
Small-scale industry 

Small scale industries are made up of small businesses that produce goods or services with the 

help of relatively limited machines and a small number of workers and employees. Essentially, the 

business must follow the guidelines put forth by the Indian government. For the time being, these 

are the limits: 

1. For Goods Manufacturing Units, plant and machinery investments must be between 25 lakhs 

and five crores. 

2. Service providers must invest between ten lakhs and two crores in machinery 

Small-scale industries are the lifeblood of the economy in emerging countries like India. Because 

these are typically labour-intensive businesses, they provide a lot of jobs. They also aid in the 

economy’s per capita income and resource use. From a financial and social standpoint, they are a 

vital part of the economy. 

Examples of Small-scale industry  

1.Bakeries 2.Candles 3.Paper Bags 

MSME Definition (latest classification) 

The classification of Micro, Small and Medium Enterprises is defined under the MSMED Act 
2006 amendment dated 01/06/2020. The Micro, Small and Medium Enterprises is based on the 
Investment in Plant, Machinery or Equipment values (excluding land and building) and Annual 
Turnover. This shall come into effect from 01.07.2020. 

 Micro Enterprise: Where the investment in Plant and Machinery or Equipment does not exceed 
one crore rupees and turnover does not exceed five crore rupees. 

 Small Enterprise: Where the investment in Plant and Machinery or Equipment does not exceed 
ten crore rupees and turnover does not exceed fifty crore rupees. 

 Medium Enterprises: Where the investment in Plant and Machinery or Equipment does not 
exceed fifty crore rupees and turnover does not exceed two hundred and fifty crore rupees. 

 

Following are the three main types of small-scale industries: 

1. Manufacturing Industries: Manufacture goods for further processing or finished products for 
consumption, such as food processing units, engineering units, and power rooms. 

2. Ancillary Industries: Manufacture components for other manufacturing units where they turn 
into final products. Industries manufacturing automobiles, railway engines, tractors, etc., are 
examples of ancillary industries. 

3. Service Industries: Rather than manufacturing products, these industries deliver services like 
repair, upkeep, and maintenance of products. 



Characteristics of small scale industry 

1.Ownership of Small Scale Industries: Most of these businesses are owned by a single person. 

As a result, it is either a sole proprietorship or a partnership. 

2.Management: In most cases, the owner/owners are in charge of both management and control. 

As a result, the owner is actively involved in the day-to-day operations of the company. 

3.Small-scale industries have a limited geographic reach. As a result, they are able to meet local 

and regional demand. 

4.Labor-intensive: These small-scale businesses rely heavily on labour and people to complete 

their tasks. As a result, their reliance on technology is quite low. 

5.Flexibility: These units are better suited to shifting business conditions. So, in the event of 

unanticipated changes or developments, they are adaptable enough to keep going. This is an 

advantage that large industries do not have. 

6.Resources:They rely on local and easily accessible resources. This also benefits the economy 

by allowing for more efficient use of natural resources and less waste. 

Roles and importance of small scale industries in India: 

1. Employment generation: Small scale industries are one of the best sources of employment 

generation in India. Employment is one of the most important factors that determines the growth 

of a nation. Therefore, development of small scale industries should be encouraged for the 

development of more employment opportunities in the nation. 

2. Less Capital Requirement: Small scale industries are less capital intensive than the large scale 

industries. Capital is scarce in developing countries like India and therefore, small scale industries 

are most suitable for maintaining the balance. 

3. Use of resources and development of entrepreneurial skills: Small scale industries allow for 

the development of entrepreneurial skills among the rural population which is not having the scope 

of large scale industries. These industries help in the appropriate use of the resources available in 

the rural areas, which leads to development of rural areas. 

4. Equal income distribution: Small scale industries by generating employment opportunities 

create equal income opportunities for the youth of the underdeveloped areas. This leads to the 

growth of the nation in terms of employment, human development. 



5. Maintains regional balance: It has been seen that large scale industries are mostly concentrated 

in the large cities or restricted to areas which leads to migration of people in search of employment 

to these cities. The result of such a migration is overcrowding of the city and damage to the 

environment. For sustaining a large population, more of natural resources need to be utilised. 

6. Short production time: Small scale industries have a shorter production time than the large 

scale industries which results in flow of money in the economy. 

7. Supporting the large scale industries: Small scale industries help in the growth of the large 

scale industries by producing ancillary products for the large industries or producing small 

components that will be useful for the assembling of final products by the large scale industries. 

