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How Ola Disrupted Taxi Services in India? 

 
Srihari Hulikal Muralidhar* 

 
Abstract  

Ola is an app-based taxi service in India that was established in 2010 as a start-up funded by 
venture capitalists. Ola is owned by ANI Technologies private limited and is based in 
Bangalore, the ‘Silicon Valley of India’. Ola started off as a platform that offered weekend 
trips during the 2010 Commonwealth Games in Delhi. Ola then decided to make point-to-
point transportation its main focus and moved its headquarters from Mumbai to Bangalore.  
In this paper, we will look at Ola and examine its growth story to become the leading app-
based taxi service provider in India. We will also examine the taxi industry in India, the 
opportunities and obstacles, the business model of Ola, its competitive strategy in response 
to other companies, and the challenges it faces, especially in the wake of meteoric rise of 
Uber in the country.  
 
Keywords: Ola, Uber, App-based Taxi Services, India  

 
Introduction 
Ever since India liberalized its economy, its growth story has been nothing short of 
spectacular. Even the global recession of 2008 did not hit India as badly as it did other 
countries, especially developed ones. And this story has continued, despite temporary 
slowdowns. Today, India is the fastest growing economy in the world. This paper takes us to  
the subcontinent’s megacities into the urban taxi industry. Taxi aggregators offer three key 
advantages to the hundreds of thousands of urban commuters. First and foremost, they are 
less expensive than traditional taxi service providers, thereby making them accessible even 
to the middle and lower-middle classes. Second, they offer flexibility. They do not operate 
according to a fixed time schedule or route, unlike public transport services (such as buses, 
metro, trams). Lastly, their availability is higher. There are a lot more cabs and auto 
rickshaws that are part of their fleets than buses. Although the passengers they can take on 
at a particular point in time may be three or four, there are thousands of cab and rickshaw 
drivers in megacities like Bangalore and Delhi.  
 
Ola is an app-based taxi service in India that was established in 2010 as a start-up funded by 
venture capitalists. Ola is owned by ANI Technologies private limited and is based in 
Bangalore, the ‘Silicon Valley of India’. Ola started off as a platform that offered weekend 
trips during the 2010 Commonwealth Games in Delhi. Ola then decided to make point-to-
point transportation its main focus and moved its headquarters from Mumbai to Bangalore.  
Since its founding, Ola has grown exponentially to become the leading app-based taxi 
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provider in the country, offering its service in more than a hundred cities and towns. The 
taxi industry in India is a $13-15 billion business opportunity, comprising more than a million 
registered taxis, 90% of whom are unorganized, individual service providers who do not use 
any technology. The taxi business is expected to add another $7 billion to its total industrial 
output by 2020 (Economic Times 2016). Ola, currently valued at $5 billion, is clearly the 
market leader in the private, urban taxi industry in India, with Uber, which entered the 
Indian market in 2014, trying to catch-up.  
 
Literature Review 
Firms in each industry try to acquire competitive advantage by positioning themselves in a 
profitable manner i.e. adopting a competitive strategy (Christensen 2016). The micro-
environment of this competition can be analyzed using Michael Porter’s five forces (Porter 
1998). Positioning is the way in which a firm competes in the industry, the way in which it 
creates a competitive advantage and establishes a unique position for itself. A firm can do 
this in two ways: lower cost and differentiation (Christensen 2016).  
 
Adopting a strategy is vital to the firm’s long term position in the industry. A strategy 
essentially means doing different things from one’s rivals or similar things in different ways. 
It’s about creating a unique value for the customers. It decides how a firm’s value chain is 
structured and the different activities therein performed. It is the strength of these core 
competences and their continuous upgradation that ensure the sustained competitive 
advantage of a company (Christensen 2016).  
 
In the sections below, we shall examine in detail how Ola has managed to do this. We shall 
analyze Ola’s competitiveness, positioning, its industry rivals, and the nature of the taxi 
industry using concepts like red versus blue ocean strategy (Kim and Mauborgne 2005), 
Boston Matrix (Henderson 2013), and Michael Porter’s five competitive forces (Porter 1998, 
Christensen 2016).   

 
Ola’s Business Model 
Christensen (2016) notes that a firm should, first and foremost, focus on its core 
competences and outsource all non-strategic activities. Ola did the exact same thing. When 
it started out in 2010, Ola tried to provide various kinds of services of which point-to-point 
taxi service was only one. However, it soon realized that this would not be sustainable in the 
long-run. So, they stopped all services except point-to-point service which they made their 
central focus. One other strategy that worked for them was to not buy cars for their fleet 
and instead draw up contracts with individual cab drivers. This saved them money in terms 
of initial investment capital, working capital, maintenance costs, drivers’ salaries and so on. 
It also provided the cab drivers flexibility in terms of work duration, among other things.  
 
Christensen (2016) then notes the second condition firms should pay attention to, namely: 
the flow of activities of your value chain must be coordinated well. Ola did well on this front 
too. By placing technology at the centre of it – the mobile app, it connected the commuters 
(i.e. the demand side) with the cab drivers (i.e. the supply side). To put it very simply (maybe 
a bit simplistically), Ola is a demand-supply matching market mechanism that makes profit 
by providing this service. All Ola had to do was set the individual cab drivers up with its 
device and integrate them into their system. The customers would be in their system when 
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they download their app on their mobile phones. And it is, like Christensen (2016) expects, a 
demand-driven platform (more on this below).  
 
Christensen (2016)’s third condition is for the firm to ensure that technology and business 
are integrated. This does not require much explanation in our case because Ola’s business is 
based on technology, specifically mobile technology. Initially, they offered both web-based 
and mobile-based bookings. But, like some e-retail companies such as Myntra, Ola stopped 
web-based ride bookings once it had crossed a critical threshold of customers and made app 
usage compulsory. The fact that the entire business runs because of mobile technology 
shows that technology is an integral, indispensable part of Ola’s business model.     
 
The final condition Christensen (2016) mentions is that value creation must happen for the 
business to not only survive but thrive in a competitive environment. Such a value creation 
has happened with Ola. They are not only providing taxi and rickshaw services at a much 
lower cost than traditional taxi service providers like Meru or FastTrack but their cabs and 
rickshaws are also readily available at all times across a given city. The availability and low 
cost conditions have been the biggest value creation for the company (as it has done with 
Uber).  
 
