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Abstract

Being a developing economy, India is in the position
of benefit, as far as FDI is concerned i.e. the policies
and programs for enhancing and improving
technological base, generating employment and
even for poverty alleviation are made and
implemented, etc. but still the rural part of the
country is still deprived, such people are based on
agriculture for their living and the countries making
Foreign Direct Investment in the country are more
interested in cash crops and allied sector. This
present study will evaluate the scenario on the basis
of FDI made in agriculture for the period from 2005
to 2019 and try to furnish the relationship of FDI in
agriculture and development of rural India. Basic
statistical tools were used to analyse the data, most
of the records were taken from the website of RBI
and further analysed using ANOVA.
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. Introduction

The year 1991 was the turning point for the
Indian economy, this was the time when the country
was thriving for foreign capital to reduce its balance
of payment, enhanced production of good and
services to cater the demands of increasing
population, rapid development in the field to
agriculture, industry and even service sector. The
answer to all such questions came in the form of
industrial policy 1990 and respective amendments in
1991; the policy was formerly known as New
Industrial Policy, 1991. This policy stated that
expect few domains (army related components,
atomic energy, some hazardous material, etc.) every
product and service is liable to be privatized (if
required), private partnership was allowed in a
number of government undertakings, policies and
procedures for the entry of foreign firms in the
country were loosened up, and India was declared as

free country in terms of economic activities. In
order to summarize the statement, LPG
(Liberalization, Privatization and Globalization)
was introduced in this policy and the long term
benefits of the same can be seen in the present
scenario as well.

FDI in the country had mobilized the assets
and currency and this gave rise to the economic
development of the country in a number of terms.
Country got benefitted on different fronts like year
on year economic growth, enhanced and improved
technological base, employment generation, poverty
alleviation, etc. this FDI had also integrated a
number of economies and made them powerful in
the international market, but then again some
countries like Pakistan and Bangladesh were not
able to board the wagon. FDI had enabled the
imparting countries to make their presence in the
international market and enhance their capital for
future reference, on the other hand improved
products and services increased the bargaining
power of such economies, including India. As per
the report of World Bank (2005) before the
developing economies of Asia allowed FDI in their
respective countiresmore than 1 billion people were
not able to meet their bare minimum requirements in
terms of food and shelter; education, employment,
etc. were the far reaching goals, then on the other
hand more than 2 billion people were surviving on
USD 2/- on daily basis, 75% of these 2 billion
people resided in rural areas. Then the IMF also
[presented a report in the same period and it
furnished that the flow of FDI also brought the
interest of foreign investors in the country and by
the passage of time developing economies like India
are liable to become strong in terms of bargaining
power and also in terms of programs and policies of
business.
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Table 1: Sector Specific Limits of Foreign Investment in India

Sector FDI Cap/Equity | Entry Route
A. Agriculture
1. Floriculture, Horticulture, Development of Seeds, Animal Husbandry, |100% Automatic
Pisciculture, and Aquaculture, Cultivation of vegetables & mushrooms
and services related to agro and allied sectors.
2. Tea sector, including plantation 100% FIPB
(FDlI is not allowed in any other agricultural sector /activity)
B. Industry
1. Mln.lng covering exploratlon and mining of diamonds & precious 100% Automatic
stones; gold, silver and minerals.
2. Cpal and lignite mining for qaptlve consumption by power projects, 100% Automatic
and iron & steel, cement production.
3. Mining and mineral separation of titanium bearing minerals 100% FIPB
C. Manufacturin .
1. Alcohol- Distillgtion & Brewing 100% Automatic
2. Coffee & Rubber processing & Warehousing. 100% Automatic
3. Defence production 26% FIPB
4. Hazardous chemicals and isocyanates 100% Automatic
5. Industrial explosives -Manufacture 100% Automatic
6. Drugs and Pharmaceuticals 100% Automatic
7. Power including generation (except Atomic energy); 100% Automatic
D. Services
1. Civil aviation 100% Automatic
2. Asset Reconstruction companies 49% FIPB
74% (FDI+FII).
3. Banking (private) sector FIl not to exceed | Automatic
49%
4. NBFCs 100% Automatic
5. Broadcasting
a. FM Radio 20%
b. Cable network; c. Direct to home; d. Hardware facilities such as up-  {49% (FDI+FII) FIPB
linking, HUB.
e. Up-linking a news and current affairs TV Channel 100%
49% (FDI+FI1)
6. Commaodity Exchanges (FDI 26 % FII FIPB
23%)
7. Insurance 26% Automatic
FIPB (for
8. Petroleum and natural gas : iggg/(PSUs). PSUs).
L b (Pvt. .
a. Refining Companies) Automatic
(Pvt.)
9. Print Media 26% FIPB
a. Publishing of newspaper and periodicals dealing with news and
current affairs
b. Publishing of scientific magazines / speciality journals/periodicals 100% FIPB
74% (including Auto[)natlc up
10. Telecommunications FDI, FIl, NRI, |10 49%and
FIPB beyond
FCCBs,
49%.