8. Improvement in Export: Small scale industries contribute to around 40% of the total exports 

done by India, which forms a significant part of the revenue earned from the exports. Small scale 

industries work towards increasing the forex reserves of the country that reduces the load on 

balance of payment of the country. 

9. Reduce the dependence of agriculture: Most of the rural population will be dependent on 

agriculture and this creates a burden on the agricultural sector. Small scale industries by providing 

employment opportunities to the rural population provides more avenues for growth and also paves 

way for a more arranged distribution of occupation. 

 

Problems of Small Scale Industries 

Small scale industries (SSIs) play a pivotal role in the economic development of India, contributing 

significantly to employment, production, and exports. However, they face a range of challenges 

that impede their growth and operational efficiency. Here are some of the major problems faced 

by small scale industries in India: 

1. **Financial Constraints**: Accessing finance is a major hurdle for SSIs due to inadequate 

collateral, lack of credit history, and high interest rates. Small industries often rely on informal 

sources of finance, which can be unreliable and expensive. 

2. **Infrastructure Issues**: Many small industries in India suffer from inadequate access to 

essential infrastructure like reliable power supply, water, roads, and transportation. Power outages 

and fluctuations can particularly disrupt manufacturing processes and increase operational costs. 

3. **Technological Backwardness**: Limited access to modern technology hampers the 

productivity and competitiveness of SSIs. Due to financial constraints, these industries often use 



outdated machinery and equipment, resulting in lower efficiency and quality compared to larger 

firms. 

4. **Market Access**: Small industries often struggle to market their products effectively, 

especially in international markets. They face difficulties due to lack of branding, inadequate 

marketing strategies, and limited access to new and large markets. 

5. **Regulatory Burdens**: SSIs often find it challenging to comply with the myriad regulations 

and procedures. The complexity of tax systems and the burden of compliance can be particularly 

overwhelming for small business owners who lack the resources to manage these effectively. 

6. **Skilled Manpower**: There is a shortage of skilled labor in many sectors. Training and 

retaining skilled workers is a significant challenge due to limited resources for training and 

development and the lure of higher salaries from larger corporations. 

7. **Raw Material Issues**: Fluctuations in the availability and price of raw materials can 

significantly affect the operations of small industries. Many small scale industries are also 

dependent on specific local resources, which can be affected by environmental and regulatory 

issues. 

8. **Competition**: Intense competition from both domestic and international markets poses a 

severe challenge, especially with the entry of multinational corporations and cheap imports. Small 

industries often lack the scale and resources to compete effectively. 

9. **Informal Sector**: A large number of small industries operate in the informal sector without 

any formal registration or recognition. This status bars them from accessing many support services 

provided by the government. 

10. Policy Support and Implementation**: While there are numerous policies designed to 

support small industries, the implementation of these policies is often inconsistent and ineffective. 

There is a gap between policy formulation and its actual impact on the ground. 

 

Remedial measures for Small Scale Industry 

1. **Improved Access to Finance**: 

   - **Credit Guarantee Schemes**: Enhance and promote credit guarantee schemes to encourage 

banks and financial institutions to lend to SSIs without the need for extensive collateral. 

   - **Microfinance Models**: Expand microfinance models specifically tailored for small scale 

industries to facilitate easier access to finance. 



   - **Venture Capital Funding**: Encourage venture capital and angel investment in SSIs by 

offering tax breaks and incentives to investors. 

2. **Infrastructure Development**: 

   - **Dedicated Industrial Zones**: Establish and develop dedicated industrial zones with all 

necessary infrastructures, such as power, water, and logistics, to reduce operational costs and 

improve efficiency. 

   - **Reliable Energy Supply**: Implement schemes for uninterrupted power supply specifically 

in industrial clusters known for high density of small scale industries. 

 

3. **Technology Upgradation and Support**: 

   - **Subsidies for Technology Adoption**: Provide subsidies and financial support for acquiring 

new technologies and upgrading existing machinery. 

   - **Technical Support Centers**: Set up regional centers offering technical support and R&D 

facilities that can be accessed by small industries. 

 

4. **Market Access and Export Promotion**: 

   - **Marketing Assistance**: Provide marketing assistance, including participation in trade fairs, 

both domestically and internationally, to help SSIs expand their market reach. 

   - **E-commerce Platforms**: Encourage and support SSIs to adopt e-commerce platforms to 

widen their market access. 

