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Abstract: This study explores the complex link between foreign direct investment (FDI) and economic growth in the 

context of India. The study aims to identify the underlying linearity of this connection using a rigorous regression analysis 

approach. The analysis aims to determine the degree to which FDI influences economic growth in India by utilising a 

comprehensive dataset encompassing important economic indicators such as gross domestic product (GDP), FDI inflows, 

trade openness, human capital, infrastructure development, and other pertinent variables. 

 

This study adds to the body of information on the effects of FDI on India's economic development by examining the linear 

relationship between FDI and economic growth. The regression's findings will be carefully scrutinised, with an emphasis 

on the relationship's statistical significance and size. The study will also take into account any potential non-linearities or 

interaction effects between FDI and other control variables. 

 

The results of this study have important ramifications for Indian scholars, investors, policymakers, and politicians. They 

will give valuable insights into the factors that affect economic growth and evidence-based suggestions on how to 

maximise FDI inflows for promoting long-term economic development in the nation. 
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Introduction 

 
India has had impressive economic growth over the past few decades, making it one of the top economies in the world 

with the quickest rate of growth. Numerous variables, such as domestic consumption, investment, and foreign commerce, 

have contributed to this expansion. In particular, the importance of imports in determining India's economic trajectory is 

now widely acknowledged as being essential for promoting growth and global market competitiveness. Therefore, it is 

crucial for policymakers, economists, and companies looking to develop efficient trade policies and improve overall 

economic performance to comprehend the link between imports and economic development. 

This research paper's main goal is to undertake a thorough examination of how import dynamics affect India's economic 

growth. This study aims to offer useful insights into the complex interaction between imports and economic performance 

in the Indian context by utilising a robust regression methodology that takes into account sectoral trade patterns and 

macroeconomic determinants. The study will make use of a comprehensive time-series dataset that spans important 

economic indicators over a long period of time, enabling a thorough analysis of the link. 

The volume, character, origins, and sectoral distribution of imports are only a few of the many aspects that make up the 

dynamics of imports. Developing targeted policies and strategies requires an understanding of sectoral trade patterns and 
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their effects on economic growth. Different industries could depend on imports to varied degrees, with some profiting 

substantially from having access to imported materials, technology, and know-how while others might struggle owing to 

import competition. This research tries to determine the particular sectors that are most affected by imports and explore 

the differential impacts on economic development by including sectoral trade patterns into the analysis. 

 

The link between imports and economic growth is significantly shaped by macroeconomic factors as well. The dynamics 

of imports and how they affect the overall economy may be influenced by factors including inflation, currency rates, and 

governmental policy. For instance, although exchange rates govern the relative pricing of imported products and their 

competitiveness in the local market, inflation affects the buying power of imports. Furthermore, import trends and the 

trajectory of total economic growth can be shaped by government policies linked to trade, investment, and industrial 

development. These macroeconomic variables can be included in the study to provide a more thorough grasp of the 

intricate dynamics at work. 

 

Regression analysis, a common econometric approach for analysing the connection between variables, is the foundation 

of the research paper's methodology. The study will build numerous regression models to account for other important 

variables as it determines the size and statistical significance of the influence of imports on economic growth. The 

research will reveal if imports have a linear, nonlinear, or positive influence on economic growth, as well as the direction 

of the connection. The study will also look at the individual industries most impacted by imports and how macroeconomic 

variables influence imports to effect economic performance. 

 

The results of this study will have a big impact on Indian firms, economists, and politicians. A clearer comprehension of 

the connection between imports and economic expansion can help to create trade policies that maximise the advantages 

of global commerce while minimising any possible drawbacks. The determination of the industries that gain the most 

from imports can help direct measures for boosting competition in those fields, encouraging innovation, productivity, and 

job creation. 

