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Abstract:  Investment plays a crucial role in the determination of the speed of economic growth of any economy. In today’s 

globalised world to attain a higher and faster rate of economic growth, almost every country in the world is striving hard and 

competing with each other to attract foreign direct investment into their country. However, the impact of this FDI-led economic 

growth has different results for different countries and economic parameters. Whereas most of the research findings established the 

existence of a positive association between foreign direct investment and the rate of economic growth, its impact on domestic 

investment has shown different results. The present study also tends to study the association between domestic investment, foreign 

direct investment, and economic growth for India. The application of the autoregressive distributed lag (ARDL) model on the annual 

data of these variables for the period of 1990 to 2020 shows that in India, foreign direct investment has a negative impact on 

domestic investment. This negative impact was statistically proven both in the short run and the long run. The study further studied 

the crowd in or crowd out effect of FDI on domestic investment and research findings concluded that, in the case of India, foreign 

direct investment crowds in domestic investment. 

 

Index Terms - Domestic Investment, FDI, GDP. 

I. INTRODUCTION 

It is a well-acknowledged fact that investment plays a crucial role in the determination of the level of development of any 

economy. The economic literature is full of theories dedicated to elaborating the role of investment in economic development. 

There is a plethora of academic research that establishes the role of investment in economic growth (Bosworth and Collins, 1999; 

Cullison, 1993; Milbourne et al., 2003). The truth remains, nonetheless, that the majority of the world's economies still fall under 

the category of developing economies. This is because, despite having theoretical support, the countries are failing to reach the 

desired level of investment that would enable them to grow at a proportionately faster rate. Due to this constraint, several 

economies throughout the world embraced the policy of attracting foreign direct investment into their countries during the 1980s 

and 1990s in order to meet their development needs. Developing nations with a deficiency of capital have viewed foreign direct 

investment as one of the most lucrative sources to finance their developmental aspirations. Foreign direct investment consists of 

the establishment of a new enterprise in another country—either as a branch or as a subsidiary; expansion of an existing overseas 

branch or subsidiary; acquisition of an overseas business enterprise or its assets. The inflow of foreign direct investment into the 

host country helps them to finance current account deficits, make up for insufficient capital formation, transfer of technology, 

increase corporate tax revenue, the transfer of foreign know-how, additional investment, improved labour standards, management 

skills, access to global marketing channels, product design, quality characteristics, and many other ways. These advantages enable 

the host country to experience economic growth at a comparably higher rate. In light of these positive effects of foreign direct 

investment, every economy competes to entice foreign capital in the form of foreign direct investment into their nation. This 

inflow of foreign investment has influenced each and every sector of the host economy. 

In order to meet its needs for development, India, like many other nations, adopted the policy of luring foreign direct 

investment in the 1990s. India shares similarities with many of the problems that afflict developing countries. Prior to 1991, the 

government of India adopted a strict foreign private investment policy and predominantly financed its developmental goals through 

long-term bilateral and multilateral loans. India's domestic technological development was hampered by the unfavourable 

investment environment, which also discouraged quality enhancements, innovation, and exports. India welcomed foreign 

investment in practically all economic sectors following the adoption of the New Economic Policy in 1991. Laws were also 

changed to facilitate the foreign private investor’s entry into the country. These macroeconomic policy adjustments caused a 

significant increase in the amount of foreign investment coming into the nation. 

The topic of how foreign direct investment affects a nation's economic variables has been the focus of numerous researchers 

from around the world. Researchers and economists from all around the world have started to be interested in exploring how 

foreign direct investment affects the domestic economy. Establishing the link between foreign direct investment and economic 

growth was the main goal of most research investigations (Karimi and Yusop, 2009; Mehic et al., 2013; Nair-Reichert and 

Weinhold, 2001, 2001; Pegkas, 2015; Popescu, 2014). Most of these research investigations proved that foreign direct investment 

has a beneficial impact on economic expansion. In the case of India, research findings emphasised the achievement of a relatively 
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higher rate of economic growth during the post-reform period as a sign that foreign direct investment inflows had a positive impact 

on the Indian economy (Bagli and Adhikary, 2014; Bhat et al., 2005; Chakraborty and Basu, 2002; Choi and Baek, 2017, 2017). 

