about as a door to modern interest in India and helps the
business people and financial specialists in setting up ventures. SIA additionally contact with other government

bodies to guarantee important clearances;

(c) Foreign Investment Implementation Authority (FIIA) : The power meets expectations for snappy execution
of FDI supports and determination of operational difficultieis confronted by outside speculators;
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(d) Investment Commission

(e) Project Approval Board

(f) Reserve Bank of India

INSTRUMENTS FOR ACCEPTING FOREIGN DIRECT INVESTMENT IN AN INDIAN ORGANIZATION

Remote speculation is figured as FDI just if the venture is made in value offers, completely and compulsorily
convertible inclination offers and completely and obligatorily convertible debentures with the estimating being
chosen forthright as a figure or taking into account the recipe that is chosen forthright. Any remote venture
into an instrument issued by an Indian organization which: gives a choice to the speculator to change over or
not to change over it into value or does not include forthright evaluating of the instruments a date would be
figured as ECB and would need to consent to the ECB rules.

The FDI strategy gives that the value/change recipe of convertible capital instruments ought to be resolved
forthright at the season of issue of the instruments. The cost at the season of transformation ought to not
regardless be lower than the reasonable worth worked out, at the season of issuance of such instruments, as
per the surviving FEMA regulations [the DCF technique for valuation for the unlisted organizations and
valuation as far as SEBI (ICDR) Regulations, for the recorded companies].

THE TOTAL INFLOWS OF FDI IN INDIA:

a. For the FY 2012-13 (for the month of July, 2012) was US$ 1.47 billion.

b. Measure of FDI value inflows for the monetary year 2012-13 (from April 2012 to July 2012) remained at US$
5.90 billion.

¢. Combined measure of FDI (from April 2000 to July 2012) into India remained at US$ 176.76 billion.
FDI Equity Inflows from 2000-2012.

%age growth

S.No (F,iAnparri]IC—iaI{/lYaiiL) Amount of FDI Inflows ;’Z;:: (Pi);et\g:)muz
of US %)
In Rs, In USs
crores million
1 2000-01 10733 2463 -
2 2001-02 18654 4065 (+)65%
3 2002-03 12871 2705 (-)33%
4 2003-04 10064 2188 (-)19%
5 2004-05 14653 3219 (+)47%
6 2005-06 24584 5540 (+)72%
7 2006-07 56390 12492 (+)125%
8 2007-08 98642 24575 (+)97%
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9 2008-09 ‘¥’ 142829 31396 (+)28%

10 2009-10 # 123120 25834 (-)18%
1 2010-11 # 88520 19427 (-)25%
12 2011-12 # (April - January 2012) 122307 26192

CUMULATIVE TOTAL (from April 2000 to January 2012) 723367 160096

(@) Including amount remitted through RBI"s-NRI Schemes (2000-2002).

(ii) FEDAI (Foreign Exchange Dealers Association of India) conversion rate from rupees to US dollar applied, on
the basis of monthly average rate provided by RBI (DEAP), Mumbai.

(iii) Variation in equity inflows reported in above Table II-A & II-B for 2006-07, 2007-08, 2008-09, 2009-10 & 2010-
11is due to difference in reporting of inflows by RBI in their monthly report to DIPP & monthly RBI bulletin.

(IV) # Figures for the years 2009-10, 2010-11 & 2011-12 are provisional subject to reconciliation with RBI.

(V) ,,**“ An additional amount of US$ 4,035 million pertaining to the year 2008-09, since reported by RBI, has
been included in FDI data base from February 2012.

Top 5 Countries for FDI:

linflow in %Inflows in absolute Terms

Country ageterms  (million US dollars)
Mauritius  42% 50164

Singapore 9 1275

USA 7 8914

UK 5 6158

Netherlands 4 4968

LIMITS FOR FDI IN DIVERSE SECTORS:
(A) 26% FDI is allowed in

e Defense (In July 2013, there has been no change in FDI constrain yet higher speculation may be
considered in best in class innovation creation by CCS)

e Newspaper and media **

e Pension part (permitted in October 2012 according to bureau choice)

e Courier Services (through programmed course)

e Tea Plantation (upto 49% through programmed highway; 49-100% through FIPB course)
(B) 49% FDl is allowed in::

e Saving money

e Link network**
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e DTH**

e Framework speculation

e Telecom

e  Protection (in July 2013 it was raised to 49% from 26% subject to Parliament regard)

e Petroleum Refining (49% permitted under programmed course)

e  Force Exchanges (49% permitted under programmed course)

e Stock Exchanges, Depositories permitted under programmed course upto 49%
49% (FDI & FII) in force trades enlisted under the Central Electricity Regulatory Commission (Power Market)
Regulations 2010 subject to a FDI cutoff of 26 for every penny and a Fll breaking point of 23 for every penny of
the paid-up capital is presently reasonable. [Permitted in September 2012]
(C) 51% is Permitted in

e  Multi-Brand Retail (Since September 2012)

e  Petro-pipelines
(D) 74% FDl is allowed in

e Nuclear minerals

e Science Magazines/Journals

e Petro promoting

e (Coal and Lignite mines

e (Credit data organizations ( raised from 49% to 74% in July, 2013)
(E) 100% FDI is allowed in

Single Brand Retail (100% FDI permitted in single brand retail; 49% through programmed highway; 49-100%
through FIPB)

e Promotion

e Airplane terminals
e Frosty capacity

e BPO/Call focuses

e E-business
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e Vitality (aside from nuclear)
e Fare exchanging house

e Movies

e Inn, tourism

e Metro train

e Mines (gold, silver)

e  Petroleum investigation

e Pharmaceuticals

e Contamination control

e Postal administration

e Streets, parkways, ports.

e Township

¢ Wholesale exchanging

e Telecom (raised from 74% to 100% in July, 2013 by Gol)

e Resource Reconstruction Companies (expanded from 74% to 100 in July, 2013. Out of this upto 49% will
be under Automatic route.

To SUM-UP/CONCLUSION:

For capital formation and want of economic over-haul, the foreign direct investment policy of India is going
through the dynamic phases to allow foreign equity participation along with making the state laws for business
in tandem with the global best law practices in order to make the Indian manufacturing movement a reality i.e.
#Make in India.
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