Source: https://www.rbi.org.in/scripts/bs_viewcontent.aspx?1d=2513#T3
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Sectors where FDI is banned

1. Retail Trading (except single brand product
retailing);

2. Atomic Energy;

3. Lottery Business including Government / pri
vate lottery, online lotteries etc;

4. Gambling and Betting including casinos etc.

5. Business of chit fund;
6. Nidhi Company;
7. Trading in Transferable Development Rights
(TDRs);
8. Activities/sector not opened to private sector
investment;
9. Agriculture (excluding Floriculture, Horticult
ure, Development of seeds, Animal Husbandry,
Piscicultureand cultivation of vegetables, mush
rooms etc. under controlled conditions and ser
vices related to agro and allied sectors) and P
lantations (Other than Tea Plantations);
10. Real estate business, or construction of far
m houses;
Manufacturing of Cigars, cheroots, cigarillos an
d cigarettes, of tobacco or of tobacco or of t
obacco substitutes.
On a gradual basis both the host country and foreign
economy both get benefitted from the flow of FDI
but the host economy gets specific benefits on the
grounds of employment, productivity, exports,
technology transfer, legal system and even
marketing scenario. As stated by the World
Bank(2009) many of the host countries (in terms of
FDI) are promoting their economic development on
real time basis and the same stands true for the
exports as well. On the other hand the multinational
corporation and the host country differ in a number
of aspects i.e. operations, profit, orientation, amount
of FDI allowed and many other related terms. This
means that allowing FDI is a different matter and
scaling the same with the host country is totally a
different matter, because the policy framework of
the host country and willingness to go global may
add up or hinder the process.

FDI and Agricultural Development

Even in the 21% century, more than 60% of
Indian population resides in rural areas and
dependent on agriculture in one or the other way.
Till the recent past most of the industrial set ups
were dependent on raw material produced within the
country and to a certain extent agricultural
development is the key of overall rural
development. Hence it can be stated that the FDI in

the agricultural sector of the country is a necessity
and the agencies are also looking forward to the
same. But still there is a problem or may be a
serious issue i.e. if the equity stake of the investing
firm increases to a substantial level then the
domestic firm has to find a way to safeguard the line
of development via FDI, as this may call for reduced
volumes of exports and in turn the economy may
lack on foreign currency. The foreign economy may
impose a threat by increasing the stake in
technological and operational level but if the
domestic firm is channelizing the capital inflow in
proper manner then the occurrence of such chances
can be reduced.

If the reference from the past is taken it can
be seen that by the virtue of Indian government and
various other related agencies, India had received
around USD 180, 000 million in the span of 20
years i.e. 1991 to 2010. Since the allowance of FDI
in various industries, the inflow of the same had
increased regularly and in most of the cases the
graph is upward rising. From the announcement of
New Industrial Policy in 1991 the enhancement of
liberalization and scale of operations had grabbed
the maximum increase till 1997. Prior to 1991 the
Debt Crisis of Latin America in 1980 and East
Asian Financial Crisis in 1999 had imposed
downfall in the amount of FDI from said countries.
Moving further there was again a decrease
registered in 2004 due to global recession. Then
from 2006 to 2010 there growth of FDI in India was
remarkable and some credit of the same can be
given to revision in the FDI policy in 2005.

