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Impact of FDI Inflows on Economic Growth and Startup Development in India: An Empirical Analysis

ABSTRACT:
Aim: This study explores the linkage between FDI inflows and economic growth in India, particularly emphasizing the impact of sectoral FDI inflows in merchandise and services on the establishment and growth of startups in the country. 
Study Designs: The study includes both descriptive and analytical approaches to examine how sectoral FDI inflows contribute to economic growth and foster the growth of startups in India. The study in the analytical section tries to identify significant relationships and the causal links between sectoral FDI inflows and economic growth.
Place and Duration of Study: The study is based on the quarterly data from March 2016 to December 2023, following the launch of the "Startup India" initiative, which is sourced from the RBI database.
Methodology: The study employs OLS regression to identify short-run significant relationships and Granger causality tests to explore the causal links between sectoral Foreign Direct Investment inflows and economic growth.
Results: The study reveals that the Sectoral FDI Inflows in India positively and significantly (i.e., 21.48%) influence the country's economic growth. Further, the inflow of FDI is a unidirectional causality from FDI inflow to economic growth. The outputs are highly applicable to policymakers in the formulation of policies on FDI inflow.
Conclusion: The study concluded that sectoral FDI inflows have significantly impacted economic growth and helped develop start-ups in India.
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1. INTRODUCTION:
​Foreign Direct Investment (FDI) serves as a key catalyst for India's economic growth and startup development by providing capital, technology, and expertise (IBEF, 2024)​. FDI not only facilitates technology transfer and job creation but also offers unique investment incentives. The Indian government's proactive policies, dynamic business environment, and improved global competitiveness have augmented FDI inflows into India.
FDI significantly contributes to India's economic growth by infusing capital into various sectors, including the startup ecosystem. The relationship between FDI flows and Gross Domestic Product (GDP) growth has been established as direct and significant, indicating that increased FDI often correlates with improved economic performance (Sudhakar & Velmurugan, 2023; Mohsin et al., 2024). This impact is particularly evident in the startup landscape, where FDI provides the essential financial backing required for new ventures to flourish (Dahiya, 2024).
India has rapidly emerged as one of the largest startup ecosystems globally, with significant contributions from foreign investments, accounting for approximately 36% of total startup investments over the past decade (Business Standard, 2024). Government initiatives, such as the Startup India program launched in January 2016, have nurtured innovation and encouraged private investments within the startup framework (PTI, 2022). Foreign investments have acted as catalysts by injecting much-needed capital into startups and providing access to cutting-edge technologies, thus fostering global market penetration (Business Standard, 2024). According to some estimates, the involvement of foreign venture capital (VC) and private equity (PE) firms has evolved from mere financiers to active participants integral to operational decision-making in startups (Business Standard, 2024).
While FDI can substantially benefit startups, it also entails risks. The withdrawal of capital during adverse market conditions can destabilize startups, leading to cash flow issues and operational challenges (Business Standard, 2024). For instance, the fallout between Snapdeal and its largest investor, SoftBank, is a cautionary tale of startups' vulnerabilities in a competitive environment (Business Standard, 2024). 
FDI plays a crucial role in driving Indian economic growth, acting as a key driver for the growth of the startup ecosystem.​ As startups thrive, they are increasingly recognized as vital for economic development, job creation, and technological advancement. Given the favorable environment fostered by government initiatives, the synergy between FDI and startups is evident and holds substantial potential for boosting India’s economy.
2. LITERATURE REVIEW:
This section presents a review of existing literature on the subject matter.
Rajan et al. (2008) studied attracting Foreign Direct Investment (FDI) to India. For India to continue experiencing high-quality economic growth, significant investments are required, especially in the energy, social, and physical infrastructure sectors. FDI is the primary source of funding that policymakers are considering. Remember that FDI should not be seen as a quick fix for development and expansion. India should implement a comprehensive growth strategy that incorporates opening up to foreign direct investment and trade. Anitha (2012), in her study, explored foreign direct investment and economic growth in India and looked at different factors having an impact on the flow of FDI, determining the reasons behind the low inflow and offering remedial suggestions to raise FDI in India compared to other emerging countries worldwide. 