On the subject of how foreign direct investment affects domestic investment, study findings from around the world produce 

a variety of conclusions. Given that domestic investment is one of the most vital factors in the expansion of an economy, it is 

increasingly crucial to develop a link between it and foreign direct investment. Because of this, the current research work attempts 

to show a causal relationship between domestic private investment, gross domestic product, and foreign direct investment. The 

study subsequently examined the "crowd-in or crowd-out" effect of foreign direct investment on local investment after establishing 

the causality between the three variables. 

II. CROWDING – OUT EFFECT  

The term "crowding out effect" has been discussed extensively in economic literature. Conceptually speaking, the crowding 

out effect refers to a decline in private investment as a result of an increase in the fiscal deficit brought on by a rise in governmental 

spending (Al-Majali, 2018; Ganic et al., 2021). Therefore, the crowing out effect is the offset in aggregate demand that happens 

as a result of an expansionary fiscal policy's raising the interest rate and lowering investment spending. The decrease in demand 

brought on by higher interest rates "crowds out" any attempts made by the government to stimulate demand by increasing spending, 

which would increase the deficit. If private sector demand is highly sensitive to interest rates, the crowing effects can be substantial. 

In the present context, the paper tends to look at the crowding-out or crowding-in effect of foreign direct investment on domestic 

investment within the country. 

III. FDI AND CROWDING -OUT EFFECT 

There are two ways that foreign direct investment may affect domestic investment. Increased FDI can lead to "crowding 

in," an increase in domestic investment, as well as "crowding out," a decrease in domestic investment. There are several reasons 

why FDI can drive away domestic investment. On the one hand, it may be because less productive domestic businesses are shutting 

down, thus increasing the country's productivity; on the other hand, it may be because domestic businesses are put in front of more 

advanced, creative, and productive foreign businesses. The host economy does not benefit from this. In contrast to "crowding out," 

which has an unclear impact on economic growth, "crowding in" has a positive impact on the economy. The influence of FDI on 

domestic investment is a topic on which numerous scholars have attempted to establish a relationship using a variety of approaches. 

Researchers have determined that foreign direct investment outweighs domestic investment. 

Eregha (2012) attempted to determine the relationship between FDI inflow and domestic investment in ECOWAS 

countries using data for the years 1970–2008. The study found that in the ECOWAS area, FDI inflows replace or crowd out 

domestic investment. Using data for 46 developing nations spanning the years 1996 to 2009, Morrissey and Udomkerdmongkol 

(2012) came to the conclusion that a rise in FDI had the largest impact on lowering private investment in politically stable regimes. 

Pilbeam and Oboleviciute (2012), using data for 26 European Union member countries, investigate the crowding in or crowding 

out effect of foreign direct investment for the period 1990–2008. Their study detects a significant crowding out effect of FDI on 

domestic investment. Similar outcomes of having foreign direct investment crowd out domestic investment were also reported by 

the research findings of Driffield and Hughes (2003); Farla et al. (2016); Titarenko, (2005); Agosin and Machado, (2005). 

Similarly, there are research findings by Kim and Seo, (2003); Jude (2019); Al-Sadig (2013); Mohamed et al. (2013); 

Ndikumana and Verick (2008); Rath and Bal (2014); Wang (2010) which establish that FDI inflows contribute positively to 

domestic investment levels. Tang et al. (2008) established that FDI is complementary to domestic investment using data from the 

Chinese economy from 1988 to 2003. Prasanna (2010), using the data for the Indian economy, established that the direct impact 

of FDI inflows on domestic investment in India is positive but the indirect impact is "neutral". 

The research outcomes are not divided into these two parts only. There is a third view as well, according to which there 

is no relationship between the two. Agosin and Mayer (2000), using the long-term data for three developing regions, i.e., Africa, 

Asia and Latin America, conclude that whereas in Asia, and to an extent in Africa as well, FDI has a crowding in effect, on the 

other hand, in Latin America there exists a strong crowding out effect of FDI on domestic investment. Kamaly (2014) using data 

spanning 30 years on 16 emerging economies of the world, has established that there is no conclusive evidence of any kind of 

relationship between the two. However, in his research findings, he has found the existence of a crowding-in or crowding-out 

effect in a few countries, but in general, he concludes the absence of a relationship between the two. Based on the research findings 

as reported above, it can be concluded that the impact of FDI on domestic investment varies from country to country and also 

from region to region. These differences can be attributed to the methodological differences, nature of FDI inflow into the country, 

national policies and response of domestic enterprises towards the FDI. In what direction and to what extent foreign direct 

investment affect the domestic investment in India is the issue addressed by present research paper.  