   - **Export Incentives**: Offer incentives for exporting goods and services, easing the process 

of reaching global markets. 

 

6. **Skill Development**: 

   - **Training Programs**: Develop and fund training programs tailored to the specific needs of 

industries, focusing on both technical and business management skills. 

   - **Apprenticeship Programs**: Promote apprenticeship programs in collaboration with local 

industries to foster practical skills. 

 

7. **Linkages Between Industries**: 



   - **Cluster Development**: Promote the development of industrial clusters where businesses 

can share resources and collaborate on technology, supply chain, and distribution networks. 

   - **Support for Cooperatives**: Encourage the formation of cooperatives among SSIs to pool 

resources and leverage collective bargaining power for raw materials and sales. 

 

8. **Formalization of the Informal Sector**: 

   - **Incentives for Formalization**: Offer incentives for informal businesses to register and 

formalize, such as tax breaks, access to finance, and legal support. 

 

Industrial Diversification  

 

Industrial diversification in India is a critical aspect of its economic strategy, aimed at transforming 

India from being primarily an agrarian economy to a robust multi-sectoral powerhouse. It refers to 

the process of expanding the range of industries and sectors within the economy beyond traditional 

sectors like agriculture, textiles, and basic manufacturing. This diversification is crucial for 

sustaining economic growth, reducing dependence on specific industries, and fostering resilience 

against external shocks. Here are some key aspects of industrial diversification in India: 

 

1. **Shift from Agriculture**: Historically, India's economy has been agrarian, with a large 

portion of the population engaged in agriculture. Industrial diversification involves transitioning 

away from this reliance on agriculture towards more diverse sectors such as manufacturing, 

services, and technology. 

 

2. **Expansion of Manufacturing**: India has been striving to boost its manufacturing sector, 

aiming to become a global manufacturing hub. This involves diversifying manufacturing beyond 

traditional areas like textiles and basic metals into high-value sectors such as electronics, 

automobiles, pharmaceuticals, and aerospace. 

 

3. **Service Sector Growth**: The service sector, particularly IT and IT-enabled services, has 

been a major driver of India's economic growth. Industrial diversification includes further 



expanding and diversifying services such as finance, healthcare, education, tourism, and 

entertainment. 

 

4. **Promotion of Emerging Industries**: Government initiatives and policies aim to promote 

emerging industries such as renewable energy, biotechnology, nanotechnology, and advanced 

materials. These sectors offer opportunities for innovation, high-value addition, and export growth. 

 

5. **Regional Development**: Industrial diversification efforts also focus on promoting 

industrial growth in regions beyond traditional industrial centers like Mumbai, Delhi, and Kolkata. 

Special economic zones, industrial corridors, and incentives for investment in underdeveloped 

regions aim to spread industrial development more evenly across the country. 

 

6. **Global Integration**: India's industrial diversification is closely linked to its integration into 

global value chains. Policies promoting trade liberalization, foreign direct investment, and ease of 

doing business are essential for attracting investment and technology transfer across diverse 

industries. 

 

Benefits of Industrial Diversification (2022) (4/6 MARKS) 

Industrial diversification refers to the strategy of expanding a country's or a company's range of 

products or market segments. This approach can involve diversifying across different industries or 

within subsectors of the same industry. It offers several key benefits: 

 

1. Risk Reduction 

- **Spreading Risk:** Diversification helps spread economic risks across different sectors. If one 

industry faces a downturn, a diversified company or economy can still find stability in performance 

from other sectors. 

2. Economic Growth and Stability 

- **Sustainable Economic Development:** Economies that rely on a wide range of industries can 

better manage economic fluctuations and avoid dependence on a single sector. 

- **Job Creation:** Diversification can lead to job creation across different sectors, reducing the 

unemployment rate and fostering a more resilient economy. 



 

 

 

3. Enhanced Market Presence 

- **Broader Customer Base:** Diversifying products or services allows a company to reach more 

customers and enter new markets, increasing the potential for revenue. 

- **Competitive Edge:** A diversified company can often compete more effectively, responding 

to market changes and consumer demands more flexibly. 

  

4. Improved Resource Allocation 

- **Efficient Use of Resources:** Diversification enables the efficient allocation of resources—

both capital and labor—across different activities, optimizing returns on investments. 

- **Technological Advancements:** The need to support various industries encourages 

investment in technology and infrastructure, which can boost productivity across all sectors. 