The trend of FDI in India and its impact on economic growth (Kumar, 2012), India's foreign direct investment (FDI) increased by 24.2% year over year (y-o-y) to US$ 3.95 billion in April and May of 2013, compared to US$ 3.18 billion in the same period in 2012. Still, the data reveals that the nation lags much behind some growing countries, such as China. However, the consistent rise in FDI highlights the growing confidence of foreign investors in the resilience of Indian markets, which are now open across various industries and sectors. Additionally, the study shows a strong correlation between the GDP and FDI inflow, with India's GDP displaying a positive trend in tandem with the flow of FDI. Singh (2019) studied India's foreign direct investment (FDI) inflows. After the 1991 economic reforms, India started attracting FDI, and by the 2000s, the country witnessed an unexpected surge in FDI inflows. The study focuses on a sectoral secondary data analysis examining FDI influx into India between 2000 and 2018. The study also discusses several aspects of the nation's beneficial FDI spillovers.
Again, Anshu & Singh (2022) studied Foreign Direct Investment in India. According to the report, there have been a variety of FDI influx patterns into India in recent years, consistent with global economic trends overall but usually on the rise. The study reveals that the service sector has been the primary recipient of FDI, attracting significant investments from various countries, while Mauritius stands out as the leading investor in India. The study's data collection period is over two decades and solely focused on the Indian economy. Gizaw et al. (2022) investigated the impact of business regulations on foreign direct investment inflows and economic growth in East African countries. The study highlights that factors such as managing construction, enforcing contracts, accessing financing, securing electricity, tax payments, etc., significantly influence FDI inflows in the region. The region's economic growth is significantly impacted by commerce across borders, starting a firm, protecting minority investors, enforcing contracts, obtaining finance, and resolving insolvency. Furthermore, the findings show that between 2010 and 2019, each additional regulatory reform was, on average, linked to a 3.09% increase in FDI inflows and a 2.24% growth in GDP across East African nations.
Similarly, Deivamani (2023) investigated investment opportunities and economic development in India. This essay seeks to identify investment opportunities in India while also analyzing the favorable policy climate, robust business environment, rising degree of worldwide competitiveness, and economic clout of the government. Dao et al. (2023) examined how foreign direct investment drives employment growth in Vietnam’s formal economy. The study's findings indicate that FDI significantly contributes to employment growth, with foreign-invested firms outperforming domestic ones in job creation. There is a modest but beneficial employment spillover between the foreign and domestic sectors, with factors like capital productivity, company agglomeration, government support, and FDI driving employment growth. Foreign industrial agglomeration, labor quality, and profitability are found to be FDI determinants. Sudhakar and Velmurugan (2023) analyzed the relationship of FDI with India’s economic growth, highlighting a positive correlation between FDI, GDP growth, and the performance of the BSE Sensex.
Further, Mwakabungu and Kauangal (2023) examine the causal relationship between foreign direct investment (FDI) inflows and economic growth in Tanzania from 1990 to 2020. The findings suggest that the variables being studied in Tanzania have a long-term relationship. Furthermore, the findings reveal a positive and statistically significant unidirectional causal relationship between FDI inflows and Tanzania's economic growth. Sadashiv (2023), examined the pivotal role of foreign direct investment in propelling the development trajectory of the Indian economy—a nation renowned for its status as a prime recipient of foreign direct investment inflows. This research paper highlights the crucial role of FDI as a driving force behind India's economic development by shedding light on its key components. Singh et al. (2023) explored the dynamic influence of foreign direct investment on India's employment rates and economic expansion. The primary goals were determining how FDI affected economic growth and the link between FDI and GDP. The Research indicates that a one-billion-dollar shift in FDI will result in a 44.99-billion-dollar difference in GDP. An increase of 1 USD billion will result in a 44.99 USD billion increase in GDP because FDI and GDP have a positive association. Stated differently, this indicates that 5.14 percent of variations in the unemployment rate are attributable to foreign direct investment (FDI). In contrast, the remaining 0.22 percent are attributable to other variables specified inside the error term.