IV. OBJECTIVES  

The specific objectives of the paper is to determine whether there is any short run or long run association between 

domestic investment, foreign direct investment, and gross domestic product in India. Along with this the paper also tried to 

estimate whether the foreign direct investment crowds in or crowds out domestic investment in India.  

V. METHODOLOGY 

To fulfil the above specified objectives, the paper makes use of the methodology adopted by (Achu and Edet, 2020; 

Agosin and Machado, 2005; Agosin and Mayer, 2000; Bouchoucha and Ali, 2019). To explore the relationship between domestic 

investment, foreign direct investment and gross domestic product in India, the study used the data collected from the World Bank’s 

World Development Indicators. The annual data on these variables, along with control variables, were taken for the period from 

1990 to 2010. The table shows the variables used in the study: 
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Domestic Investment (DI) Gross Fixed Capital Formation (% of GDP) 

Inward FDI (IFDI) Net Inflow of Foreign Direct Investment (% of GDP) 

GDP per Capita (GDP) GDP per capital growth (annual %) 

Saving (Sav) Gross Domestic Saving (% of GDP) 

Inflation (Inf) Inflation, GDP Deflator (annual %) 

Trade Openness (TO) Ratio of Export and Import over GDP (%) 

FDI Outflow (OFDI) Net Outflow of Foreign Direct Investment (% of GDP) 

To study the association between domestic investment, foreign direct investment, and economic growth, the study applied 

an augmented ARDL bounds testing approach. This approach was preferred because it is flexible in terms of its application when 

the data series do not have a unique order of integration. The study first checked for the stationarity of the data series. For that 

purpose, unit root tests were employed. Based on the findings of the unit root test, the Auto-Regressive Distributed Lag (ARDL) 

bound testing approach was employed to estimate the association between variables included in the study. In the last stage, the 

diagnostic tests were run to test the validity of the model. The time-series econometric model used in the study is as follows: 

𝐷𝐼𝑡 = 𝛼0 + 𝛼1𝐼𝐹𝐷𝐼𝑡 + 𝛼2𝐺𝐷𝑃𝑡 + 𝛼3𝑆𝑎𝑣𝑡 + 𝛼4𝐼𝑛𝑓𝑡 + 𝛼5𝑇𝑂𝑡 + 𝛼6𝑂𝐹𝐷𝐼𝑡 + 휀𝑡 

The specific form of ARDL equation used in model are: 

∆𝐷𝐼𝑡 = 𝑐0 + 𝛿1𝐷𝐼𝑡−1 + 𝛿2𝐼𝐹𝐷𝐼𝑡−1 + 𝛿3𝐺𝐷𝑃𝑡−1 + 𝛿4𝑆𝑎𝑣𝑡 + 𝛿5𝐼𝑛𝑓𝑡 + 𝛿6𝑇𝑂𝑡−1 + 𝛿7𝑂𝐹𝐷𝐼𝑡−1

+ ∑ 𝜆1∆𝐷𝐼𝑡−1 + ∑ 𝜆2∆𝐼𝐹𝐷𝐼𝑡−1 + ∑ 𝜆3∆𝑆𝑎𝑣𝑡−1 + ∑ 𝜆4∆𝐼𝑛𝑓𝑡−1

𝑘
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+ ∑ 𝜆5∆𝑇𝑂𝑡−1

𝑘

𝑖=0

+ ∑ 𝜆6∆𝑂𝐹𝐷𝐼𝑡−1

𝑘

𝑖=0

+ 𝜇 

After establishing the short-run and long run association between the variables, the study extends its purview to use the 

data series to measure the crowd-in and crowd-out effect of the foreign direct investment on domestic investment. For that purpose, 

following regression model proposed by Agosin and Machado (2005): 

𝐷𝐼𝑡 = 𝛼 + 𝛽1𝐼𝐹𝐷𝐼𝑡 + 𝛽2𝐼𝐹𝐷𝐼𝑡−1 + 𝛽3𝐼𝐹𝐷𝐼𝑡−2 + 𝛽4𝐷𝐼𝑡−1 + 𝛽5𝐷𝐼𝑡−2+ 𝛽6𝐺𝐷𝑃𝑡−1 + 𝛽7𝐺𝐷𝑃𝑡−2 + 휀𝑡  

Where; 

DI = Domestic Investment as a percentage of GDP; 

IFDI = Inward Foreign Direct Investment as a percentage of GDP; 

GDP = Growth of Gross Domestic Product; 

βs = Parameters (to be estimated); 

Ε = A disturbance term with the usual characteristics. 

