
THE FLOW OF INTERNATIONAL FINANCE IN THE FORM OF 

DIRECT INVESTMENT OR PORTFOLIO INVESTMENT 

 

PRIYANKA 

M.Com (UGC NET) 

EMAIL : phgc3560@gmail.com 

Abstract 

The ongoing developments in retailing and its enormous contribution to the economy, retailing continues 

to be the least advanced industries and the growth of composed retailing in India has been much slower 

when contrasted with rest of the world. Without a doubt, this troubling situation of the retail sector, in 

spite of the on-going flood of incessant liberalization and globalization comes from the nonattendance of 

a FDI encouraging policy in the Indian retail sector The present paper examines the FDI policy and FDI 

policy in Retail sector, and talked about Porter's five force model for FDI in retail sector and types of 

FDI. The findings of the examination point out that FDI in retail would without a doubt empower India 

Inc. to integrate its economy with that of the worldwide economy. 
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1. INTRODUCTION 

Conceptual Framework is imperative for the key 

terms utilized in any examination under 

research. In this section the target is to feature 

key issues and explanations identified with the 

terms of concentrate, for example, FDI and 

components of BOP. Clearly, the conceptual 

framework is the theoretical existing knowledge 

identified with the theme accessible and goes 

about as commonly adequate elucidation of the 

practices of different substances.  

1.1 Foreign Direct Investment (FDI)  

Liberalization, Industrialization, Privatization 

and Globalization, have all contributed to the 

spread of Multinational Corporations and Trans 

National Corporations. The essential errand of 

both is that they invest in foreign substances and 

take advantage of the foreign land. This is 

befitting for them in the short just as long run. 

These MNCs and TNCs show skills that are 

unmatched by other domestic organizations, for 

example, financial services, capital, heavy 

machineries, strategy and so forth.. The move of 

the worldwide economy from independence to 

interdependence has permitted the route for 

increase in the investment by the MNCs and 

TNCs all through the world. This has prompted 

development of new terminology in the 

international economics, for example, Foreign 

Direct Investment.  

The stream of international finance or all the 

more obviously the capital might be in the form 

of direct investment or portfolio investment. 

Direct investment alludes to investment in new 

offices or for strategic reasons while on the other 

hand the last alludes to acquisition of securities 

that considers information exchanged by Keynes 

as theoretical motive (OECD, 2002). FDI is the 

natural result of the institutions of the nations of 
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origin and host nations (OECD, 2008). IMF 

defines FDI as "Investment that is made to gain 

a lasting interest in an undertaking operating in 

an economy other than that of the investor. The 

investor's motivation being to have a viable 

voice in the management of the endeavor." 

basically, FDI transfers to the host nations; 

capital, managerial skills, technical know-how, 

innovation, technology and so forth In this way, 

it is a long term international capital 

development with the intention of managerial 

control over the proprietorship in the host 

nation. In this manner, a vital component which 

chooses about FDI is the offer in proprietorship. 

In such manner, unmistakably UNCTAD defines 

that FDI is the investment that spans with a level 

of 10% investment in the equity of the company. 

Along these lines, any investment underneath 

10% isn't considered FDI rather it is considered 

Portfolio Investment (PI)  

2. FDI AND OTHER FORMS OF CAPITAL 

INFLOWS  

In a period where sustainable development is 

considered one of the critical objectives of the 

economy, it is FDI that is acknowledged as a 

medium to accomplish the equivalent. It is 

normal that FDI through MNCs will go about as 

upgrade to growth in host nations in comparison 

to some other type of capital inflows, for 

example, Aids, International Loans and so on. In 

the event of developing economies, where there 

is constraint on domestic savings, FDI 

supplement the national savings and may 

advance economic growth (Moosa, 2002). FDI 

is considered better than other forms of capital 

as they are non-debt creating on one hand and 

non-unstable on the other hand. However, 

instability in the long run is exposed to 

investigation, in short run it is absent because of 

the involvement in possession. Another reason is 

that the return on FDI relies upon the real 

exercises in the economy, that is, the return 

relies upon the performance of the ventures 

financed by the investors. FDI encourages 

international exchange on one hand and transfer 

of knowledge, skills and technology on the other 

hand  

3. TYPES OF FDI  

(A) By Motive  

(a) Resource Seeking  

This type of FDI is persuaded because of the 

presence of natural resources in host nations. It 

has its very own chronicled development since 

times immemorial and remains a significant 

source of FDI for a large portion of the 

developing nations. At an international level the 

general significance of resource seeking FDI has 

increased in nations having low protectionism 

and has diminished in nations having high 

protectionism.  