Moreover, Hakim and Budi (2024) investigated the effect of governance on economic growth, addressing the challenges posed by heterogeneities that complicate policy implementation. Their study bridges these gaps by employing foreign direct investment (FDI) inflows as a mediating variable. This study shows that FDI is positively impacted by political stability (PV) and government effectiveness (GE). Additionally, FDI helps mitigate the indirect effects of PV and GE on economic growth. However, the study also highlights that GE negatively impacts economic development, suggesting that ASEAN countries should focus on enhancing GE in a structured, pragmatic, and efficient manner to minimize opportunity costs. Guo et al. (2024) employed a panel study framework to investigate the relationship between foreign direct investment (FDI) inflows and economic growth at sectoral levels in Bangladesh. The results highlight the importance of developing sensible policies and successfully implementing them to draw FDI into various industries and support Bangladesh's economic expansion. Sare et al. (2025) found that the FDI inflow contributes to the economic growth. Kalai et al. (2025) revealed that BRICS countries had demonstrated greater resilience in terms of FDI and trade before and after the COVID-19 pandemic and the Russia-Ukraine war, underscoring the effectiveness of their investment and trade policies in maintaining economic growth amidst global disruptions. 
3. METHODOLOGY 
The study is based on the quarterly data from March 2016 to December 2023, following the launch of the "Startup India" initiative. The analysis uses the real gross domestic product (RGDP) as the dependent variable and sectoral FDI inflows in the Merchandise (MAR) and Service (SER) sectors as the independent variables. The data is sourced from the Handbook of Statistics (RBI database).
The study combines descriptive and analytical approaches to examine how sectoral FDI inflows contribute to economic growth and foster the growth of startups in India. The explanatory section discusses the influence of FDI inflows on economic development and startup promotion. The study uses the OLS regression and Granger Causality tests for analysis. 3.1 Research Objectives:
The study aims to analyze the relationship between FDI inflows and economic growth in India with a view to exploring how this relationship can support the development of startups in the country. The objectives of the study are as follows: 
· To evaluate how FDI contributes to the creation and growth of startups.
· To study the relationship between sectoral FDI inflows and economic growth with the help of Ordinary Least Squares (OLS) analysis.
· To investigate the causal relationship between the variables through Granger Causality analysis.
3.1 Research Hypothesis
A research hypothesis related to the objectives is framed as follows:
H1: The sectoral FDI inflow has a significant relationship with economic growth (RGDP).
H2: There is causal relationship exists between sectoral FDI inflow and economic growth (RGDP)
3.3 How does FDI support the creation and growth of startups?
FDI plays a crucial role in the startup ecosystem by supplying essential financial resources that enable businesses to scale and expand their operations (Dahiya, 2024). Approximately 36% of total startup investments in the past decade have come from foreign investments, underscoring the importance of FDI in fostering a robust entrepreneurial landscape in India (Business Standard, 2024). 
The Indian government actively promotes FDI through various initiatives, including the Startup India program. This initiative provides financial support, tax incentives, and simplified startup recognition processes, attracting more foreign investments (PTI., 2022). As of late 2023, the government has relaxed FDI regulations in multiple sectors, making India an increasingly appealing destination for foreign investors (McKenzie, 2024). FDI fosters startup growth and significantly contributes to job creation and technological advancement. International corporations bring advanced technologies and best practices, which startups can leverage to enhance their operational efficiency and market competitiveness (IBEF, 2024). This symbiotic relationship between foreign investors and Indian startups leads to a win-win situation for both parties.
In 2023, India attracted an FDI inflow of $70.9 billion, reflecting a strategic push from the government to strengthen the startup ecosystem further (Rathore, 2024). Major sectors like services, computer software, and hardware have seen considerable foreign investment, indicating a burgeoning market for startups in these industries. While FDI offers several benefits, it also presents certain risks that need careful management. Examples such as the case of Byju demonstrate the potential pitfalls of aggressive growth strategies pushed by foreign investors (Business Standard, 2024) 5. Therefore, a balanced approach that combines attracting FDI with prudent governance is essential for sustainable startup growth.
In summary, FDI is a fundamental catalyst for establishing and scaling startups in India, fuelled by supportive government policies and the influx of technological expertise. By strategically managing the associated risks, India can continue to nurture a thriving startup ecosystem.
4. ANALYSIS AND INTERPRETATION
4.1 Graphs
[bookmark: _Hlk187402027]The graphs below (Fig. 1) represent the trends of RGDP and sectoral FDI inflow (i.e., MAR and SER). All the variables are in three forms: raw data, natural log data, and differentiated data. 
Fig 1: Trends of RGDP and sectoral FDI inflow