On the basis of regression coefficients the long – term crowding in or crowding out effect is tested by using the following 

coefficient:  

𝛽𝐿𝑇 =
∑ 𝛽�̂�

3
𝑗=1

1 − ∑ 𝛽�̂�
5
𝑗=4

 

The criteria used to determine CO/CI is the value and significance of 𝛽𝐿𝑇 . The Wald test is used for this with the null hypothesis 

that 𝛽𝐿𝑇= 1. 

i. If null hypothesis is accepted then it means that in the long run an increase in FDI of one dollar (or, more precisely, of one 

percentage point of GDP) becomes one dollar of additional domestic investment (or investment amounting to one percentage 

point of GDP). 

ii. If null hypothesis is rejected and 𝛽𝐿𝑇> 1; then this is evidence of CI: in the long run, one additional dollar of FDI becomes 

more than one additional dollar of total investment. 

iii. If null hypothesis is rejected and 𝛽𝐿𝑇< 1; then there is long-run CO: one additional dollar of FDI leads to less than a one-

dollar increase in total investment. In other words, there is displacement of domestic investment by FDI. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.ijcrt.org/


www.ijcspub.org                                             © 2022 IJCSPUB | Volume 12, Issue 1 March 2022 | ISSN: 2250-1770 

IJCSP22A1215 International Journal of Current Science (IJCSPUB) www.ijcspub.org 768 
 

VI. RESULTS AND DISCUSSION 

Due to instability in the macroeconomic time series data and to avoid the problem of getting spurious regression, the data 

series were tested for stationarity. The stationarity property was checked by using augmented Dickey-Fuller test. The findings are 

shown in table 1. 

Table 1:  Unit Root Test Results using Augmented Dickey Fuller test 
At Level 

  DI IFDI GDP Sav Inf TO OFDI 

With Constant t-Statistic -1.1689 -1.7161 -2.1047 -1.6104 -2.0594 -1.5873 -1.7634 

Prob.  0.6744  0.4133  0.2443  0.4642  0.2615  0.4765  0.3905 

With Constant & 

Trend  

t-Statistic -0.5948 -2.6812 -1.6405 -0.7411 -3.1977 -0.3499 -1.7281 

Prob.  0.9720  0.2507  0.7522  0.9599  0.1075  0.9850  0.7135 

Without Constant & 

Trend  

t-Statistic -0.0841 -0.2620 -1.4198  0.1760 -1.2001  0.5401 -1.1447 

Prob.  0.6465  0.5833  0.1419  0.7300  0.2049  0.8270  0.2240 

At First Difference 

  d(DI) d(IFDI) d(GDP) d(Sav) d(Inf) d(TO) d(OFDI) 

With Constant t-Statistic -5.5663 -5.9403 -5.1968 -3.3463 -8.2447 -4.5706 -5.4425 

Prob.  0.0001  0.0000  0.0002  0.0218  0.0000  0.0011  0.0001 

With Constant & 

Trend  

t-Statistic -5.8936 -5.8276 -5.6352 -3.8205 -8.2915 -4.9082 -5.3852 

Prob.  0.0002  0.0003  0.0004  0.0298  0.0000  0.0024  0.0008 

Without Constant & 

Trend  

t-Statistic -5.6550 -5.8909 -5.2723 -3.3755 -3.3330 -4.5049 -5.5267 

Prob.  0.0000  0.0000  0.0000  0.0015  0.0017  0.0001  0.0000 

Notes:  Lag Length based on AIC 

Probability based on MacKinnon (1996) one-sided p-values. 

Source:  Author’s Calculation  
The unit root result indicates that the variables are non-stationary at level and become stationary at the first difference. 

Due to this feature of the data, the model makes use of ARDL bound test methodology to estimate short-run and long-run co-

integrating relationships between the variables in the study. 

The bound test results for co-integration are shown in the table. From table 2, it can be concluded that the result of ARDL 

bound testing for the model shows that the F-statistic value at k = 6 (number of independent variables) is 4.355801. The F-statistic 

value is more than the upper bound critical value at 10 per cent, 5 per cent, 2.5 per cent, and 1 per cent levels of significance. 

Therefore, the study concludes the existence of a long-term relationship between the variables used in the model. 

