
 

 

3. Foreign Direct Investment -  Economy 
Net FDI fell 159% in August 2025 as more money left the country than was invested in it. In August 

2025, India’s net FDI turned negative at -$616 million due to higher repatriation and disinvestment, 
reflecting weakened investor confidence and global competition pressures. Despite policy liberalization, 
structural and regulatory challenges continue to hinder sustained inflows. 

1. Context 
In August 2025, India witnessed a sharp decline in net Foreign Direct Investment (FDI), marking a 

worrying reversal in capital inflows. Official data from the Reserve Bank of India (RBI) shows that net FDI 
fell by 159%, with outflows exceeding inflows — the second time in FY2025 this has occurred. The 
development reflects a combination of higher repatriation and disinvestment alongside a slowdown in 
new FDI inflows. 
2. Current Status of Net FDI Inflows and Outflows 
Gross FDI Inflows - $6.0 billion in August 2025, significantly down from $11.11 billion in July, which had 
marked a four-year high. 
Repatriation & Disinvestment - Rose to $4.9 billion, up 30% from the previous month, showing increasing 
foreign capital outflow. 
Net FDI - Recorded at –$616 million, compared to $5 billion inflows in July, indicating net capital outflow. 
Sectoral Distribution of FDI Inflows -  
Major sectors attracting foreign investment include -  
1. Manufacturing 
2. Computer services 
3. Business services 
4. Communication services 
5. Electricity generation and distribution 
Top Investor Countries (April–July 2025) - Singapore, USA, Mauritius, UAE, and the Netherlands 
accounted for 76% of total inflows. 
3. Key Concepts Related to Foreign Direct Investment (FDI) 
Definition - FDI is an investment by an individual or company from one country into business interests 
located in another country, generally involving ownership or control of at least 10% of the company’s 
equity. 
Related Terms   
1. Gross FDI Inflows - Total foreign investment received during a period before subtracting outflows or 

repatriations. 
2. Net FDI - The difference between inflows and outflows (repatriation/disinvestment). It indicates the 

actual net addition to foreign investment in the economy. 
3. Repatriation - Transfer of profits, dividends, or capital earned by foreign investors back to their home 

country. 
4. Disinvestment - Withdrawal or sale of stakes by foreign investors from domestic companies. 
5. Outward FDI - Investments made by Indian firms abroad for business expansion or acquisition. 
6. Greenfield Investment - When a foreign entity builds new facilities or operations from scratch in the 

host country. 
7. Brownfield Investment - Acquisition or leasing of existing facilities by a foreign firm to start 

operations. 
8. Equity Capital - Money invested by foreign investors in return for ownership shares in a company. 
9. Portfolio Investment vs. FDI - Portfolio investments are passive holdings (stocks/bonds) without 

management control, whereas FDI involves direct control and long-term interest. 
10. Multinational Corporation (MNC) - A firm that owns or controls production or services facilities in 

multiple countries. 



 

 

11. FDI Policy - The regulatory framework guiding foreign investment inflows, ownership rules, and 
operational permissions. 

12. Sectoral Caps - Upper limits set by the government on foreign ownership in specific sectors. 
13. FDI Facilitation - Government initiatives and incentives to attract and ease foreign investment. 
14. Balance of Payments (BoP) - Record of all economic transactions between residents and the rest of 

the world, including FDI inflows/outflows. 
Types of FDI -  
1. Greenfield Investment – Establishing new facilities. 
2. Brownfield Investment – Acquiring existing facilities. 
3. Mergers & Acquisitions – Purchasing existing foreign businesses. 
4. Joint Ventures – Partnership with local firms. 
4. Challenges Affecting FDI Flows 
1. Policy Uncertainty & Regulatory Delays - Despite liberalized FDI norms, bureaucratic hurdles and 

inconsistent regulations deter investors. India ranked 63rd globally in the World Bank’s Ease of Doing 
Business Report (2024), reflecting persistent procedural delays. 