4.2 Descriptive Statistics
Table 1 describes the characteristics of the considered variables. They are calculated using the natural log of MAR, SER, and RGDP. The mean values of lnMAR, lnSER, and lnRGDP are 13.33, 12.89, and 14.97, respectively. The standard deviations (S.D.) of lnMAR, lnSER, and lnRGDP are 0.26, 0.30, and 0.10, respectively. The probability values of lnMAR, lnSER, and lnRGDP are 0.33, 0.30, and 0.48, depicting the normally distributed variables in the series.
Table 1: Summary statistics of variables
	
	lnMAR
	lnSER
	lnRGDP

	Mean
	 13.3314
	 12.8990
	 14.9734

	Median
	 13.2624
	 12.8585
	 14.9765

	Minimum
	 12.8895
	 12.4815
	 14.7709

	Maximum
	 13.7671
	 13.4675
	 15.1337

	Std. Dev.
	 0.2608
	 0.3025
	 0.1034

	Skewness
	 0.3231
	 0.5689
	-0.2575

	Kurtosis
	 1.8705
	 2.2499
	 2.0833

	Jarque-Bera
	 2.1872
	 2.3991
	 1.4280

	Probability
	 0.3350
	 0.3013
	 0.4896

	Sum
	 413.2747
	 399.8697
	 464.1779

	Sum Sq. Dev.
	 2.0408
	 2.7462
	 0.3212

	Observations
	31
	31
	31


Source: Calculated by authors
4.3 Unit Root Test
The Augmented Dickey-Fuller (ADF) test and the Phillips–Perron (PP) test have been applied to check the stationarity of the lnMAR, lnSER, and lnRGDP. Table 2 depicts the result of the unit root testing. In the case of each variable, the null hypothesis (series contains the unit root) is accepted at a level that confirms the presence of the unit root at the level. The ADF and PP tests are run once the variables are transformed into the first difference. The null hypothesis is firmly rejected, and it is shown that the variables are stationary at first difference. Another name for the series that is stationary at first difference is integrated at first order, or I (1). Hence, all the selected variables are non-stationary at the level and stationary at the first difference, which fulfills the assumption of employing Johansen Cointegration. 
Table 2: Unit root test of lnNIFTY, lnGP, lnMS, and lnFER
	Variables
	ADF
	PP
	Order of Integration

	
	At Level
	At first Difference
	At Level
	At first Difference
	

	lnMAR
	-1.0137
(0.7354)
	-7.1273***
(0.0000)
	-0.8407
(0.7927)
	-7.1259***
(0.0000)
	I (1)

	lnSER
	-1.5531
(0.6901)
	-7.8379***
(0.0000)
	-1.6565
(0.7454)
	-4.1905***
(0.0131)
	I (1)

	lnRGDP
	-2.2957
(0.1797)
	-6.4143**
(0.0000)
	-2.1666
(0.2218)
	-13.5300***
(0.0000)
	I (1)



4.4 OLS Regression
The short-run significant relationship is established by using the OLS regression model (Table 3). The model used dlnMAR and dlnSER as independent variables and dlnRGDP as dependent variables. In this case, dlnMAR shows a significant positive relationship with dlnRGDP, and similarly, dlnSER also demonstrates a significant positive relationship with dlnRGDP. Overall, the independent variables determine the dependent variable at 21.48%. Durbin-Watson statistics are 2.00, which depicts the model as the best fit.
Table 3: OLS regression between dependent and independent variables
	Dependent Variables: DLNRGDP

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.