Ola’s business model sought to exploit both low-cost and sharing economy conditions 
offered by Bangalore, a prominent global IT hub, with around ten million people in a 
developing country. Megatrends such as large-scale urbanization and demographic change 
have been the biggest reasons for these favourable conditions to emerge. India has 
witnessed massive urbanization since the liberalization of the economy in 1991 and 
Bangalore is no exception to this. Similarly, a significant chunk of the Indian population is of 
the working age group. India, a country of around 300 million internet users, emerged as 
the third largest market for cab aggregators in 2016 after China and North America, a 
spectacular growth in a span of less than three years when it hardly visible in the world 
market for cab aggregators.1  

 
Further, Bangalore being the largest IT cluster of India, has also offered significant 
advantages for companies like Ola which engage in disruptive innovation in services. India 
has one of the largest English-speaking, IT-fluent populations in the world. This had made 
available a pool of skilled labour and technical know-how for these companies, and has 
consequently been one of several important reasons for their impressive growth in a short 
span of half a decade or so. For instance, Ola has been in operation for just six years! It is 
not a coincidence that these disruptive innovations in India have emerged in Bangalore and 
not in some other city. ‘Clusters create the most productive, efficient, and innovative 
companies and enable commercialization and new business formation’ (Porter 1998, 
Christensen 2016).  
 
Just to provide another interesting illustration of the central role technology is playing in 
today’s disruptive innovations, let us take Foodpanda, which has applied the same idea as 
Ola/Uber but to food industry. Foodpanda doesn’t run restaurants or fast-food joints, just 
like Ola/Uber don’t own any of the cars in their fleet. In both cases, the respective 
companies are using mobile technology to make a profitable business while also catering to 
the ever-growing demand in mega cities like Bangalore. Foodpanda will deliver food of your 
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choice to your home with a single click on your smartphone or tablet, just like Ola/Uber will 
send you a cab to your home or workplace. The fact that Bangalore is the leading IT hub of 
India has a lot to do with these disruptive innovations emerging and growing in the country.     
Estimates show that app-based taxi services cost at least 15% less than traditional taxi 
service providers (Economic Times 2016). This holds not only for Ola but also for Uber and is 
a clear indication of their low-cost approach to capturing the urban Indian market.  
 

 
[Source: http://economictimes.indiatimes.com/small-biz/startups/uber-vs-ola-who-will-
end-up-dominating-the-streets/articleshow/51720396.cms 
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That sharing economy is an integral part of their business model is illustrated by the fact 
that Ola recently launched Ola Share, where you can share a cab with others just like you do 
with Bla Bla Cars or Go-Cars. The only difference is Bla Bla or Go-Cars are for inter-city or 
inter-regional commuting whereas Ola Share is for urban, local commuting. This has 
furthered lowered the costs of taking a cab ride.     

 
Ola’s Competitive Strategy 

 

 
[Source: http://www.blueoceanstrategy.com/wp-content/uploads/2015/01/Red-Ocean-vs-
Blue-Ocean-Strategy.png] 
 
Red Ocean versus Blue Ocean Strategy 
As you can see from the above table, the blue ocean strategy is more comprehensive and 
all-encompassing compared to the red ocean strategy. When Ola entered the urban 
transport industry in India as a technology-based start-up, it had to compete in an already 
existing market place, namely the private taxi industry in Indian cities. However, Ola’s 
strategy was entirely different. It did not choose to compete with other established taxi 
service providers like Meru Cabs or Fast-track. The existing demand for private taxis was 
quite low, compared to the demand for auto rickshaws or public city buses. Ola further did 
not make a trade-off between differentiation and providing a low-cost service, unlike Meru 
or Fast-track.  
 
Ola’s blue ocean strategy was as follows: First and foremost, by launching an app-based taxi 
service (along the lines of Uber), it created a new market space where it faced no 
competition. While Uber was and still is the global giant which revolutionized taxi industry 
by placing technology at the heart of it, Uber did not operate in India, which meant the 
entire app-based taxi industry was up for grabs for Ola!  

http://www.blueoceanstrategy.com/wp-content/uploads/2015/01/Red-Ocean-vs-Blue-Ocean-Strategy.png
http://www.blueoceanstrategy.com/wp-content/uploads/2015/01/Red-Ocean-vs-Blue-Ocean-Strategy.png
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Second, it made the competition irrelevant by launching web and mobile versions of its 
service. While customers can no longer book rides on Ola website, when they started out, 
they had both website and mobile app where you could book your ride. The app’s UI (User 
Interface) was simple and easy-to-use and the fact that it was location-based attracted 
thousands of people towards Ola in small and mega cities where demand always outstrips 
supply. Because the app was location-based, it was very convenient for the customer as it 
would show the number of Ola vehicles in his or her proximity. All they had to do was book 
the ride and GPS would enable the taxi driver to locate the customer and pick him or her up. 
With the conventional taxis, one had to go to the website, book ride for a specific time, and 
from a specific location. And there offered no flexibility whatsoever. 
 
Third, Ola not only exploited the existing demand but created and captured new demand. 
This they did by essentially matching the demand with the supply. Ola, initially, did not own 
any of its fleet. All the taxi drivers were hired by the company on a contract basis. All Ola did 
was to provide the technology i.e. the app that enabled this demand-supply matching.  
Fourth, Ola broke the value-cost trade-off. Ola could do this because they did not own any 
of the cars in their fleet. This saved them sunk costs in the form of buying vehicles for their 
fleet and maintenance costs (since individual drivers were responsible for their cars’ 
conditions).  This cost-saving strategy enabled Ola to offer its services at a low-cost. With 
the value creation as explained above (in the form of convenient, readily available, peer-to-
peer service), they not only offered taxis at a lower cost but also offered higher benefits for 
the customers. Estimates indicate that app-based taxis cost 15-25% lower than other taxi 
services.  
 
To sum up, Ola did not make a distinction between differentiation and low-cost. Instead, it 
aligned its whole competitive strategy in pursuit of both.        
 