(b) Market Seeking  

This type of FDI is pulled in by the size and 

growth of the markets of the host nation/nations. 

The likely points of interest are the strategic 

positioning, substantial customer base, evasion 

of imports hindrance, and so forth. Stating 

essentially, direct investments seeking markets 

whether old or new goes under the class of 

market seeking FDI Essential components while 

considering market seeking FDI are transport 

costs, transfer pricing, duties, non-levy 

hindrances to exchange, uncertainty in exchange 

rates because of high unpredictability and so on. 

A definitive motive of the MNCs or TNCs 

involved in market seeking FDI is to conquer 

exchange protection in order to supply 

merchandise and enterprises to the nearby 

market.  

(c) Efficiency Seeking  
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Efficiency seeking direct investments lays on 

minimal effort of production, specific skills, 

ease exchange, ease of assistant exchange 

services and so forth. The MNCs and TNCs 

involved would like to increase their efficiency 

by exploiting the advantages of economies of 

scale both internal and external. This type of 

FDI is generally found in developing nations.  

(d) Strategic Asset Seeking  

This type of FDI is available in the post 

globalization phase of the organizations or in the 

phase of Trans nationalization. Through this, 

assets are made that emphasis on skills and 

technology. Henceforth, it is a strategic 

investment to keep the loss of . 

(B) By Direction/Flows  

(a) Inward FDI/FDI Inflow  

This type of FDI originates from the stream 

concept in macroeconomics. Inward FDI or FDI 

inflows alludes to the foreign capital coming 

into the domestic economy. Each nation need 

foreign capital especially the developing nations 

because of constrained domestic capital (Jones 

and Wren, 2006). Diverse highlights of the 

nation may draw in the foreign investors. As of 

now the motives has been talked about similar 

motives manage the investors in selecting the 

territory of investment.  

(b) Outward FDI/FDI Outflow  

This type of FDI is the division based on the 

stream concept of macroeconomics. This alludes 

to every one of the funds that are invested by the 

domestic economy in the foreign land 

(Dreyhaupt, 2006). Sometimes it is additionally 

named as capital flight, the capital that moves 

out of the domestic nation because of 

troublesome factors in the domestic economy or 

because of better ideal factors in other nations.  

(C) By Target/Entry Mode  

(a) Greenfield Investment  

It involves an investment where crisp production 

offices are set up by the company (Griffin and 

Pustay 2005). It enables the firm to set up its 

operations in another market where growth is 

normal.  

(b) Mergers and Acquisitions  

Acquisition as FDI entry mode is these days 

generally utilized as it offers control to the 

organizations without increasing market 

competition. Under acquisition a foreign firm 

gets the assets and control over the home firm. 

In this way, it enters the market without 

increasing the competition. An acquisition is 

more advantageous than a Greenfield 

Investment. 

(c) Joint Venture  

A joint venture is commonly defined as a 

business endeavor which is somewhat claimed 

by a firm together with at least one partners. The 

definition of a joint venture suggest that the all 

out offer of assets possessed in the host nation 

company will be under half, and therefore not 

controlled by the parent firm.  

(d) Licensing  

Foreign firms often indulge in international 

licensing consent to make and sell in the host 

nation. The procedure involves a licensor in the 

nation of origin to get an open door for sharing 

resources with the licensee in the host nation. 

The resources include patents, trademarks, 

managerial skills, technology and so on. 
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Figure 1: Types of Foreign Direct Investment 

4. THEORIES OF FDI 

Despite the fact that separate theories for inward 

FDI are not accessible yet the summed up FDI 

theories might be interpreted to understand and 

create theoretical discussions on FDI flows.  

(A)  Classic FDI Theory  

The proponents of this theory are Hymer (1960) 

and Kindleberger (1969). They featured the 

linkages of FDI with the blemished markets. 

Market imperfections, for example, factor 

market imperfections, products market 

imperfections, scale economies and government 

controlled restrictions are the reasons for FDI 

flows. Hymer (1960) has seen that for 

organizations to involve in FDI they need an 

upper hand contrasted with foreign producers. 