 

Growth vs productivity (2022) (2 MARKS) 

Economic growth is a long-run process that occurs when an economy’s potential output increases, 

and it can be measured by the product method, the income approach or the expenditure method. 

Actual growth is the percentage annual increase in national output. Potential growth is the speed 

at which the economy could grow, i.e. the percentage annual increase in the economy’s capacity 

to produce and it can be shown by an outward shift in the economy’s production possibility 

frontier. The theory and empirical studies suggest that potential economic growth is associated 

with the increase in the use of factors of production (capital, labor, energy, etc), but primarily to 

increases in productivity or efficiency with which these factors are used, through advances in labor 

skills and organization of production or improves in technology. Productivity and economic 

growth are then closely linked because economic growth occurs when productivity increases to 

allow for such growth. Productivity is therefore the cornerstone of economic growth. 

 

Productivity is an indicator of the efficiency of production and can be defined as the ratio of 

output to inputs in production. Higher productivity means that the economy can produce more 

goods and services at a lower cost per unit. This will help to reduce prices and increase consumer 



welfare and living standards, because more real income improves people’s ability to purchase 

goods and services, enjoy leisure, improve housing and education and contribute to social and 

environmental programs. Higher productivity increase total output from the scarce factor 

resources, causing an outward shift of the production possibility frontier. Productivity also affects 

our competitive position: the more productive we are the better we are able to compete on world 

markets. Productivity growth also helps businesses to be more profitable. There are broadly two 

ways of measuring productivity. On one side are the partial productivity measurements that relate 

to an input (labor, capital, etc), and on the other side it is a measure of total factor productivity 

(TFP) or multifactor productivity (MFP), which measures the effects in total output not caused by 

measured inputs of labor, capital and intermediate outputs. 

Public Sector VS Private Sector (2022) (2 MARKS) 

Definition 

The public sector comprises organizations controlled and managed by the government. 

The private sector includes businesses owned and managed by private individuals or entities. 

Ownership 

Public sector entities are owned by the government, either fully or partially. 

Private sector entities are owned by individuals or entities, with no government interference. 

Motive 

Public sector organizations aim to serve the public interest. 

Private sector organizations aim to make a profit. 

Source of Capital 

Public sector funding comes from taxes, duties, bonds, and treasury bills. 

Private sector funding comes from owners or through loans, issuing shares, and debentures. 

Areas 

The public sector includes areas like law enforcement, military, healthcare, education, and 
banking. 



The private sector includes areas like technology, finance, consumer goods, construction, and 
pharmaceuticals. 

 

CompetionLaw Vs Competion Policy (2 marks) (2022) 

Competition law and competition policy are government policies that help maintain competition 
in markets.  

Competition policy is the sum of a country's competition laws and the effect of its public policy 
on competitive processes in the economy. It governs how businesses interact with consumers and 
each other.  

Competition law is the field of law that promotes or seeks to maintain market competition by 
regulating anti-competitive conduct by companies. It is also known as antitrust law, anti-
monopoly law, and trade practices law.  

Competition policy and law helps to promote and protect the competitive process and provides a 
level playing field for all enterprises. It aims to foster fair competition, safeguard consumer 
interests, and prevent practices that could hinder a competitive market environment.  

Competition policy is about applying rules to make sure businesses and companies compete 
fairly with each other. This encourages enterprise and efficiency, creates a wider choice for 
consumers and helps reduce prices and improve quality.  

Objectives of Competition Policy (2022) (4marks) 

1. **Promoting Consumer Welfare** 

Competition policy aims to enhance consumer welfare by ensuring that businesses compete to 
offer goods and services at the lowest prices and highest quality. Effective competition leads to 
lower prices, improved quality, more choices, and innovation, all of which benefit consumers 
directly. 

 2. **Ensuring Market Efficiency** 

By promoting competitive markets, competition policy helps to allocate resources more 
efficiently. Efficient markets encourage firms to innovate and optimize their operations to 
succeed against their rivals, which can lead to overall improvements in productivity and 
economic growth. 

 3. **Preventing Anti-Competitive Practices** 

One of the primary objectives of competition policy is to deter and punish anti-competitive 
behavior, such as price fixing, market sharing, abuse of dominant position, and other practices 
that distort competition and hinder market access for new entrants. 

 4. **Encouraging Innovation** 

Healthy competition motivates businesses to innovate in order to differentiate their offerings and 
gain competitive advantage. Competition policy supports this dynamic by ensuring that markets 



remain open and competitive, thus fostering an environment conducive to innovation and 
technological advancement. 