Applying the Boston Matrix 
Here, we apply the Boston Matrix to the case of Ola and the urban transport industry in 
India. As you can see, the Boston Matrix compares the relative market share of a company 
against the market growth rate and places them in four different categories (Henderson 
2013). When Ola began as a technology-based start-up in 2010, it was a ‘Question Mark’. 
This can be explained mainly with the broader megatrends. With globalization and the IT 
revolution in India, cities like Bengaluru became the digital service hubs of the world, 
providing various kinds of IT and IT-enabled services (like business process outsourcing, 
customer management, IT support). Bengaluru was touted as the ‘Silicon Valley of India’. A 
growing population and demographic change in the form of young, working population 
constituting the biggest chunk of the Indian population. This meant there was an ever-
growing demand for transportation and other sorts of services. In other words, the urban 
transport industry had a high market growth rate in the Indian cities, especially the 
megacities like Bangalore and Mumbai. When Ola started out in 2010, they had a low 
market share. They were new. They were offering new kinds of services. Smartphones had 
just begun to take off in the Indian market. People were still not fully sure or aware of the 
potential that smartphones had. Ola, at this stage, did not pose a threat to established taxi 
services like Meru or Fast-track.  
But, in less than 4 years, Ola had become a ‘Star’. Ola, as we saw above, adopted the Blue 
Ocean strategy, and became the leading taxi service provider in Indian cities. They were in a 
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market that had a high growth rate. And they registered a high market share. In the below 
graph, you can see how Ola continues to grow despite severe competition with Uber (which 
entered the Indian market much later in 2014). For four years (2010-14), Ola had zero app-
based competition in the Indian taxi industry. And the market share of conventional service 
providers like Meru and Fast-track kept going down.    
 

 
 
[Source:http://www.thebcgmatrix.com/wp-content/uploads/2015/03/bcg-four-
quadrants.png]  
 
Applying the Ansoff Matrix 
We can also analyse Ola’s development in the Indian market through the Ansoff Matrix 
(Ansoff 1957). Remember that Ola was a ‘Question Mark’ that had a low market share in a 
market that had high growth rate. Naturally, Ola’s first order of business was to increase 
their market share. This is the ‘market penetration strategy’ in the Ansoff Matrix. This, Ola 
did, by attracting both the supply side and the demand side. The supply side i.e. the taxi 
drivers were attracted by Ola’s various incentives. For instance, for every Ola ride taken by a 
driver, he’d get an extra 10 rupees over and above the fare by Ola as an incentive. If a driver 
took Ola rides for seven consecutive days, he would get 100 rupees at the end of the 
seventh day. These incentives, however, keep changing in response to demand and supply 
conditions (and other external factors). We have already seen that Ola attracted the 
demand side i.e. the customers by offering convenient, peer-to-peer taxi service at a very 
low cost.  
 
Once Ola established a foothold in the mega cities like Mumbai, Bangalore, and others 
(where they initially launched their service), they then expanded into other smaller cities 
and towns across India. This is the ‘market development strategy’ where the company 
expands into new markets. Today, Ola is available in 102 cities and towns across India. This 
is massive. Even Uber is available in only 22 cities in India!  

http://www.thebcgmatrix.com/wp-content/uploads/2015/03/bcg-four-quadrants.png
http://www.thebcgmatrix.com/wp-content/uploads/2015/03/bcg-four-quadrants.png
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Once they registered a sizeable market share and were present in several cities and towns, 
Ola then engaged in a ‘product development strategy’ where the company tries to register 
growth by offering new products and services in existing markets. An example would be Ola 
offering the option of paying by cash but also by Ola wallet (which is a mobile payment 
system). Ola also expanded its fleet by offering various kinds of vehicles from economy to 
luxury, named Ola Mini, Ola Prime, and so on. They created a separate Airport fleet.  
Finally, Ola has also diversified its basket of services. They now offer taxis for corporate 
customers. They also offer outstation services. By doing this, they have expanded their 
services in both existing and new markets.      
 

 
[Source:https://cdn.inc42.com/wp-content/uploads/2015/11/7Park-Data-Ola-Uber-
India.jpg]  
 
 

https://cdn.inc42.com/wp-content/uploads/2015/11/7Park-Data-Ola-Uber-India.jpg
https://cdn.inc42.com/wp-content/uploads/2015/11/7Park-Data-Ola-Uber-India.jpg
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[Source:http://s3-eu-west-1.amazonaws.com/tutor2u-
media/subjects/business/diagrams/strategy-ansoffmatrix-1.png]  
 
Porter’s Five Forces Analysis 

 
[Source: 
https://upload.wikimedia.org/wikipedia/commons/thumb/2/2b/Elements_of_Industry_Stru
cture.svg/350px-Elements_of_Industry_Structure.svg.png]  
 
The five competitive forces conceptualized by Porter (1998) (quoted in Christensen 2016) 
have played out and impacted the Indian taxi industry differently over time. Let me 

http://s3-eu-west-1.amazonaws.com/tutor2u-media/subjects/business/diagrams/strategy-ansoffmatrix-1.png
http://s3-eu-west-1.amazonaws.com/tutor2u-media/subjects/business/diagrams/strategy-ansoffmatrix-1.png
https://upload.wikimedia.org/wikipedia/commons/thumb/2/2b/Elements_of_Industry_Structure.svg/350px-Elements_of_Industry_Structure.svg.png
https://upload.wikimedia.org/wikipedia/commons/thumb/2/2b/Elements_of_Industry_Structure.svg/350px-Elements_of_Industry_Structure.svg.png
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elaborate on this. Before the advent of Ola and Uber, the taxis were owned by the 
companies and the drivers only supplied their labour. The entrants were few. And the 
pricing did not vary significantly from one service provider to another. So, the threat of new 
entrants was low. The bargaining power of suppliers was high because there were a handful 
of them. The bargaining power of the buyers i.e. the customers was low. The suppliers were 
few and they did not compete on price. Because the pricing was quite high, majority of the 
urban Indian population could not afford to take taxis. But the threat of substitutes was very 
high (and it remains high!) in the form of public city buses and auto rickshaws. Because 
more than 20% of Indians live on a daily income of less than a dollar, they simply cannot 
avail taxis or even auto rickshaws. They take city buses run by the government.   
 
After Ola entered the market, there were some significant changes in the taxi industry. Now, 
the industry rivalry was not only between established providers like Meru/Fast-track and 
Ola but also between substitutes like Ola and auto rickshaws. The threat of new entrants 
remains, as was witnessed by the entry of Uber four years after Ola’s entry. The bargaining 
power of buyers has increased with the entry of Uber because they can now easily switch to 
Uber from Ola without incurring significant additional costs. They’ll be using the Uber app 
instead of Ola app and they’ll be paying by Airtel money or Paytm instead of Ola wallet (if 
not cash). The threat of substitutes remains with public city buses and rickshaws still 
carrying a significant majority of the urban population from and to their workplace and so 
on. But Ola has tried to compete with it strategically by launching Ola Auto (by hiring 
rickshaw-wallahs to their fleet, in addition to taxis). This, they did, in January 2015.  
 