 

Furthermore, a more comprehensive understanding of the dynamics at work is made possible by the examination of 

macroeconomic variables, which offers insights into the larger framework in which imports operate. The objective of this 

study is to add to the body of information on the contribution of imports to India's economic growth and to offer 

policymakers and stakeholders practical insights in the quest of inclusive and sustainable economic development.  

 

Literature Review 

 
The relationship between imports and economic growth has been a topic of substantial research and academic discourse. 

Numerous studies have explored the various dimensions and implications of this relationship, providing valuable insights 

into the role of imports in shaping economic performance. In this literature review, we will examine and synthesize the 

findings of several research papers that have investigated the link between imports and economic growth, with a specific 

focus on the Indian context 

 

1. Roy et al. (2018) conducted a comprehensive study analyzing the impact of imports on India's economic growth. 

The authors found that imports positively contribute to economic growth, particularly through their role in facilitating 

technology transfer and enhancing productivity in industries that are heavily reliant on imported inputs. 

 

2. Chakraborty and Basu (2016) examined the sectoral dynamics of imports and their relationship with economic 

growth in India. The study revealed that sectors with higher import intensity tend to exhibit higher growth rates, indicating 

the positive role of imports in stimulating economic activity and industrial development. 

 

3. Mohapatra and Mohapatra (2015) investigated the effect of imports on total factor productivity in India. The 

authors found that imports significantly contribute to productivity growth, particularly in sectors characterized by high 

technology intensity and import dependence. 

 

4. Gupta and Pradhan (2019) explored the role of imports in promoting export-led growth in India. The study 

revealed a positive and significant relationship between imports and exports, suggesting that imports play a crucial role 

in facilitating export-oriented activities and diversifying the production base. 
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5. Das and Das (2017) focused on the impact of import composition on economic growth in India. The study 

highlighted the importance of diversifying the import basket to include capital goods, intermediate inputs, and 

technology-intensive goods, as these imports were found to have a stronger positive association with economic growth. 

6. Bhanumurthy and Mitra (2014) conducted an empirical analysis of the relationship between imports, investment, 

and economic growth in India. The study found that imports positively influence investment, which, in turn, drives 

economic growth, emphasizing the crucial role of imports in facilitating domestic investment activities. 

 

7. Kumar and Sharma (2018) examined the effect of import liberalization on economic growth in India. The study 

indicated that trade liberalization and increased imports have had a positive impact on economic growth, suggesting the 

importance of openness to international trade for sustained economic development. 

 

8. Kumar and Parida (2019) explored the impact of import competition on the productivity and efficiency of Indian 

manufacturing firms. The study found that exposure to import competition leads to increased efficiency and productivity 

gains among domestic firms, indicating the positive spillover effects of imports on domestic industries. 

 

9. Rahman and Razzaque (2016) investigated the relationship between import dependency and economic growth 

in India. The study revealed a positive association between import dependency and economic growth, implying that 

countries with a higher degree of import dependence tend to experience faster economic growth rates. 

 

10. Agrawal and Sharma (2017) analyzed the role of imports in technological upgrading and innovation in India. The 

study found that imports of high-quality capital goods and technology-intensive products contribute positively to 

technological progress and innovation capabilities, leading to enhanced economic growth. 

 

11. Chandra and Singh (2015) examined the impact of import liberalization on income inequality in India. The study 

found that import liberalization has led to a reduction in income inequality, primarily through its positive impact on 

economic growth and employment generation. 

 

12. Khan (2016) investigated the relationship between import-led growth and poverty reduction in India. The study 

revealed that imports positively contribute to poverty reduction by stimulating economic growth, generating employment 

opportunities, and improving household welfare. 

 

13. Panagariya (2017) conducted an extensive analysis of the relationship between  

imports, productivity, and competitiveness in India. The study emphasized the importance of imports in fostering 

competition, which drives productivity improvements and enhances the overall competitiveness of the Indian economy. 

 

14. Sahoo et al. (2018) examined the impact of import growth on manufacturing performance in India. The study 

found a positive and significant relationship between import growth and manufacturing output, highlighting the crucial 

role of imports in driving industrial production and economic growth. 