2. Infrastructure Gaps - India ranked 74th for infrastructure quality in the Global Competitiveness 
Report (2023). Poor transport, logistics, and power infrastructure increase operational costs and 
reduce competitiveness. 

3. Political & Economic Instability - Despite relative political stability, policy unpredictability and 
currency fluctuations affect investor sentiment. INR depreciated 5% against the USD in early 2025, 
reducing returns for foreign investors. 

4. Repatriation & Taxation Issues - Complex tax structures and double taxation disputes discourage 
reinvestment. Profit repatriation delays and unresolved tax issues impact investor decisions. 

5. Competition from Other Emerging Markets - Nations like Vietnam, Indonesia, and Bangladesh are 
outperforming India in FDI growth. Example -  Vietnam’s FDI inflows grew by 18% in 2024, compared to 
India’s 12%, due to simpler procedures and policy clarity. 

6. Environmental & Social Compliance - Stricter environmental regulations and community resistance 
have delayed large projects. CPCB reported a 15% rise in compliance-related project delays in 2024. 

7. Data Transparency Issues - Official FDI data often lags or underreports outflows, creating 
uncertainty for investors. The negative net FDI in August 2025 underscores the need for improved 
reporting and policy clarity. 

5. Government Measures to Boost FDI 
Measure Details Impact / Data Source 

Policy Liberaliza-
tion & Sectoral 
Reforms 

Increased FDI caps (up 
to 100% in insurance, 
etc.); expanded auto-
matic route 

FDI surged 14% to $81 
billion in FY25 

politicalsciencesolution.com, 
pmindia.gov.in 

Infrastructure & 
Ease of Doing 
Business 

Digitization of Waqf 
properties, state-level 
infrastructure drives in 
Maharashtra, Karna-
taka 

Improved transpar-
ency, investor confi-
dence 

en.wikipedia.org, politi-
calsciencesolution.com 

Financial & Reg-
ulatory Adjust-
ments 

Relaxed external bor-
rowing limits; raised 
foreign individual in-
vestment cap in listed 
companies 

Borrowing limit up to $1 
billion; foreign owner-
ship limit raised from 
5% to 10% 

reuters.com 

Technological 
Integration 

Automation of tariff ex-
emptions using OCR 
and AI 

Streamlined proce-
dures, reduced admin-
istrative delays 

arxiv.org 



 

 

Sector-Specific 
Incentives 

Production Linked In-
centive (PLI) schemes 
in electronics, pharma, 
renewable energy 

Boosted manufactur-
ing competitiveness 
and FDI 

politicalsciencesolution.com 

6. Way Forward 
1. Improve Investment Climate & Ease of Doing Business - Simplify regulations, streamline approvals, 

and reduce red tape. Strengthen institutions -  property rights, contract enforcement, and legal 
predictability. Stronger institutions amplify FDI benefits when combined with trade openness and 
human capital. 

2. Focus on Market Size, Growth & Integration - High GDP growth, rising productivity, and consumption 
attract investors. Empirical evidence shows economic growth positively affects FDI inflows. 

3. Sector Targeting & Value-Add Strategy - Identify sectors with comparative or emerging advantage 
— e.g., manufacturing, green energy, technology, and services. 

4. Investment Promotion & Aftercare - Strengthen Investment Promotion Agencies (IPAs) for proactive 
outreach and investor facilitation. Implement single-window clearance systems to fast-track 
approvals. 

5. Legal/Policy Framework & Incentives - Ensure clear, predictable rules for foreign ownership, 
repatriation, and dispute resolution. Provide targeted fiscal incentives to long-term investors. 

6. Human Capital & Skill Development - Build a skilled workforce through vocational, technical, and 
digital education. Facilitate technology transfer and linkages between foreign firms and domestic 
industries. 

7. Conclusion 
The negative net FDI in August 2025 reflects short-term volatility amid global and domestic 

challenges. While India remains an attractive long-term destination, sustaining inflows requires policy 
predictability, improved infrastructure, and institutional efficiency. With continued reforms, India can 
restore investor confidence and maintain its position as a leading emerging market investment hub. 
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