On the supply side, it’s a mixed picture. Ola, for instance, maintains its own fleet and no 
longer exclusively relies on drivers it has contracted with. This has increased the bargaining 
power of Ola at the expense of the drivers. Previously, Ola was fully dependent on the 
drivers who were the actual service providers. So, the suppliers of labour had a greater 
bargaining power. Over time, as more and more drivers have joined Ola’s fleet and Ola has 
also started building up its own fleet (like conventional taxi services like Meru), the 
company’s bargaining power has increased. With respect to industry rivalry, the 
competition is mainly between Uber and Ola. The conventional service providers have a 
marginal market share at present.     

 
Potential Implications for Auto Industry 
The era of mass ownership of automobiles was unleashed about a century ago during what 
was popularly touted as the ‘Fordist Era’. Certain observers and commentators now believe 
that mass ownership of automobiles would be bid a farewell in the coming decades. And 
they attribute this ‘obituary’ to the remarkable rise of app-based taxi services like Ola and 
Uber and autonomous cars.  
 
The crux of the argument is that the market dynamics for the auto industry will change 
dramatically because of the above disruptive technological innovations. They believe that 
the focus will be less on the individual consumer, the celebrated hero of neoclassical 
economics, to the fleet owner. Gains will be driven by volume of sales and not margin per 
sale. This, they contend, will affect the auto industry significantly, which will require some 
major changes in their business models. 
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Ola and Uber, unlike in their initial phase, are now buying cars to grow their fleet in numbers 
running up to hundreds of thousands per annum. Just in India, Uber is planning to add 
200,000 cars in what may be termed as an ‘expansion spree’ in the fastest growing economy 
in the world (Economic Times 2016). Both Uber and Ola are rapidly expanding their fleets by 
adding every possible kind of private or semi-public transport option you can think of: 
automobile cars, electric cars, and auto rickshaws. Jagannathan (2016) estimates that 1.5-2 
million car sales out a total of 2.7 million were due to Ola and Uber alone. 
 
Indian cities are flooded with vehicles, resulting in traffic congestion day in day out. And it’s 
going to only worsen unless massive changes in public transport infrastructure take place. 
Even so, supply cannot catch-up to the ever-growing demand. Add to this the perennial 
problem that Indian commuters face: lack of organized parking spaces. Both initial and 
maintenance costs and will be weighed too against alternative investment options like 
housing and so on by the Indian consumers.     
 
The biggest contention made by these observers, however, is that the autonomous cars will 
be utilized by app-based taxi services for their fleet in the upcoming decades, once those 
cars go public. And if you can hail a driverless car at any place and any time, why would you 
incur all the aforementioned costs to buy a car?    
    
Challenges and Criticisms 
Ola has faced numerous challenges and criticisms from its customers, competitors, and the 
drivers who constitute its fleet. They differentiated their pricing into ‘peak-hour charges’ 
and ‘normal hour charges’ but a lack of clarity on what hours of the day constitute peak-
hours led to massive criticism by customers on online forums like Facebook, Quora etc. And 
this is a significant issue. Surge pricing can go up to as much as thrice the normal fare during 
daytime and 4-5 times after midnight. This surge pricing strategy followed by Ola and Uber 
to ensure that taxis are always readily available has led to a long-standing tussle between 
the government and the companies. A lack of standardized guidelines that are applicable 
across the country has been a major problem during the negotiations. There are numerous 
other regulations that vary from state to state which have posed problems for these 
companies to expand in India.    
 
Observers critical of the government’s opposition to surge-pricing are so for the following 
reasons: the government doesn’t understand the basic market dynamics of supply and 
demand. When the demand for taxis is higher (i.e. during ‘peak hours’), you pay more. In 
the case of cabs in Indian megacities, the demand, by default, is a large multiple of the 
supply. This demand further goes up at ‘peak hours’ (office hours, school hours, weekends 
etc.). Surge pricing is what ensures that taxis are readily available at all times in the first 
place. They argue that surge pricing must be thought of a premium the commuter pays for 
the certainty in finding a cab.  
 
On the supply side, Ola has kept changing its incentive structure. This has irked the drivers, 
for they feel Ola has lured them into joining their fleet on false pretences. The app has also 
had issues because of bugs and lack of regular updates. This has created a lot of practical 
problems such as the map not showing the customer’s location accurately, the app crashing, 
and Ola wallet not immediately reflecting addition or deduction of money.  
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Ola is also currently facing a lawsuit filed by Uber in the Delhi High Court where the latter 
has alleged that Ola has created millions of fake accounts and has been booking fake trips 
on the Uber app and has thereby caused huge losses to their company (Economic Times 
2016). The lawsuit is an ongoing one. Similarly, an investigation is in progress against 
Flipkart on the basis of a complaint lodged by the Confederation of All-India Traders (CAIT) 
for engaging in predatory pricing (Joshi 2016).   
 
At this point, I have to discuss a very recent significant development in India that is going to 
impact Ola more adversely than Uber and will offer the reasons in this section. India has a 
largely informal economy (93% share claimed by the informal sector). This has meant that 
the Indian economy has been predominantly cash-based. Consequently, a massive ‘parallel 
economy’ or ‘black economy’ exists which hurts the economy and its future prospects. To 
curb illegal money obtained through various nefarious means, the Indian government 
demonetized large-denomination currency notes. This was also envisaged as part of a larger 
mission to digitize the Indian economy – part of the ambitious ‘Digital India’ Project 
launched by Prime Minister Narendra Modi. The cash crunch that has resulted in the 
economy and the top-down implementation of this measure means that consumers and 
producers will inevitably have to take up digital payment platforms, both card- and mobile-
based.  
 
Uber is positioned well compared to Ola in this context because Uber uses Paytm as its 
payment system. Initially, when Uber entered India, Ola fared better because Ola offered 
cash payment as well as digital wallet. But Uber offered only Paytm and was therefore 
accessible only to Paytm customers. Uber started registering spectacular growth after 
introducing cash mode of payment in all the cities it operates, including Bangalore and 
Delhi. This was a turning point for Uber in India. After demonetization, the tables have 
turned on Ola and it is Uber which is exploiting the advantage now. Now why is Uber better 
positioned than Ola even though the latter also offers digital payment? It is because Uber 
uses Paytm which can be used by consumers across contexts from e-commerce to bill 
payments unlike Ola which uses Ola wallet which can be used only paying for Ola rides.    