 5. **Stimulating Economic Growth and Competitiveness** 

By ensuring fair competition, competition policy supports economic growth and enhances the 
competitiveness of a nation’s businesses on a global scale. Competitive markets can adapt more 
easily to changing economic conditions and global challenges. 

 

 6. **Protecting Smaller Businesses** 

Competition policy can also aim to protect smaller businesses from being unfairly driven out of 
the market by larger, more dominant players. By maintaining equal opportunities for all market 
participants, competition policy helps to ensure diversity and resilience within the market. 

 

7. **Facilitating Market Entry and Exit** 

A healthy economic environment allows for easy entry and exit from the market. Competition 
policy aims to remove barriers to entry and exit, facilitating entrepreneurship and the continuous 
renewal of the market through the emergence of new businesses and the phasing out of those that 
are less efficient. 

 

8. **Addressing Market Failures** 

In cases where markets do not function properly on their own—due to monopolies, oligopolies, 
externalities, or information asymmetries—competition policy can intervene to correct these 
failures and help markets function more effectively. 

 

Benefits of Competition Policy (2022) (mark 4) 

1. **Lower Prices for Consumers** 

Competition among firms typically drives down prices, benefiting consumers. Companies are 

incentivized to attract customers by offering more competitive pricing, which can help increase 

the purchasing power of consumers. 

 2. **Increased Product Quality and Variety** 

To differentiate themselves in a competitive market, companies often improve the quality of their 

products and services. They also diversify their offerings to cater to a broader range of consumer 

preferences, leading to a greater variety of choices for consumers. 

 

 



3. **Stimulation of Innovation and Efficiency** 

Competition pushes firms to innovate to gain a competitive edge. This drive leads to new products, 

services, and business models, fostering a culture of creativity and technological advancement. 

Additionally, competition encourages firms to enhance operational efficiency to reduce costs and 

improve service delivery. 

 

### 4. **Economic Growth and Job Creation** 

Competitive markets can contribute to macroeconomic stability and growth by improving 

productivity and efficiency. As businesses grow and new players enter the market, new 

employment opportunities arise, contributing to job creation and economic development. 

 

 5. **Prevention of Monopolies and Oligopolies** 

Competition policy helps prevent the formation of monopolies and oligopolies that can dominate 

the market and abuse their position, which might lead to higher prices and reduced choices for 

consumers. By regulating mergers, acquisitions, and anti-competitive practices, competition 

policy ensures that the marketplace remains dynamic and competitive. 

 

 6. **Consumer Empowerment and Protection** 

Consumers benefit from an environment where fair trading is enforced, and deceptive or unfair 

practices are discouraged. Competition policy thus plays a critical role in consumer protection by 

ensuring that consumers have access to fair, accurately described products and services. 

 

 7. **Resource Allocation Efficiency** 

Competitive markets facilitate a more efficient allocation of resources, as firms must utilize 

resources wisely to survive and thrive. This efficient allocation reduces waste and promotes better 

productivity across the economy. 

 

8. **Attracting Foreign Investment** 

A robust competition policy can make a country more attractive to foreign investors. Investors are 

more likely to commit capital to a market that is dynamic, transparent, and fair, as these conditions 

reduce the risk of encountering monopolistic barriers and ensure a level playing field. 



 

HOW MSMED  ACT 2006 INREASED THE PRODUCTIVITY OF SSI.(2023) MARK 5 

The MSMED Act of 2006 has played a significant role in boosting the productivity of small-scale 

industries (SSIs) in various ways. The act has effectively addressed several key challenges faced 

by these industries, providing a framework for their development, support, and enhancement. 

Here’s how the MSMED Act has contributed to increasing the productivity of SSIs: 

1. **Access to Credit** 

One of the primary barriers to productivity for SSIs has been access to finance. The MSMED Act 

facilitates easier access to credit by prompting financial institutions to provide loans to small-scale 

industries without the stringent requirements for collateral that were previously in place. 

Additionally, the establishment of the Credit Guarantee Fund Scheme for Micro and Small 

Enterprises (CGTMSE) under the Act guarantees a portion of the loans to SSIs, thereby reducing 

the risk for lenders and encouraging more lending to the sector. 