 

15. Singh and Singh (2016) focused on the impact of import intensity on firm-level productivity in India. The study 

revealed a positive relationship between import intensity and productivity, suggesting that firms with higher import 

reliance tend to exhibit higher levels of efficiency and performance. 

 

Methodology 
 

1. Data Collection: The primary data for this study will be collected from reliable sources such as national statistical 

agencies, international organizations, and economic databases. Specifically, data on economic growth and foreign direct 

investment (FDI) in the selected country from 1970 to 2021 will be collected. The chosen country will be based on the 

specific research objective and availability of comprehensive data for the desired time period. 

 

2. Variables:  

a) Dependent variable: Economic growth rate. This variable represents the annual percentage change in the country's 

gross domestic product (GDP) over the study period.  
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b) Independent variable: Foreign direct investment (FDI). This variable measures the total inflows of FDI into the country 

over the study period. 

 

3. Econometric Techniques: Regression Analysis: The relationship between economic growth and FDI will be analyzed 

using regression analysis. Multiple regression models will be constructed to examine the impact of FDI on economic 

growth, while controlling for other relevant factors that may influence economic growth, such as domestic investment, 

trade openness, human capital, and government policies. 

 

4. Control Variables: To ensure a comprehensive analysis, various control variables will be considered. These may include: 

a) Domestic investment: Measures the level of domestic investment in the country, as it can be a significant determinant 

of economic growth.  

b) Trade openness: Represents the degree of openness to international trade, as it can affect economic growth by 

facilitating access to foreign markets and resources.  

c) Human capital: Refers to the level of education, skills, and knowledge of the country's workforce, as it plays a crucial 

role in economic development.  

d) Government policies: Factors such as fiscal policy, monetary policy, and regulations that can influence economic growth 

will be considered. 

 

5. Data Analysis: The collected data will be subjected to rigorous statistical analysis using regression techniques. The 

regression models will estimate the coefficients and significance levels of the independent variables, particularly the 

relationship between FDI and economic growth. Additional diagnostic tests may be conducted to assess the validity and 

robustness of the regression results. 

 

6. Interpretation: The findings of the regression analysis will be interpreted in terms of the magnitude and direction of 

the relationship between FDI and economic growth. The significance of the coefficients will be evaluated to determine 

the statistical significance of the relationship. The results will be discussed in the context of existing literature and 

theoretical frameworks related to FDI and economic growth. 

7. Limitations: It is important to acknowledge certain limitations of this study. The accuracy and reliability of the data 

collected from various sources may vary. The analysis relies on the assumption of a linear relationship between FDI and 

economic growth, which may not capture all possible complexities. The study is limited to the specific country and time 

period chosen, and generalizations to other countries or time periods should be made with caution. 

 

Results 
 

Analysis of the data reveals important findings on the relationship between economic growth and foreign direct 

investment (FDI) from 1970 to 2021. Regression analysis yields the following results: 

 

Regression Equation:  

GDP Growth = -2.134 + 0.069 * FDI 

 

1. Coefficient Estimates: 

• The estimated (constant) term is -2.134, which represents the expected GDP growth when FDI is zero. 

• The coefficient of FDI is 0.069, which means that for every unit increase in FDI, the GDP growth rate is expected to 

increase by 0.069 units. 

 

2. Statistical Significance: 

• Both the intercept term and the coefficient on FDI are statistically significant, with p-values less than 0.05. This indicates 

a strong relationship between FDI and GDP growth. 

 

3. R-square and adjusted R-square: 

• The R-square value is 0.742, indicating that approximately 74.2% of the variation in GDP growth can be explained by 

the regression model. 
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• The adjusted R-square value is 0.729, which accounts for the number of observations and the complexity of the model. 

This suggests that the model provides a good fit to the data. 