 
Concluding Remarks 

To conclude, if Ola doesn’t upgrade and soon, it’s not going to remain the leader in the 
Indian urban taxi sector very much longer and will be overtaken by Uber. This is reflected by 
its attempt to persuade the Indian government to impose what it calls ‘good protectionism’. 
A similar attempt is being made in the e-commerce sector by Indian e-retail giant Flipkart 
which is struggling to compete with Amazon, a global leader. Several similarities exist in the 
nature of competition and the strategies deployed by the respective companies in response. 
However, that is not part of this discussion.  
 
So, what is going on here? Critics argue that Ola and Flipkart are engaging in double-
standards or hypocritical conduct. They allege that, both companies have disrupted the 
businesses of traditional taxi service providers and small and medium traders, but when 
they are on the receiving end of it courtesy of Uber and Amazon, they deem it ‘unfair’. The 
fact that Uber and Amazon can sustain more losses and for a longer period of time because 
they are established, truly global players, has created some panic (understandably so) with 
Ola and Flipkart respectively. Unless these companies upgrade themselves and obtain the 
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capability and scale to sustain whatever competitive advantage they had thus far, they 
would soon recede into the background.     
 
Endnotes 
1 http://www.livemint.com/Companies/okLbTyf5OtqKnO1roYBAeP/Uber-vs-Ola-the-battle-
for-dominance-in-Indias-cab-market.html 
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Abstract 

This study is carried out to determine the influence of religion and other demographic 
factors on investment behavior of individuals so as to design the products according to the 
need of the investors with different religious affiliations. It uses a descriptive design to 
investigate the relationship between individual’s religious affiliation and his/her investment 
behaviour using chi square test. There is strong evidence found to support the research 
hypothesis. We find that investment behavior of individual is dependent on their religious 
affiliation.  
 
Keywords: Religion, Investment Choices, Investment Behaviour, India 

 
Introduction  
Investment in the sense of capital formation of capital stock such as land, structure, plant 
and machinery, furniture and inventory has a crucial role in the economy of any country. 
Investment is an asset purchased with the hope to generate income or appreciation in the 
future. In an economic sense, an investment is the purchase of goods that are not 
consumed today but are used in the future to create wealth. Investors are those who 
receive monetary rewards from security trading (Radcliffe, 1997). There are basically two 
different types of investor namely individual investor and institutional investor. Individual 
investors mainly include the household investors. The investment made by both type of 
investors serves its needs and lead to economic growth of the country.  
 
The investment strategies of one investor differ from other as each investor has different 
perceptions and needs like buying house, planning for retirement and education of children 
and so on. Individual investor has so many options to invest. These options cater to different 
needs. These different needs give birth to factors affecting investment decision making 
which shapes investment behavior of these individuals. There are number of factors which 
affect an individual’s investment decision making. These factors include demographic 
factors, stock fundamentals, personal values, individual’s lifestyle, psychological factors, risk 
bearing capacity, social and cultural values so on. One important contributing factor 
affecting investment behavior that attracts little attention is culture, values and religion. 
Culture, through its components, elements and dimensions, is seen to dictate the 
organizational structures, the micro-organizational behavior, and the cognitive functioning 
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of individuals, in such a way as to ultimately affect the judgment or decision made (Choi, 
2001). Furthermore, values are considered to be general beliefs that define right or wrong 
(Md Zabid and Ho, 2003). Possibly, therefore, values could affect how individuals perceive 
the form of behavior considered appropriate and effective in any given state. Several 
authors have cited culture as one of the powerful determinants of personality formation 
and behavior of individuals. Religion, being an important aspect of culture, is seen as playing 
an important job in shaping how people behave in certain situations. Religion affects 
investment indirectly by shaping demographic characteristics. Religion can also shape action 
directly both by defining the end values toward which behaviour is oriented and by 
providing a schema that people draw on to build “strategies of action.”  
 
Surprisingly, religions that affect the social and cultural environment in which investors 
inhabit and perform their individual behaviors are often overlooked. Previous researches 
suggest that there is an impact of religious affiliation on investment behavior and financial 
decisions of individuals (Hess, 2012; Muhamad, 2006; Tahir & Brimble, 2011). It is suggested 
that culture and religion are key social mechanisms for influencing beliefs and behaviours 
(Kennedy, 1998). Based on these findings, we investigate if religious affiliation influences 
individual’s investment decision making.  
 
Review of Literature 
Religion, it is claimed (Sood and Nasu, 1995), would affect individual behaviour directly 
through the rules and taboos it inspires (Harrell, 1986) and indirectly through categorization 
of all phenomena, development of code of conduct, and establishment of priorities among 
these codes (Sood and Nasu 1995). Furthermore, it is argued that religiousness or religiosity, 
as an important value in the individual’s cognitive structure, can influence an individual’s 
behaviour (Delener, 1994). According to him the pro-religious (or highly religious) 
individuals are likely to be more dogmatic and more conservative than are the non-religious 
(or least religious) subjects. As such, it is expected that the more religious person would 
more likely align their behaviour in sync with their religious beliefs and practices. It is further 
suggested that those who are strongly committed to religion are both attitudinally and 
behaviourally capable of making decisions consistent with moral conscience (Delener, 
1994). Religious affiliation affects the marital stability, upbringing of children, education, 
social relationships, fertility and wealth. Several studies provide support for the hypothesis 
that the probability of divorce is higher for religiously heterogamous couples (Bumpass and 
Sweet 1972; Becker et al. 1977; Michael 1979; Lehrer 1996). 
 
One potentially important contributing factor that has received relatively little attention is 
family-level religious affiliation and participation that shape saving and investment 
behaviour. Hass (2012) found that except for number of credit cards, the results confirm 
that high religiosity is negatively correlated with card balances, foreclosures, and 
bankruptcies and positively correlated with credit scores. He used factor analysis and 
correlation in his study. Haron and Wan Azmi (2008) examined the role of religion in 
determining the savings behaviour of Indian customers, particularly the Islamic bank 
customers. Contrary to the expectation, their study found that Islamic banking customers 
placed profit motive above their religious motive when making economic decision.  
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Tahir and Brimble (2011) examined impact of religiosity on personal financial decisions. 
They investigated investment behaviour of Muslims and found that Islam does influence 
investment behaviour.  They found Muslim investors in west comply less with Islamic laws, 
more with common law prevalent in west. In addition, they sought to identify the factors 
that influence the asset allocation decision in an investment experiment, more specifically, 
risk aversion and return seeking behaviour of Muslims. They found support for the influence 
of Islam on investment decision making among the Muslim. However, the extent to which 
the Muslims adhere to the Islamic investment principles depends on their level of religiosity. 
Vogel and Hayes (1998) state that Muslim savers have relatively few acceptable investment 
contracts to choose from. Most Islamic funds are confined to short term maturity, low risk 
and small profit margins. 
 