As a developing economy, agriculture adds
up to a large capital inflow in the country and the
same is contributing above 19% in the current GDP.
Then on the other hand, looking at the number of
people living in rural areas, agriculture is the bread
and butter of countless people. The planning
commission of India, Ministry of agriculture and the
related agencies are keen to develop the agricultural
sector so that the rural could be added to the main
stream development. In the 21* century as well, the
agricultural sector of the country is still more or less
unorganized and distributed vaguely. Due to some
unavoidable reasons like dearth of rural credit,
increase in the number of marginal farmers and
increasing cost of material had hold the
development of agriculture sector for time being,
this had also imposed a negative effect on the profit
potential of agriculture related firms. In such a case,
main victims are the small and marginal farmers.
Verma (2015) then on the other hand if the crop is
good then the prices of a number of items fall in the
resource market but if the crop is not so good then
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the farmers are supposed to bear loss, assistance
provided from the government and related agencies
is never sufficient enough to cap the losses. Shohit
(2015)

In India the farmers are working to earn their living
hood but there are a number of obstacles in front of
them, every now and then we use to hear and read
that ‘n” number of farmers committed suicide or the
percentage of rural people migrating to cities had
increased this is the result of regular flaw in the
agricultural produces and to a great extent rural
development is attached to the same.

In this present study the researcher will try to bring
forward the problems and issues in the development
of agricultural sector, as far as FDI is concerned and
also evaluate the growth of agricultural sector in the
recent past.

1. LITERATURE REVIEW

Hsiao et al (2012)stated that the export led
FDI is supposed to reduce the transaction cost of the
host country in a number of terms, this type of FDI
is liable to reduce the overall value of exports as
they are working for the foreign economies i.e. the
respective production facilities are developing in the
said country of exports. In these terms as the level of
exports increases support from the host country also
increases, this scenario is profitable for both the
parties and may be in future more countries should
join this process and give rise to their exports at
international level, this is going to be supported by
particular amount of FDI inflow from imparting
countries.

Ahmad (2015)the author wrote a book by
the name of “WTO and Indian Agriculture’ and this
book stated the gravity of relationship of India with
other member so WTO on the basis of bilateral
agreements, these agreements were relying on the
agricultural products of the country and need of the
same by collaborating countries. WTO had also
issued a number of regulations in this regard by the
virtue of Uruguay Round Agreement, the same had
been extended to all the imparting countries till the
present times. The good thing in this regard was that
all the respective agencies had considered the well-
being of the farmers from any member country.

Reddi et al (2015)stated in their study that
the Indian government is keenly interested in

safeguarding the interest of agricultural producers in
the long run and many of the relevant steps were
taken in this regard. Setting up of international
prices for cash crops, allowing latest technology in
farming, liberalising the norms for water table and
land use, etc. were some of the permission that were
given to the Indian farmers, who were producing
crops for exports on regular basis in a given
financial year. The effect of the same was positive
as well as negative, it was positive where the rural
people were getting employment and business, more
than regular prices were paid to them, irrigation
technology was improved, and many other related
facilities. Still there were some negative aspects
where the demand of food crops increased in the
vicinity, money earned in the process was spend in
arranging for food items, less impact was exerted on
the poverty level in the country.

Arunachalam (2017)stated that in case of
rural development, agriculture use to play a vital
role where all types of people do have a keen
interest i.e. people from the fraternity like
corporates,  politics, academics and even
bureaucrats. According to the author agriculture is
one dimension that is liable to differentiate between
the developing an developed economy, as most of
the industries use to look forward to agricultural
sector for their raw material and many other related
components. The same stands true in case of India
as well, where more than 60% of the population is
dependent on agriculture in one or the other way.
Most of the developing countries had concentrated
on their agricultural sector in order to support the
industries at large i.e. most of the industries use to
rely on agriculture for raw material and semi-
finished materials. The researcher stated that India is
the part of international trade and base of the same
is agriculture to a great extent, although he also
stated that the subsidized form of agriculture
produces should not affect the bargaining power of
India in international market.

Research Process

The researcher had considered the FDI data
for the period of 2005 to 2019 because before and
after this period the total value of FDI had increased
or decreased on random basis i.e. there was no
proper trend as such. The researcher has used basic
statistical tools to evaluate the data.
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I11.  DATA ANALYSIS AND INTERPRETATION
A: FDI Inflow in Agriculture

Table 2: Themagnitude of FDIlinflowsandAGRof FDlinagriculturalsector

'Year FDIlinflowsin /Annual growth rate(AGR)
agriculturalsector(Rs.in millions)
2005-06 5452.90 14.76%
2006-07 3287.78 -39.70%
2007-08 13743.72 318.02%
2008-09 5685.16 -58.63%
2009-10 8705.27 53.12%
2010-11 4823.44 -44.59%
2011-12 8526.22 76.76%
2012-13 10287.37 20.65%
2013-14 23283.67 126.33%
2014-15 21414.89 -8.02%
2015-16 87971.89 310.79%
2016-17 17773.77 -79.79%
2017-18 29695.44 67.07%
2018-19 87406.10 194.34%

Source: Ministry of Commerce and Industry and CSO (1991 and onwards)
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Figure 1: FDI in Agriculture (2005-2019)
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the above given table states that for the study period
i.e. 2005 to 2019 there was a gradual increase in the
flow of FDI, although in 2008, 2011 and 2016 there
was a steep decline in the total value of FDI in
agriculture, some of the reasons can be the global
slowdown, recession and financial crisis in the
imparting countries. Then in some of the cases there
was a steep increase in the same, this is due to the
high demand and huge inflow in food processing
sector i.e. the infrastructure was improved and
investors were satisfied with the returns.