Be that as it may, the classical theory neglected 

to explain why organizations will involve in FDI 

flows when other option, for example, exporting 

is accessible. Last theories of FDI by different 

creators concentrated on this basic issue.  

(B) Internalization and Transactions Cost 

Theory  

Among others, Buckley and Casson (1976), built 

up the theory of internalization that explains 

why organizations select FDI flows rather than 

exporting. While exporting, the company 

involves in inter country transactions yet with 

FDI flows, the transactions move toward 

becoming inter corporate (as the firm may 

operate backup in foreign country). This 

according to Buckley might be named as 

internalization of knowledge, human capital and 

patents by the company when it involves in 

outward FDI.  

(C) Location Theory  

FDI flows might be because of draw factors or 

push factors and in both the cases the location 

assumes an imperative job. A few firms are 

roused to invest abroad because of one or other 

reasons. Vernon (1966) watched and concluded 

that investment in production of progressively 

technical items ought to be situated in countries 

with appropriate  

(D) Eclectic Paradigm Theory  

Otherwise called OLI framework was created by 

Dunning (1977, 1988) and was an endeavor to 

mix every past theory identified with FDI.  
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5. MACRO ECONOMIC AND MICRO 

ECONOMIC ASPECTS OF FDI  

Macroeconomic part of the FDI is connected 

with issues, for example, domestic capital 

formation, balance of payments, taking 

favorable position of external market to become 

quicker. On the other hand, the micro economic 

perspective is identified with issues, for 

example, cost reduction, item quality 

improvement, changes in industrial structure, 

inter-firm linkages and so forth. At 

macroeconomic level FDI is aggregation of 

investment by all MNCs while ignoring the 

individual explicit highlights of the MNCs 

however that is impossible if there should be an 

occurrence of micro economic effect of FDI. 

The micro economic effects of the investment  

6. CROWDING-IN AND CROWDING-OUT 

IMPACTS OF FDI  

Crowding in methods the activation in the 

investment of the host country in upstream or 

downstream production due to FDI flows by the 

producers FDI in fares inspires and empowers 

downstream production while on the contrary 

FDI in infrastructure persuades and supports 

upstream production as is for the most part 

acknowledged both theoretically and 

experimentally. The multinational corporations 

presents unique open door for fares by access to 

inter firm markets that are sufficiently huge 

which have their setup in the host countries. 

These open doors are accessible as a privilege to 

foreign offshoots. The growth because of capital 

stream and higher efficiency accomplished along 

with it might in turn empower higher 

investments in the economy.  

7. ADVANTAGES OF FDI FOR THE HOST 

COUNTRY  

At the start, insufficiency in availability of 

domestic investment and foreign exchange are 

expelled by FDI. Other lacunas in the domestic 

entrepreneurial limit may likewise be 

overwhelmed by FDI inflows. Out of a few 

advantages of FDI, the prominent advantages are 

as per the following:  

(A) Resource-Transfer Benefits  

Foreign Direct Investment adds to the growth 

rate of the country and decidedly contributes to 

the host country's economy by providing 

technology, capital and management expertise. 

Without FDI these benefits show up either 

unachievable in the short run or are costly for 

domestic economy. A case of resource transfer 

benefits is the consolation of FDI by Indian 

government in oil industry.  

(B) Capital Availability  

Host country firms, especially in developing 

countries, don't approach financial resources 

however MNC's because of their financial 

quality and economies of scale only here and 

there face such an issue. MNC's may get the 

funds through internal financing (retained 

earnings, capital reserves and so on.) or may 

raise from financial markets effectively because 

of their reputation which may not be the 

situation with host country domestic firms 

(Acedo and Jones, 2007). This reality was 

distinguished by Indian government and 

therefore foreign elements were invited to form 

joint ventures in various sectors in the Indian 

economy.  

(C) Technological Progress  

In the time of globalization, technological 

progress and economic growth are inter-linked 

and there has all the earmarks of being 

bidirectional causality between technological 
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progress and economic growth. It is currently 

generally acknowledged that economic growth 

and industrialization are animated through 

technology. The progress can take two forms. 

One way is that the technology is incorporated 

in a production procedure which includes the 

technology for discovering, extracting and 

refining oil.  