Perhaps, the research carried out by Muhamad (2006) is closely related to the present study 
in view that religion has some influence on individual investment decision making. This 
study specifically explores the influence of Islamic religiosity on the investment decision-
making among the Malaysian Malay Muslim investors. Aspects being examined include the 
types of instruments preferred for investment, objective(s) of investment as well as sources 
of information utilized in making such investment. A survey was carried out among 262 
Malay Muslim accountants. It was found that the degree of religiosity has a significant 
influence on investment decision-making. This was entirely a first step in behavioural 
finance which tried to find out the impact of religion on investment behaviour (Muhamad, 
2006). The present study is aimed at identifying association between investment behaviour 
of individual and religion being followed by them for four religious groups, viz. Hindus, 
Muslims, Sikhs, and Christians in Delhi NCR.  
 
Methodology 
Research Design This study uses a descriptive design to investigate the influence of religious 
affiliation on individual’s investment behaviour using survey instrument as structured 
questionnaire. There are 40 variables in questionnaire, out of those 7 are demographic 
variables and rest 33 are dependent variables. Investment behaviour is defined by these 33 
dependent variables indicated in table 1. Demographic variables include gender, age, 
marital status, occupation, religious affiliation, annual family income and education. We 
have seen the impact of religious affiliation on 33 dependent variables. Both dependent and 
independent variables are categorical variable.  
 
Research Model A research model has been drawn based on literature review insights from 
the field survey. The model tries to establish a linkage of religious affiliation of individuals 
with various components of factors such as objective of investment, financial obligation, and 
choices of financial instruments, sources of information and means of fulfilling financial 
needs. This model is likely to be useful for similar researches in future as well.  
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Figure 1: Theoretical framework of Research  
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Objectives of Study 
1. To identify the impact of religious affiliation of individual investors on their objectives of 

investment;  
2. To identify the impact of religious affiliation of individual investors on their financial 

obligations; 
3. To understand the means of fulfilling these obligations adopted by individual investors. 
4. To know the preferred investment avenues of individual investors among different religious 

groups; 
5. To identify the impact of religious affiliation of individual investors on preferred sources of 

information used by them; 
6. To identify the impact of religious affiliation of individual investors on their risk tolerance 

level.  

 
Hypothesis The following research hypothesis have been tested in the study 

1. An objective of investment has a significant relationship with religious affiliation of 
individual investors. 

2. A financial obligation has a significant relationship with religious affiliation of 
individual investors. 

3. Means of fulfilling financial obligations has a significant relationship with religious 
affiliation of individual investors. 

4. Choice of financial instruments has a significant relationship with religious affiliation 
of individual investors. 

5. A source of information used has a significant relationship with religious affiliation of 
individual investors. 

6. Risk tolerance level has a significant relationship with religious affiliation of 
individual investors. 
 

Sample Convenience sampling method has been used in the study. Respondents from four 
religious groups’ viz. Hindu, Muslim, Sikh and Christian have been taken. Sample size is 315 
individuals drawn from Delhi/ NCR. 
 

Data Collection Based on the previous research in investment behaviour, a questionnaire 
was constructed to measure the investment pattern of individuals in NCR on the basis of 
religion and other demographic variables. All questions were close-ended. Questionnaires 
were delivered to 450 investors, out of which 315 were completely filled. The secondary 
information was collected from published and unpublished research reports, articles in 
financial magazines and newspapers, expert’s opinion published in various print media, 
books and research reports related to investments, religion and culture, publications of the 
government sources like RBI website, CSO, census data etc.  
 

Survey Instrument 
A close-ended, structured questionnaire consisting 10 subscales was developed for the 
purpose of this study. Two questions were related to number of working members and 
dependents in the family of investors. In the four subscales, questions were adapted from 
similar instruments reported in the literature by previous researches to measure the 
investment pattern of individuals on the four constructs under consideration, viz. objectives 
of investments, financial needs/obligations, sources used for investment related 
information and the choice of financial instrument for investment, risk tolerance and 
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interest receiving/paying. Each question was scored on a 5 point Likert scale from (1) highly 
dissatisfied to (5) highly satisfied. The questions related to the choice of financial instrument 
were scored on a 5 point likert scale from (1) never to (5) frequently. One subscale was on 
religion related questions scored from (1) No, (2) Can’t Say and (3) Yes. In the last subscale, 
demographic information such as age, gender, marital status, occupation, education, 
income and religion were sought.  
 
Research Tools: Normality of data is tested using Shapiro-Wilk’s test and Kolmogorov-
Smirnov (K-S) test. To check association between two categorical (nominal scale) variables, I 
used two way chi square test and crosstabs.  
 

Respondent’s Characteristics 
Questionnaire was made on MS-Word and collected data by distributing the forms 
personally. Out of 450 forms distributed, 368 forms were returned; representing 81.77% 
response rate but out of this 53 forms were not considered for analysis purpose since some 
of them were not properly filled. The final response rate of forms which were considered is 
70% i.e. 315 completely filled questionnaire, out of which there were 80 Hindus, 117 
Muslims, 91 Sikhs and 27 Christians. Data was collected through a structured questionnaire 
containing 45 questions which addressed the items on the investors’ economic demographic 
characteristics, investment objectives, financial needs; sources of information used and 
preferred investment avenues. 

 

Limitations of Study 
1. The study has geographical restrictions i.e. Delhi/ NCR only.  
2. Reluctance of the people to provide the complete information about them can affect 

the reliability of the responses. 
3. Study is limited to four religions only i.e. Hinduism, Islam, Sikhism and Christianity. 
4. Individuals and households having annual income less than Rs. 500000 are not 

included in the sample. 
5. The lack of knowledge of investors about financial instruments can be major 

limitations. 

 
Data Analysis 
The data collected through survey was entered in the computer for analysis by the SPSS 20.0 
package. The internal consistency of instrument was checked through reliability analysis by 
calculating Cronbach’s alpha (table 2). Data analyses were summarized as descriptive 
statistics, normality statistics, cross tabulation and hypothesis testing using chi-square tests.  
 