B: FDI Inflow in Agricultural Sub Sectors

I FDlinflowsinagriculturalmachinery-
The increased FDI in agricultural sub sectors had
supported the 750 million people living in rural
areas of the country, like in case of machinery the
improved technology had increased the production
and decreased the human effort in the process also
the saved energy is utilized in more productive
areas.

FDI inflows (Rs. in million)
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Figure 2: FDI Inflow in Agricultural Machinery

As can be seen from the above figure 2 that for the
Study period there was a gradual increase till the
period of 2012 and then there was a steep increase
in 2015, then again the same declined in 2018 and
increase highly in 2020. These changes were
because of the conditional changes in the economic
infrastructure of the country and even the investing
country.

ii. FDlinflows in fertilizers-Under automatic
route 100% FDI is allowed in fertilizers as this is
one of the most essential thing for good
productivity. Due to this decision many advantages
were realized like, growth of the industry, quality
improvement, technology improvement and even
expansion of agriculture.
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FDI inflows (Rs. in million)
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Figure 3: FDI Inflow in Fertilizers

C: Direct FDI in Different Cash crops
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Figure 4: FDI Inflow in Various Cash Crops

As given in the figure 4 above it can be seen that in
case of Oil and Vanaspati, FDI was on a regular
basis but then gain it was not consistent for the
study period, it was highest in 2003 and 2004 and
lowest in case of 2017 and 2018.

Then in case of rubber goods the FDI inputs from
various countries had remained on increasing
dimension and gradual slowdown was identified due
to issues related to investing country and also
because of gradual slowdown in Indian economy.
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Then in case of sugar, there was a gradual increase
in the input of FDI throughout the study period, this
because of the reason that among all the
consumables India was exporting sugar to other
countries, even before the start of FDI. As a matter
of fact in 21% century the consumption and
production of the same had increased to a
substantial level and the effect of the same can be
seen on increasing FID in the sector.
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ANOVA Results
The researcher had conducted ANOVA to analyze
the mean difference between the results on the basis

of investment made during the study period. The
decision rule was the significance of difference.

Table-3: Result of ANOVA Testing

Analysisofvariance

Withingroups

FDIlinflows SS Df MS F Prob.
Betweengroups 5.26 4 5.31 1.842 0.079
6.33 18 4.06

Total 11.59 22

The result of ANOVA test state that the
sum of square between groups is sell than the sum
of square within the selected sector. This states that
the amount of FDI varied more within the selected
sector as compared to among sectors. Large
variances indicate inconsistencywhichcan
negativelyaffect investment planning. Then on the
other hand, Mean square among sector is higher
than the Mean square with groups, also the test
statistics stated the ‘F’ value is not much significant
at the 5% level of significance, but at 10% level of it
was found significant.

This shows that in the above given sectors
and in the given study period the supply of FDI was
not adequate enough, it should be high enough to
cater the farmers and agriculturalists in the rural
areas. On a theoretical basis it can be said that the
infrastructure of the country is not facilitating
enough to attract the investors, also there is a need
to review the policies related to FDI.

IV.  CONCLUSION

As stated above agriculture sector
comprises of different sub sector and FDI is being
made in these sub sectors on the basis of return on
investment and willingness of the imparting
countries. Some of the sub sectors are stated above
and the result of analysis stated that the still the
amount of FDI coming in the country is not
sufficient enough to cater and engage the vast
population of rural poor. Hence to can be stated that
FDI in agriculture sector is not solely liable to
develop the rural India and there is a serious
requirement of revised policies and programs to do
the same. In the present scenario FDI is having a
positive impact on the overall rural development but

the same is restricted to certain areas and states i.e.
FDI is made on the basis of crops sworn in different
states. So the cultivators and government agencies
should develop more compatible infrastructure to
attract more and more FDI in different states of the
country.
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