	C
	1.5375
	1.9783
	0.7771
	0.4441

	DLNMAR
	0.2709
	0.1341
	2.0201
	0.0260

	DLNSER
	0.6754
	0.2819
	2.3959
	0.0114

	DCOVID
	-0.5535
	2.6440
	-0.2093
	0.8358

	R-squared
	0.2148
	    Mean dependent var
	1.0632

	Adjusted R-squared
	0.2027
	    S.D. dependent var
	7.2396

	S.E. of regression
	7.1935
	    Akaike info criterion
	6.9077

	Sum squared resid
	1345.407
	    Schwarz criterion
	7.0946

	Log-likelihood
	-99.6169
	    Hannan-Quinn criteria.
	6.9675

	F-statistic
	1.1243
	    Durbin-Watson stat
	2.0011

	Prob(F-statistic)
	0.3573
	
	


Source: Calculated by authors
4.5 Residual Diagnosis
The residual diagnosis (Table 4) of the OLS regression model is verified by testing the heterogeneity, autocorrelation, and normality. The p-value of the heteroscedasticity is 0.14, which shows that the model is free from heterogeneity. Further, the p-value of serial correlation is 0.21, which indicates that the regression model is free from autocorrelation. Finally, the p-value of the residual normality is 0.09, which reveals that the used variables are normally distributed in the series. Overall, we found that the OLS regression model satisfies all the assumptions and is the best fit.  
Table 4: Residual diagnosis of OLS regression model
	[bookmark: _Hlk130402623]Tests
	Methods
	F-statistic
	Prob. value

	Heteroskedasticity
	Breusch-Pagan-Godfrey Test.
	2.1068
	0.1436

	Serial Correlation
	Breusch-Godfrey Serial Correlation LM Test.
	0.7851
	0.2192

	Residual Normality
	Histogram of residual and Jarque-Bera Test
	4.8094
	0.0903


Source: Calculated by authors
4.6 Granger Causality
Table 5 shows the causal relationship between sectoral FDI inflows (dlnMAR and dlnSER) and economic growth (dlnRGDP). Here, we found that dlnRGDP is not the more significant cause of dlMAR, whereas dlnMAR is the Granger cause of dlnRGDP. In the second pair, the dlnSER is not the Granger cause of the dlnMAR, but the dlnMAR is the Granger cause of dlnSER. Finally, dlnSER is the Granger cause of dlnRGDP, while dlnRGDP is not the Granger cause of dlnSER. All the pairs are found to be unidirectionally related to each other. 
Table 5: Granger causality between the variables
	[bookmark: _Hlk109224109]Null Hypothesis.
	F-Stat.
	Prob.
	Implication

	DLNRGDP does not Granger Cause DLNMAR
DLNMAR does not Granger Cause DLNRGDP
	0.0564
18.6174
	0.9453
0.0000
	Unidirectional causality

	DLNSER does not Granger Cause DLNMAR
DLNMAR does not Granger Cause DLNSER
	0.8526
2.0678
	0.4388
0.0238
	Unidirectional causality

	DLNSER does not Granger Cause DLNRGDP
DLNRGDP does not Granger Cause DLNSER
	9.9413
0.7334
	0.0007
0.4907
	Unidirectional causality


Source: Calculated by authors
5. CONCLUSION 
This analytical study emphasizes the relationship between sectoral FDI inflow and economic growth, which promotes start-ups in the country. It was observed that the inflow of sectoral FDI in India significantly and positively influences the country's economic growth. The inflow of FDI is also causally related to economic growth but not vice versa. From the descriptive part, it was observed that about 36% of the FDI inflow was invested in start-ups in the last decade. In particular, FDI investment in start-ups has promoted the growth of start-ups in India since the program's launch. Hence, it is concluded that the sectoral FDI inflow has significantly impacted economic growth and helped to develop start-ups in India over the last few decades.
6. SUGGESTIONS 
The conclusive remarks recommended increasing FDI inflows to promote start-ups in India, leading to economic growth. The authorities should be aware of the regulations for the inflow of FDI so that it does not harm start-ups in India. The current study does not include many factors that directly influence economic growth and play critical roles in start-up development in India. Despite the above, the FDI inflow may suffer various risks, i.e., capital flight, overdependency on foreign capital, trade deficit and balance of payment issue, risk to domestic industries, etc. Hence, the policymaker should be aware of the above risks at the time of making policies on FDI inflow.  
7. FURTHER SCOPE OF THE STUDY
The current study has focused on the FDI inflow in two sectors only, which have a scope to consider all sectors of FDI inflow impact on economic growth and startup growth in India. The study has used OLS regression and Granger causality, which have a further scope for the use of advanced methodology like Johansen cointegration, VECM, etc.
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