Demographic Profile of the Respondents 
Table 1 summarizes the basic statistics on religion, age, educational level, gender, marital 
status, occupation and income. It indicates that out of sample of 315 respondents, 94% 
were male and 6% were female. 14% respondents were below 35 years, 54.6% respondents 
from 35 to 50 years and 31.4% of the respondents were more than 50 years in age. In the 
sample, there were 94.6% married and 5.4% unmarried/single respondents. 71.4% of the 
respondents belonged to salaried class and 28.6% were businessman/self-employed. In 
terms of religious distribution, 25.4% were Hindu, 37.1% were Muslim, 28.9% were Sikhs 
and 8.6% were Christians. 14.3%  respondents had annual income of less than Rs. 5,00,000, 



Review of Management, Vol. 6, No. 3-4, December 2016 

25 

 

39.7% of them had annual income of Rs. 5,00,000 to Rs. 10,00,000, 46%  of them had their 
annual income more than Rs. 10,00,000. In terms of distribution of the sample by education, 
2.9% respondents were educated till 10th standard, 11.4% of them were educated till 12th 
standard and 39.7% graduated, while 37.5% had post graduate qualifications. 8.6% of the 
respondents had doctoral degrees. 
 

Reliability of Data 
The Cronbach’s Alpha for individual’s investment behaviour is 0.756 and Cronbach’s Alpha 
based on standardized item is 0.759 which are acceptable and reliable to internal items 
consistency. Research instrument is thus internally consistent. 
 
Chi Square Analysis of relationship between Religious Affiliation and Individual’s 
Investment Behaviour 
A Multi-item scale was developed and investors’ attitudes were measured towards their 
objectives of investment, sources of investment information used, financial obligations and 
pattern of receiving/paying interest. The respondents were asked to show their level of 
consent to the statements using a five point Likert Scale ranging from “Strongly Disagree”, 
“Disagree”, “Neutral”, “Agree” and “Strongly disagree” on how they viewed a series of 
factors in investment decision making. Table 3 illustrates the 33 most common 
determinants of individual investment behaviour.  
 
Safety of money was major investment objectives for 62.8% respondents. 42.8% 
respondents agreed that they invested to earn interest income. 45.7% of the respondents 
accepted that they made investments to get deductions in income tax. More than 90% 
respondents invested money to secure their future. More than 94% respondents invested 
money in retirement funds. More than 94% respondents made investments to meet 
expenses for their children's education. More than 71% respondents agreed that they made 
investments to meet expenses for their children's marriage. Around 77% respondents 
invested money to meet health expenses. More than 37% respondents made investments 
to make expenses on vacations. More than 65% respondents agreed that they made 
investments to buy house. Around 50% of respondents invested money to arrange capital 
for starting their own business.  
 
Before making investments, investors gather information about return, risk, investment 
period etc. about different investment options available in the financial market. Around 48% 
respondents indicated that they got such investment information from their 
friends/relatives. 28.5% respondents got such information from financial brokers/ advisors. 
60% respondents got investments related information from electronic media like T.V., radio. 
65.7% respondents got information from print media like newspapers, magazines.  
 
40% investors reported that they frequently put their money in saving bank account. 
Around 30% of the investors put their money in recurring deposits, fixed deposits and 
government securities. Around 30% of the investors never put their money in recurring 
deposit, around 50% never invested in shares, 45.7% never dealt in mutual funds, 63% 
never dealt in bonds and 40% never dealt in government securities. About 45% investors 
reported that they sometimes invested in insurance schemes.   
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It is interesting to note that investors moderately put their money in gold/ other precious 
metals and not so frequently in real estate. 80% of the respondents fulfil their financial 
responsibilities through savings, 40% prefer the combination of savings and loan. Around 
30% of the respondents say that their religion encourages them to save money; more than 
57% of the respondents say that their religions do not encourage them to take loan. Religion 
prohibits receiving/paying interest in case of 54.3% of the respondents. On the other hand, 
religion encourages them to donate in monetary terms in case of 56.1% of the respondents 
and donate in non-monetary terms in case of 70% of the respondents. Around 50% of the 
respondents reported that their religion did not encourage them to take insurance cover. 
Further, 51.4% of the respondents reported that they were ready to take risk while 
investing. 
 
Interpretation and Results 
Using Kolmogorov-Smirnov test and Shapiro-Wilk’s test, P value is calculated to be less than 
0.05 at 5% confidence level. Null hypothesis that data are normally distributed is rejected 
and we have strong evidence to say that data are not normally distributed. As data are not 
following normal distribution, we need to apply non-parametric tests.  
 
To test whether proportions were different in each group, we applied a χ2 test of 
independence, using sample data, with α= 0.05 as criterion for significance. We computed 
degrees of freedom, the chi square test statistic and P- value. Results in table 3 show that p 
value resulted from chi square test are much less than 0.05 for all 33 variables. Since, the P- 
value is less than the significance level (0.05), it is highly significant and therefore, we reject 
the null hypothesis. Alternatively, research hypothesis is accepted. Or we found that HA is 
established; H0 is rejected for all 33 variables. Results of hypothesis testing are summarized 
as follows. 

1. There is strong association between objectives of investment and religious affiliation 
of individuals. 

2. There is strong association between financial obligations and religious affiliation of 
individuals. 

3. There is strong association between means of fulfilling financial obligations by 
individuals and their religious affiliation. 

4. There is strong association between choice of financial instruments for investments 
and religious affiliation of individuals. 

5. There is strong association between sources of information used by individuals and 
their religious affiliation. 

6. There is strong association between risk tolerance level of individuals and their 
religious affiliation. 

Based on the above, it goes without saying that there is very strong evidence to support 
relationship between respondents’ investment behaviour and their religious affiliation. 
 
Conclusion  
Safety of money, earning interest income and tax saving were found to be few objectives of 
investment among individual investors while they strongly believed that they invested 
money for income security in future. Most of the respondents strongly believed that they 
invested to meet expenses for education of their children. They also reported children’s 
marriage and sudden health expenses as contingencies for which they were investing. It was 
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also indicated that individual investors in Delhi/ NCR searched information about 
investments majorly from media. The frequently preferred investment options by the 
investors were saving bank account and fixed deposits. The other investment options where 
investors sometimes invested were insurance, recurring deposit, government securities, 
gold and real estate. Respondents believed more in savings to meet financial responsibilities 
and contingencies than depending on loans. Their Religion also encourages them to prefer 
savings over loan. Religion of most investors prohibits receiving/paying interest on money. It 
encourages them to donate to the needy ones. Donations/help is preferred in non-
monetary terms than that of the monetary donations.  
 
