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India’s FDI challenge: Letusturn
success into sustainable growth

Our net FDI drop was partly on account of profit repatriation and we must pitch India’s high potential to lure fresh inflows
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India’s FDI story muéf regain stl;éngth .

fter years of steady growth, net flows e
of foreign direct investment (FDI) Gross inflows of foreign direct investment (FDI) have held up but rising repatriation of : fee
into India declined sharply from $39 funds has reduced net inflows. shif
billion to less than $1 billion between (in$ million) @ Gross inflows @ Repatriation & Net inflows afte
, fiscal years 2021-22 and 2024-25,a " 100000 ; AL, A wor
o @ stunning reversal that has attracted int arer
attention. This decline mirrors trends in other mo / The
emerging markets, including Asian peers like ture
Chinaand Thailand. Yet India’s share in world net Draj
FDI has fallen by 2.5-3.0 percentage points. How- “Th:
ever, there ismore to this trend than the headline w
numbers suggest. India’s net FDI drop stems dowr
equally from increased outward investment by bea
Indian companies (up 60%) and decreased inflows founc
from foreign investors (down 50%). The oft-cited e
100% decline refers tonet flows, or the difference stick—
between inward and outward investments, both stifles
adjusted for profit &epatriz‘ltions. k ‘ Exa
/| Theunder ynamics reveal amore com- ; B W i @ e e s Jas S
plex picture.‘B]yai‘slgd on available data, gross FDI Y4 Y5 Y6 [ FYio Y20 P v o P z,aeyasrt(]
hflows have fallen by only13% (from $82 billion to Note: Net lnﬁo’ws are lronlv the:alame of Payments and defined as Gross Inflows less C it
billion, peak to trough), while repatriation of Profite y foree ; pa : PSRG0T e logvﬁl
fits by foreign companies has surged 64% (from i GOPAKUMAR WARRIER/MINT emplo
illion to $44-billion). This repatriation surgeis | activediplomacy that highlights India’s unique momentum that must be sustained. The next 80+ h(i
primary driver of declining net FDI inflows. advantages: political stability, macroeconomic phase requires deepening existing ;efoms rather le “lit
Phe equity component of FDI tells the clearest strength and a vast domestic market potential, fac- | than introducing new ones that might si ;l li {’her 'S
istory. Net equity FDI declined by $38 billion, tors that could partially offset tariff challenges. uncertainty. Credit rating upgradei coulgc;‘he{)o agy Johi eé
¢ driving the overall drop. Gross equily inflows fell Research by The Foundation for Economic foreign invéslmem and sovereign ratings h: vp' - 3\
25% from $61 billion to $46 billion, while equity | Development on Special Economic Zones (SEZ) shown a strong historical im lon gl gi 0 'e e
! repatriations increased by more than half, Tradi- | revealshow policy reversals;like the 2012 intro- adin's O03 ISLONC . CanS 3209 globally. . . datea
y tional sources, including the US, have reduced duction of minimum alternatetax andremioval of | ‘ment to fiscal conso]idaﬁonandmfon'crg trajectol P expec
# their investments, while Japan, the Netherlands dividend distribution tax éxemptions, coincided position it well for potential upgndwthatcould,y :%e'lc‘t
and Mauritius have increased theirs. Theservices | with structural declines in SEZ growth. Foreign unlock new investorinterest. Ea
sector, primarily computer services and R&D, investors seem to prize predictability above all Our FDI challenge reflects success as much asa e':be;gjl
accounts for much of the decline. else. Every policy change should undergorigorous | struggle. Companies are extracting profits from labelli
Neither increased repatriations by foreign com- | impact assessment to ensure it does not inadvert- successful Indian operations, while apparently the fa;‘ f
paniesnor higher outward investment by Indian ently signal instability. hesitating to make fresh commitments amid global received
_residents should cause alarm. Both may partly Global surveys consistently identify political uncertainties. Instead of lamenting increased that the
reflect India’s economic maturity. Foreign firms stability and macro fundamentals as primary FDI repatriation and outward investment by residents, suade en
are extracting profits from Indian operations drivers. India excels in both, but could leverage we must expand the pipeline of new investment by There’
through dividends, share buybacks and technical these advantages more effectively. The govern- using policy stability as acompetitive advantage, about thi
fees, thus demonstrating confidence in the profita- | ment’s electoral mandate and demonstrated eco- aggressively courting global companiesand learn- pay you. |
bility of their investments. nomic management offer compelling selling points. | ing from internal successstories. According to isn'titthe
Our challengeisn’t to reverse repatriation, as More action is needed on easing the regulatory | UNCTAD’s World Investment Report 2025, India CEO'svis
that is perhaps a natural outcome or even a para- environment, improving logistics and enhancing ranked fourth global]ym the num_b?r of greenfield Stanke
doxof our success, We should focuson increasing | workforcesskilling. The World Bank's Logistics projects announced in 2024. Their implementa- ence” sup
grossinflows to fuel continued growth. With Performance Index, for example, placed India at tion isimportant. ; “familial ¢
India’s massive infrastructure and development 38th position in 2023, based on six parameters. Our economic fundgmemals remain strong, market-b:
financing needs, current gross FDI levels remain Closing these gaps could yield substantgal FDI . domestic .m.arke(; contgnt!sle;]t;} i:(r;;z:nd.and de;no- agements
well below potential. returns. We can learn from success stories within graphic dlylden pfi[:]';b:;ll — ezg_:?‘f m’ll‘]; be be farther
Over-reliance on traditional partners may have Indiaand the stark disparity between states. Tamll bold, ct?nsl§tenl an iy Ca);l o é)eee(li ) ei d'e data companie
created vulnerability. While punitive tariffs on Nadu, for example, receives a whopping ?50 times | shows ?rezgq com£ E e onee inIndia, but Toseewh:
Indian merchandise exports to US markets pose more FDI than Bihar in absolute terms, likely due | wemus cpn;mc;,- i new ven- thelegend
it to advantages in governance, infrastructure and tures. Awindow foraction isopen, but it won’t Amabile, w
challenges, they could plsopresentan opporupLy i ili States can study and adapt remain so indefinitely. We must move decisively t i .
tolook beyond traditional partners for both trade business facilitation. s cal ly transform the FDI chall ! ly to sicand extr
and investment. We could establish a dedicated successful models from leading states. Internal ;ans ox;r: s Wthenge into the next chapter She define
task force to engage with theworld’stop50 com- | competition for FDI benefits the enumaount;y. 2 0 ‘l’rl‘:i';z Ili??al alagsTZn story. . peopleare
anies, offering compelling reasons to choose Inve§unent climate improvements, streamlin an CO"Mblfled to this article, own interes
p regulations and reduced bureaucracy havecreated | Thesearetheauthors’ personal views. Extrinsic 1

India over competitors. This may also require pro-
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