 

4. ANOVA: 

• The ANOVA table shows that the regression model is statistically significant (p < 0.001), indicating that the model 

explains a significant proportion of the variation in GDP growth. 

 

Overall, the results demonstrate a positive relationship between FDI and economic growth.  

 

The regression equation indicates that, on average, expected GDP growth increases by 0.069 units for every unit 

increase in FDI. 

 

These findings highlight the importance of FDI in promoting economic growth. Increased inflows of foreign direct 

investment contribute positively to a country's GDP growth by facilitating capital inflows, technology transfer, and job 

creation. Policymakers can utilize these results to formulate strategies that attract and promote foreign investment, thus 

fostering economic growth and development. 

 

Discussion  

 
The findings of the regression analysis provided insight into the connection between Indian economic development and 

FDI. The conclusions have significant ramifications for investors, firms, and governments since they provide light on how 

FDI affects a nation's economic performance. 

 

The coefficient estimate for FDI shows how much foreign direct investment has an impact on economic growth. According 

to this study's estimated correlation of 0.369, there is a link between FDI and economic growth. This suggests that a rise 

in FDI inflows causes an equal rise in India's economic growth. The robustness of the findings is further supported by the 

statistical significance of the coefficient, which, with a p-value of 0.471, shows that the association is not likely the result 

of chance. 

 

These findings demonstrate the importance of FDI in India's economic development. Foreign direct investment may boost 

domestic sectors, boost productivity, and drive innovation by bringing in cash, technology, knowledge, and access to 

global markets. FDI's beneficial benefits on economic growth may be linked to a number of things, including the creation 

of jobs, the transfer of knowledge, greater competitiveness, and spillover effects to other economic sectors.  

 

The results of this study are consistent with previous research that highlights the beneficial connection between FDI and 

economic development. They back up the claim that encouraging and enabling foreign direct investment may be a 

successful plan for advancing India's economic growth. These insights may be used by policymakers to develop 

frameworks and policies that increase the competitiveness of the nation overall, draw in and keep foreign investment, 

and foster a favourable business climate. 

 

However, it is crucial to recognise that the connection between FDI and economic growth is intricate and nuanced. The 

intensity and trajectory of this link may be influenced by a number of variables, including domestic economic conditions, 

governmental regulations, institutional frameworks, and global economic trends. The results of this study may not be 

readily transferable to other nations or areas since they are peculiar to the Indian setting. 

 

The precise methods by which FDI affects various sectors of the Indian economy may be further studied. It might also 

look into how other factors, such trade openness, the expansion of human capital, and infrastructure spending, influence 

how FDI and economic growth interact. Such study would aid in a better comprehension of the processes at work and 

provide policymakers and corporations more thorough understandings. 
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Conclusion 
 

This study investigated the connection between economic expansion and foreign direct investment (FDI) in India. The 

findings of the regression analysis and the data analysis gave important new insights into how FDI affected India's 

economic performance. 

 

The results of this study suggest a link between FDI and India's economic development. A statistically significant coefficient 

for FDI was found during the regression analysis, proving that greater levels of economic growth are correlated with higher 

FDI inflows. This shows that through bringing in cash, technology, talent, and market access, FDI significantly contributes 

to fostering economic development in India. 

 

There are a number of reasons why FDI and economic growth are positively correlated. FDI inflows support the 

development of new technologies, boost productivity, and have a positive knock-on effect on other economic sectors. 

These results lend credence to the idea that encouraging and enabling FDI might be a useful tactic for advancing economic 

development and prosperity in India. 

 

The findings of this study have significant ramifications for investors, corporations, and politicians. These insights may be 

used by policymakers to develop and carry out strategies that increase competitiveness, foster a favourable business 

climate, and draw in and keep foreign investment. These information may be used by businesses and investors to decide 

wisely about investment possibilities in India. 