(D) Management Expertise  

Management expertise and skills gained with the 

inflow of FDI generates vital advantages for the 

host country. Human resources from subsidiaries 

of MNC's in host economy having expertise in 

managerial, technical and financial undertakings 

advances entrepreneurship and set up indigenous 

firms. The micro and macro environment of the 

MNC's is influenced by the  

8. THE COSTS OF FDI TO HOST 

COUNTRIES/DISADVANTAGES  

There are three costs that are of concern to host 

countries. They emerge because of conceivable 

adverse effects of FDI on competition in the host 

economy, the apparent risk to national 

sovereignty and autonomy and adverse effects 

on the balance of payments. They are talked 

about in the following sections.  

(A) Adverse Effects on Competition  

In the past section, advantages of foreign direct 

investment were examined. In this section 

MNC's adverse effects or in other words the 

concern of host countries would be examined. 

The essential concern of host country is the 

intensity of foreign MNC's that might be more 

prominent than indigenous competitors. On the 

off chance that a MNC is a piece of a 

multilateral international organization, the 

foreign MNC may finance its cost in the host 

economy by drawing funds generated 

somewhere else. This could enable the MNC's to 

monopolize the market and may drive 

indigenous organizations out of business.  

(B) National Sovereignty, Environmental 

Concern and Autonomy  

The vast majority of the host governments have 

a concern that FDI accompanies a cost, that is, 

loss of economic independence. The key 

decisions affecting the host country's economy 

both at micro and macro level, might be made 

by a MNC having no long term real 

responsibility to the host country. This implies a 

policy where government has no real control. A 

case of this concern is what was drilled by 

European nations towards the US MNC's as they 

considered the foundation of US MNC's in 

Europe as danger to their national sovereignty.  

9. GOVERNMENT POLICY 

INSTRUMENTS AND FDI  

In order to understand and handle the issue of 

bargaining power between MNC and host 

government, it is of principal significance to 

feature policy instruments that host government 

may use to manage FDI situated exercises by 

MNC's. The policy instruments are utilized by 

both home countries and host countries in their 

inward FDI and outward FDI regulations.  

(A) Home-Country Policies  

Using government policies, home country can 

empower or limit FDI.Both aspects are 

examined in the following section.  

(a) Encouraging Outward FDI  

Numerous nations that invest acknowledge 

government upheld insurance projects to cover 

different types of foreign investment risks. The 

different classifications of risks insurable with 
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the assistance of governmental projects include 

the risk of nationalization (expropriation), 

inability to transfer profits to home country and 

war losses. The target of such projects is to be 

helpful and give firms a support to embrace 

investments in politically shaky nation  

(b) Restricting Outward FDI  

Profoundly industrialized countries have 

endeavored to have control over outward FDI. 

Out of the concern for balance of payments 

disequilibrium of the country, the policy 

embraced has been put a breaking point on 

capital outflows. For instance, Britain has from 

the mid 1960's until 1979 received exchange 

control regulations in order to restrict the sum an 

endeavor could remove from country from its 

capital.  

(B) Host-Country Policies  

The situation and stand of host country is not 

quite the same as that of home country. In such 

manner, host country is interested in restricting 

FDI and at times encouraging FDI depending on 

the situation and need of great importance. 

Previously, political stand and belief system has 

been utilized to formulate policy on such issues.  

(a) Encouraging Inward FDI  

Host governments offer alluring incentives to 

foreign firms to invest in their economy. The 

most common incentives include charge 

concessions, sponsorships, concedes and low-

interest loans. Incentives are given by the host 

country in perspective on the likely gain from 

the resource transfer and work effects of FDI.  

(b) Restricting Inward FDI  

In one way or the other host governments utilize 

a number of control measures to limit FDI. The 

two prominent measures are proprietorship 

constraints and performance prerequisites. There 

are a few forms of proprietorship constraints 

differing from developing to created countries. It 

additionally happens that sometimes foreign 

organizations are avoided from certain 

industries.  

10. CONCLUSION  

As for the advantages and disadvantages of FDI 

as has been talked about in the sections there is a 

need to understand that these advantages or 

disadvantages are relative and fleeting and not 

total, as is considered by few. By liberalizing or 

regulating FDI the point of host economy 

government is to boost industrial development. 
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