2. **Technology Upgradation** 

The MSMED Act promotes technology upgradation in SSIs through various schemes and 

subsidies. By modernizing their equipment and adopting new technologies, small industries can 

increase their productivity significantly. The Act supports these upgrades through various 

initiatives, including the Credit Linked Capital Subsidy Scheme (CLCSS), which provides an 

upfront capital subsidy for purchasing new machinery and equipment. 

3. **Skill Development** 

Improving the skills of the workforce in SSIs is another area where the MSMED Act has had a 

positive impact. Training programs and workshops conducted under the auspices of the Act 

enhance the capabilities of workers, leading to more efficient production processes and better 

quality products. This skill enhancement directly translates into higher productivity. 

 4. **Protection against Delayed Payments** 

Delayed payments from buyers can severely impact the cash flow and operational efficiency of 

SSIs. The MSMED Act provides a legal framework that mandates timely payments to small 

industries, with interest applicable on delayed payments. This ensures that SSIs have a steady cash 

flow, which is crucial for maintaining and increasing productivity levels. 

5. **Market Access and Promotion** 



The Act helps SSIs in expanding their market reach both domestically and internationally. 

Government-led exhibitions, trade fairs, and buyer-seller meets facilitated under the Act allow 

SSIs to showcase their products to a broader audience, leading to increased sales and higher 

production volumes. 

6. **Infrastructure Development** 

Under the MSMED Act, the government has also facilitated the establishment of industrial parks 

and clusters that provide centralized facilities and infrastructural support to SSIs. These clusters 

help in reducing the cost of production, improving access to raw materials and technology, and 

providing common facilities that would otherwise be unaffordable for individual small-scale 

operators. 

7. **Regulatory Simplification** 

The Act simplifies the regulatory environment for SSIs by reducing the bureaucratic hurdles for 

registration and compliance. A simplified regulatory framework allows small-scale industries to 

focus more on their core business activities rather than spending resources on compliance, thereby 

enhancing overall productivity. 

 

 

 

8. **Innovation Support** 

Finally, the MSMED Act encourages innovation among SSIs through various initiatives, including 

support for R&D activities specific to industry needs. Innovations in products, processes, or 

business models can significantly boost the productivity of small-scale industries. 

Conclusion 

Overall, the MSMED Act of 2006 has contributed substantially to the productivity of small-scale 

industries by providing a conducive environment for their growth and development. By addressing 

financial, technological, and market-related challenges, the Act ensures that SSIs can operate more 

efficiently and compete more effectively in the marketplace. 

What Is Foreign Investment? (2022) (2 MARKS) 

Foreign investment involves capital flows from one country to another, granting the foreign 
investors extensive ownership stakes in domestic companies and assets. Foreign investment 



denotes that foreigners have an active role in management as a part of their investment or an 
equity stake large enough to enable the foreign investor to influence business strategy. A modern 
trend leans toward globalization, where multinational firms have investments in a variety of 
countries. 

Importance of FDI in India (2023) (6 marks) 

Foreign Direct Investment (FDI) has played a crucial role in the economic development of India, 

impacting various sectors by enhancing growth, creating jobs, and facilitating the transfer of 

technology and skills. Since liberalizing its economy in 1991, India has been one of the top 

destinations for FDI. Here are several key areas where FDI has been especially influential: 

1. Economic Growth 

FDI has been a significant driver of India's economic growth. By bringing in capital from overseas, 

FDI helps in augmenting domestic capital, which in turn boosts production, creates jobs, and 

enhances the overall GDP. Investments from foreign entities have supported numerous sectors 

such as services, telecommunication, construction activities, and computer software and hardware. 

 2. Job Creation 

FDI has contributed substantially to job creation in various sectors. By establishing subsidiaries or 

joint ventures, foreign companies have created millions of employment opportunities in India. This 

has been particularly notable in the manufacturing, retail, and IT sectors. 

3. Technological Advancement 

FDI facilitates the transfer of new and advanced technology from developed countries to 

developing ones, which is critical for a country like India that aims to modernize its industrial base 

and increase productivity. Sectors such as automotive, pharmaceuticals, and information 

technology have greatly benefited from cutting-edge technologies brought in by foreign investors. 

 

 

 4. Skill Development 

Foreign companies invest in training and development of their workforce, which enhances the 

overall skill set of the workforce within the country. This not only improves the efficiency and 

effectiveness of the workforce but also makes it competitive internationally. 