Table 2: Bounds test co-integration result for the model 

Null Hypothesis: No levels relationship 

Test Statistic Value Significance I(0) I(1) 

F-statistic  4.355801 10% 2.12 3.23 

k 6 5% 2.45 3.61 

  2.5% 2.75 3.99 

  1% 3.15 4.43 

Source: Author’s Calculations 

The long-run ARDL results are shown in the table. From Table 3, inward foreign direct investment (FDI) and inflation 

impact domestic investment negatively. The impact of foreign direct investment on domestic investment is significantly negative. 

Similarly, the gross domestic product influences domestic investment positively. The impact of trade opening, saving, and outward 

FDI on domestic investment is positive. 

Table 3: Estimated long run coefficients for the model  

Variable Coefficient Std. Error t-Statistic Prob.    

Inward FDI -3.314346 1.388819 -2.386450 0.0297 

GDP 0.144547 0.316589 0.456574 0.6541 

Saving 0.267125 0.313513 0.852037 0.4068 

Inflation -0.472009 0.176678 -2.671587 0.0167 

Trade Openness 0.123789 0.092098 1.344093 0.1977 

Outward FDI 7.804821 2.039056 3.827663 0.0015 

C 20.13990 5.475745 3.678021 0.0020 

Note: Dependent Variable = Domestic Investment (DI) 

The short-run ARDL model is shown in Table 4. The error correction model (ECM) provides us with a short-run association 

between the variables used in the study and the error correction term used in the ECM measures the speed of adjustment from 

short-run disequilibrium to the long-run equilibrium. The value of ECM in our model came out to be-0.7082, which means that in 

the case of short-run disequilibrium, the speed of adjustment will be 70.82 percent. The short-run coefficients of the variables are 

consistent with the long-run results. In the short run, domestic investment responded negatively to inward foreign direct investment 

and domestic investment responded positively to the gross domestic product, trade openness, and outward foreign direct 

investment. The adjusted R-squared value shows that the variables used in the model as explanatory variables are able to explain 

69.32 per cent of the changes in the dependent variable. The overall model, as shown by the F-statistics, shows that the model is 

significant at a 1 percent level of significance. 

http://www.ijcrt.org/


www.ijcspub.org                                             © 2022 IJCSPUB | Volume 12, Issue 1 March 2022 | ISSN: 2250-1770 

IJCSP22A1215 International Journal of Current Science (IJCSPUB) www.ijcspub.org 769 
 

Table 4: Error Correction Model (ECM) Regression 

Variable Coefficient Std. Error t-Statistic Prob.    

C 14.26308 2.215752 6.437126 0.0000 

D(IFDI) -1.356175 0.493804 -2.746383 0.0143 

D(GDP) 0.089117 0.065511 1.360344 0.1926 

D(GDP)(-1) -0.244951 0.071311 -3.434993 0.0034 

D(TO) 0.251541 0.049946 5.036254 0.0001 

D(OFDI) 2.226212 0.758874 2.933573 0.0097 

CointEq(-1)* -0.708200 0.109376 -6.474920 0.0000 

R-squared= 0.758987; Adjusted R-squared= 0.693257 

F-statistic = 11.54692; Prob(F-statistic)= 0.000008 

Durbin-Watson stat = 2.302856 

Note: Dependent Variable = D(DI), Selected Model: ARDL(1, 1, 2, 0, 0, 1, 1) 

Source: Author’s Calculations 

The model applied a diagnostic test for checking the presence of serial correlation, heteroskedasticity, normality, and 

stability. To check serial correlation and heteroscedasticity of the residuals of the ARDL model, Breusch-Godfrey, Breusch-Pegan-

Godfrey, and ARCH tests were performed. The results of these tests are shown in the table ahead. From the table, it can be seen 

that the P-value for each statistic is more than 5 per cent. Therefore, the study accepted the null hypothesis of no serial correlation 

and heteroskedasticity. In other words, our model is free from the problem of serial correlation and heteroskedasticity. 