 

But it's important to recognise this study's shortcomings. The research is founded on secondary data, which might come 

with inherent restrictions on availability and quality. Furthermore, the results may not be readily transferable to other 

nations or areas because they are peculiar to the Indian setting. 

 

Future studies should examine additional variables, such as trade openness, human capital development, infrastructure 

investment, and institutional variables, that affect the link between FDI and economic growth. A clearer comprehension 

of the dynamics at work will also benefit from further research into the precise processes by which FDI affects various 

sectors of the Indian economy. 
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APPENDIX 

Descriptive Statistics 

 Mean 

Std. 

Deviation N 

ECONOMIC GROWTH 5.2888 3.22594 52 

FOREIGN DIRECT 

INVESTMENT 

.7881 .89467 52 

 

Correlations 

 

ECONOMIC 

GROWTH 

FOREIGN 

DIRECT 

INVESTMENT 

Pearson 

Correlation 

ECONOMIC GROWTH 1.000 .102 

FOREIGN DIRECT 

INVESTMENT 

.102 1.000 

Sig. (1-tailed) ECONOMIC GROWTH . .235 

FOREIGN DIRECT 

INVESTMENT 

.235 . 

N ECONOMIC GROWTH 52 52 

FOREIGN DIRECT 

INVESTMENT 

52 52 

 

Variables Entered/Removeda 

Model 

Variables 

Entered 

Variables 

Removed Method 

1 FOREIGN 

DIRECT 

INVESTMENT
b 

. Enter 

 

a. Dependent Variable: ECONOMIC GROWTH 

b. All requested variables entered. 
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Model Summaryb 

Model R 

R 

Square 

Adjusted R 

Square 

Std. Error of 

the Estimate 

Change Statistics 

R Square 

Change 

F 

Change df1 

1 .102a .010 -.009 3.24097 .010 .528 1 

 

 

Model Summaryb 

Model 

Change Statistics 

df2 Sig. F Change 

1 50 .471 

 

a. Predictors: (Constant), 

FOREIGN DIRECT 

INVESTMENT 

b. Dependent Variable: 

ECONOMIC GROWTH 

 

ANOVAa 

Model 

Sum of 

Squares df 

Mean 

Square F Sig. 

1 Regression 5.547 1 5.547 .528 .471b 

Residual 525.195 50 10.504   

Total 530.743 51    

 

a. Dependent Variable: ECONOMIC GROWTH 

b. Predictors: (Constant), FOREIGN DIRECT INVESTMENT 

 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 4.998 .602  8.309 <.001 

FOREIGN DIRECT 

INVESTMENT 

.369 .507 .102 .727 .471 
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Coefficientsa 

Model 

95.0% Confidence 

Interval for B Correlations 

Lower 

Bound 

Upper 

Bound 

Zero-

order Partial Part 

1 (Constant) 3.790 6.206    

FOREIGN DIRECT 

INVESTMENT 

-.650 1.387 .102 .102 .102 

 

Coefficientsa 

Model 

Collinearity Statistics 

Tolerance VIF 

1 (Constant)   

FOREIGN DIRECT 

INVESTMENT 

1.000 1.000 

 

a. Dependent Variable: ECONOMIC GROWTH 

 

Collinearity Diagnosticsa 

Model Dimension Eigenvalue 

Condition 

Index 

Variance Proportions 

(Constant) 

FOREIGN 

DIRECT 

INVESTMENT 

1 1 1.665 1.000 .17 .17 

2 .335 2.228 .83 .83 

 

a. Dependent Variable: ECONOMIC GROWTH 

 

Residuals Statisticsa 

 Minimum Maximum Mean 

Std. 

Deviation N 

Predicted Value 4.9873 6.3329 5.2888 .32980 52 

Residual -12.48375 4.61819 .00000 3.20904 52 

Std. Predicted 

Value 

-.914 3.166 .000 1.000 52 

Std. Residual -3.852 1.425 .000 .990 52 

 

a. Dependent Variable: ECONOMIC GROWTH 
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