 

5. Infrastructure Development 



FDI has significantly contributed to the development of infrastructure in India, especially in sectors 

like transport, telecommunication, and energy. These investments have helped improve the quality 

and reach of these essential services, fostering broader economic development. 

 

6. Export Enhancement 

FDI has also played a role in increasing India’s export capabilities by establishing production units 

that manufacture goods for international markets. Industries such as pharmaceuticals, automotive, 

and textiles have seen significant growth in exports due to FDI. 

 

7. Balance of Payments 

FDI brings in foreign currencies, which helps improve the balance of payments (BoP) situation of 

the country. A stable and healthy BoP allows for greater economic stability and less vulnerability 

to financial crises. 

 

8. Competitive Market 

FDI helps in creating a competitive market environment in India. The entry of foreign companies 

induces domestic firms to enhance their standards and efficiency to stay competitive. This 

competition leads to better products and services, benefiting consumers. 

 

Strategies adopted by Indian Govt for increasing the flow of FDI. (2023) (MARK 4) 

The Indian government has implemented a range of policies designed to attract Foreign Direct 

Investment (FDI) and improve the overall investment climate. These measures are crucial as FDI 

brings in capital, technology, and expertise, driving economic growth and employment. Below is 

an overview of some significant policy initiatives aimed at attracting and facilitating FDI in India: 

 

1. Liberalization of FDI Norms 

- **Sectoral Reforms**: Over the years, India has progressively opened up various sectors to FDI, 

including defense, civil aviation, retail, and more recently, insurance and railways. The 

government has either increased the allowable percentage of FDI or moved sectors from the 

approval route (requiring government clearance) to the automatic route (no prior approval needed). 



- **Ease of Doing Business**: Efforts have been made to simplify the procedures and decrease 

the time required for all business approvals. This includes digitization of processes and reduction 

in bureaucratic red tape. 

 

2. Make in India Initiative 

Launched in 2014, this initiative aims to position India as a manufacturing hub on the global map 

and has been a significant draw for foreign investors. It focuses on 25 sectors of the economy for 

job creation and skill enhancement, promoting foreign companies to manufacture their products in 

India. 

 

3. Improving Infrastructure 

- **Industrial Corridors**: The development of industrial corridors and smart cities is aimed at 

providing state-of-the-art infrastructure and promoting industrial growth in specified regions. 

- **Dedicated Freight Corridors**: These are aimed at enhancing the transport and logistical 

efficiency of moving goods across the country. 

 

4. Tax Reforms 

- **Goods and Services Tax (GST)**: Introduced in 2017, GST brought a unified tax regime in 

the country, facilitating easier and more transparent business operations. 

- **Corporate Tax Cuts**: In 2019, the government significantly cut corporate tax rates to one of 

the lowest in Asia, aiming to spur business growth and attract foreign investments. 

5. Financial and Monetary Incentives 

- **Special Economic Zones (SEZs)**: SEZs provide a conducive business environment with 

ready infrastructure, tax holidays, and other fiscal benefits. 

- **Production Linked Incentive (PLI) Scheme**: This aims to boost domestic manufacturing in 

various sectors, including electronics, pharmaceuticals, and automobiles, through incentives on 

incremental sales from products manufactured in domestic units. 

6. Liberalization of FDI Policy in Various Sectors 

- **Insurance Sector**: The FDI limit in the insurance sector has been increased from 49% to 

74%, which allows foreign ownership and control with safeguards. 



- **Defence Sector**: FDI up to 74% under automatic route is permitted in the defence sector for 

companies seeking new industrial licenses. 

- **Civil Aviation**: 100% FDI is permitted under the automatic route in greenfield projects and 

74% in brownfield projects. 

7. Digital India 

Initiated to transform India into a digitally empowered society, this initiative fosters investment in 

digital infrastructure, creating vast business opportunities for tech giants and startups alike. 

8. Regulatory Reforms 

- **Bankruptcy and Insolvency Code**: Introduced to simplify the insolvency and bankruptcy 

proceedings and ensure timely resolution, thereby improving investor confidence. 

- **New Labour Codes**: Simplifying compliance with labor laws to reduce the burden on 

employers while enhancing workers' rights. 

9. Bilateral Investment Treaties (BITs) 

India has been active in signing BITs with other countries to protect interests of foreign investors, 

providing them safe avenues for their investments. 

 

Through these comprehensive and evolving strategies, the Indian government seeks to create an 

attractive and favorable environment for foreign investors, aiming for sustained economic growth 

and development. 

 

 