Table 5: Model Diagnostics 

Breusch-Godfrey Serial 

Correlation LM Test: 

F-statistic 0.541124     Prob. F(2,14) 0.5938 

Obs*R-squared 2.080937     Prob. Chi-Square(2) 0.3533 

Heteroskedasticity Test: 

Breusch-Pagan-Godfrey 

F-statistic 1.218603     Prob. F(12,16) 0.3494 

Obs*R-squared 13.84810     Prob. Chi-Square(12) 0.3105 

Scaled explained SS 7.380033     Prob. Chi-Square(12) 0.8315 

Heteroskedasticity Test: 

ARCH 

F-statistic 0.961868     Prob. F(2,24) 0.3964 

Obs*R-squared 2.003603     Prob. Chi-Square(2) 0.3672 

Source: Author’s Calculation 

Figure 1: Test of Normality 
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Figure 2: Plots of CUSUM and CUSUM of squares (Dependent variable Domestic Investment) 
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Source: Author’s Calculation 

The model was further tested for normality and stability. The findings are shown in figures 1 and 2. The normality of the 

model was checked using the Jarque-Bera test, shown in Figure 1, which showed that the residuals of the test employed were 

normally distributed. To ensure the stability of the estimated parameters of the long-run association of our results, we employ 

CUSUM and CUSUM of squares tests based on the recursive residuals. The findings are shown in Figures 2. As can be seen in 

the figure, the plots of CUSUM and CUSUM of squares remained within the 5% critical bounds. it can be concluded that our 

model also fulfils the stable. 
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VII. CROWDING – IN OR CROWDING – OUT EFFECT OF FDI  

To find the crowd-in or crowd-out effect of FDI on domestic investment, the domestic investment was regressed against the foreign 

direct investment and GDP. The regression outcomes are shown in the Table.   

 

 

Table 6:  Effect of FDI and GDP on Domestic Private Investment 

Dependent Variable: Private Investment ( % of GDP) 

Parameter Coefficient Std. Error t-statistics Prob. 

α -2.4648 3.8896 -0.6337 0.5331 

β1 -0.7976 0.7008 -1.1380 0.2679 

β2 -0.2376 0.7920 -0.0300 0.7671 

β3 -0.4435 0.6938 -0.6392 0.5296 

β4 0.8425 0.2174 3.8751 0.0009 

β5 0.2311 0.2351 0.9832 0.3367 

β6 0.1687 0.1755 0.9616 0.3472 

β7 0.3285 0.1766 1.8604 0.0769 

R-squared 0.8719     Mean dependent var. 29.1848 

Adjusted R-squared 0.8292     S.D. dependent var. 3.6336 

S.E. of regression 1.5016     Akaike info criterion 3.8799 

Sum squared residual 47.3525     Schwarz criterion 4.2571 

Log likelihood -48.2589     Hannan-Quinn criteria 3.9980 

F-statistic 20.4215     Durbin-Watson stat 2.00154 

Prob(F-statistic) 0.0000 

Source: Author’s Calculations  

From the regression coefficients, the value of 𝛽𝐿𝑇= 20.091. This value was tested for statistical significance with the help 

of Wald test statistics. The null hypothesis used in the application of the Wald test was 𝛽𝐿𝑇=1. The chi-square value of the Wald 

test statistics is 4.1743, which is significant at the 5 percent level of significance as the P-value (0.0410) is less than 5 percent. 

Therefore, we reject the null hypothesis of the absence of a crowd-in or crowd-out effect of FDI on domestic investment in India. 

The value of 𝛽𝐿𝑇 > 1 which establishes the working of crowding in the effect of foreign direct investment. 

VIII. CONCLUSION 

The inflow of foreign direct investment into developing economies is justified on the ground that this inflow of investment 

will help these economies come out of their current account deficit, overcome their problem of deficient capital formation, help 

them get advanced technology, help the government by way of increased tax collection, improve exports, improve productivity, 

and so forth. However, India’s more than 30 years of experience with service and export-led growth strategies yields that during 

this period, whereas inward FDI increased from 0.074 percent of GDP in the year 1990 to 2.413 percent of GDP in the year 2020, 

domestic investment measured by gross fixed capital formation during the same period remained more or less stable and from 

26.082 percent in 1990 to 26.585 percent of GDP in 2020. During this period, India has attained a relatively higher rate of economic 

growth than in the pre-reform period. The empirical findings of the paper suggest that the inflow of foreign direct investment 

adversely affects domestic investment in India. This adverse association between FDI and domestic investment has been 

established both in the short term and the long term. In the long run, the impact of FDI on domestic investment (3.3143) was more 

severe than in the short run (1.3561). This means that the cumulative increase of capital by way of foreign direct investment exerts 

a negative impact on domestic investment in India. Although the data with the help of an autoregressive distributed lag model 

established the presence of a negative association between foreign direct investment and domestic investment and a positive 

association between gross domestic product and domestic investment, the findings of the causality show the crowding in effect of 

foreign direct investment on domestic investment. 
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