In line with other related studies (Hess, The impact of religiosity on personal financial 
decisions, 2012) (Rusnah Muhamad, 2005) (Tahir Imran, 2011), it is found that there is 
significant relationship between individual’s investment behaviour and his/her religious 
affiliation. Individual’s Investment behaviour is dependent upon his/her religious affiliation. 
Investors of different religious groups have different opinion and behaviour with relation to 
their investment objectives, investment needs/obligation, mode of fulfilling these 
investment needs, choice of financial instruments, sources of investment information used 
and their risk tolerance level. It provides strong evidence to suggest that all the four 
religious groups tend to have different investment behaviour. In other words, there is a 
significant relationship between investment behaviour of individual and his/her religious 
affiliation.  
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Table 1 Demographic Profile of the Respondents 
 

  Variable                                                         Categories Frequency Percent 

Gender  

male 296 94.0 

female 19 6.0 

Total 315 100.0 

Age 

<35 44 14.0 

35 to 50 172 54.6 

>50 99 31.4 

Total 315 100.0 

Marital Status 

married 298 94.6 

unmarried/single 17 5.4 

Total 315 100.0 

Occupation 

service 225 71.4 

business/self 
employed 

90 28.6 

Total 315 100.0 

Religious Affiliation 

Hinduism 80 25.4 

Islam 117 37.1 

Sikhism 91 28.9 

Christianity 27 8.6 

Total 315 100.0 

Annual Family Income 

<Rs.5,00,000 45 14.3 

Rs.5,00,001 to 
Rs.10,00,000 

125 39.7 

> Rs.10,00,000 145 46.0 

Total 315 100.0 

Education 

10th 9 2.9 

12th 36 11.4 

graduate 125 39.7 

postgraduate 118 37.5 

doctorate 27 8.6 

Total 315 100.0 

  Source: Compiled from field survey 
 
Table 2 Reliability Statistics 
 

Cronbach's Alpha Cronbach's Alpha Based 
on Standardized Items 

Number of Items 

.756 .759 315 

        Source: Compiled from field survey 
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Table 3 Results of Chi-Square Tests for Relationship between Individual Investor’s 
Investment Behaviour and Religious Affiliation of Investor 
 

S. 
No. 

Variable Value of Test Conclusion 

χ2 Value Degree of 
freedom 

p 
value 

1 Investment objective is Safety of 
money 

65.916 9 .000 
Highly 
Significant 

2 Investment objective is Earn 
interest 

104.821 12 .000 
Highly 
Significant 

3 Investment objective is Tax 
saving 

85.340 12 .000 
Highly 
Significant 

4 Investment objective is Future 
Security 

24.748 6 .000 
Highly 
Significant 

5 Need to invest is Retirement 
Planning 

71.044 6 .000 
Highly 
Significant 

6 Need to invest is heavy expenses 
in Children’s Education 

50.554 6 .000 
Highly 
Significant 

7 Need to invest is heavy expenses 
in Children’s Marriage 

46.359 6 .000 
Highly 
Significant 

8 Need to invest is bear sudden 
Health Expenses 

100.045 9 .000 
Highly 
Significant 

9 Need to invest is to buy House 
126.956 9 .000 

Highly 
Significant 

10 Prefer to fulfill financial 
obligations through savings 

31.731 3 .000 
Highly 
Significant 

11 Prefer to fulfill financial 
obligations through loan 

150.733 
 

6 .000 Highly 
Significant 

12 Prefer to fulfill financial 
obligations through savings and 
loan both 

34.377 6 .000 Highly 
Significant 

13 Preferred investment instrument 
is SBA (Saving Bank Account) 

173.444 12 .000 
Highly 
Significant 

14 Preferred investment instrument 
is RD (Recurring Deposit) 

77.193 12 .000 
Highly 
Significant 

15 Preferred investment instrument 
is FD (Fixed Deposit) 

117.243 12 .000 
Highly 
Significant 

16 Preferred investment instrument 
is Government Securities 

71.619 12 .000 
Highly 
Significant 

17 Preferred investment instrument 
is Insurance Schemes 

95.650 12 .000 
Highly 
Significant 

18 Preferred investment instrument 
is Shares 

102.538 12 .000 
Highly 
Significant 

19 Preferred investment instrument 
is MF (Mutual Funds) 

175.847 12 .000 
Highly 
Significant 

20 Preferred investment instrument 146.951 12 .000 Highly 
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is Gold Significant 

21 Preferred investment instrument 
is Bonds 

56.594 9 .000 
Highly 
Significant 

22 Preferred investment instrument 
is Real Estate 

104.897 12 .000 
Highly 
Significant 

23 Obtain investment information 
from friends/ relatives 

206.118 12 .000 
Highly 
Significant 

24 Obtain investment information 
from brokers/ financial advisors 

148.020 9 .000 
Highly 
Significant 

25 Obtain investment information 
from Electronic media 

124.957 9 .000 
Highly 
Significant 

26 Obtain investment information 
from Print media 

103.100 12 .000 
Highly 
Significant 

27 Religion encourages saving 
money 

42.158 6 .000 
Highly 
Significant 

28 Religion encourages raising debt 
77.189 6 .000 

Highly 
Significant 

29 Religion prohibits receiving/ 
paying interest 

89.167 6 .000 
Highly 
Significant 

30 Religion encourages donating in 
monetary terms 

51.031 6 .000 
Highly 
Significant 

31 Religion encourages donating in 
non-monetary terms 

19.794 6 .003 
Significant 

32 Religion encourages taking 
insurance cover 

52.856 6 .000 
Highly 
Significant 

33 Religion encourages taking risk 
while investing 

48.019 6 .000 
Highly 
Significant 

Source: Compiled from field survey 
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Augmenting Employability of Management Graduates in India 
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Abstract  

An ASSOCHAM study of 2016 indicated that 93% of the B-school graduates are 
unemployable. This scenario is quite alarming especially when there are about 5500 B-
schools in India offering 5,20,000 MBA seats. A good number of MBAs passing out of the B-
schools end-up getting job of less than Rs. 10000 and there are even larger numbers of 
those who cannot get any job at all. This paper is a modest attempt to analyse the reasons 
behind abysmal performance of the Indian MBAs in the job market and how things can be 
inverted in order to enhance their employability and in turn re-establish relevance of 
Management education in the country.  
 
Keywords: Employability, B-Schools, India  

 
Introduction 
It is hard to believe, but the fact remains that ‘most of 5,500 B schools in the country are 
producing sub-par graduates who are largely unemployable resulting in these pass-outs 
earning less than Rs 10,000 a month, if at all they find placements’1. As a result, credibility of 
B-schools has been jeopardized. Interestingly, ‘around 220 B-schools had shut down in the 
last two year in cities such as Delhi-NCR, Mumbai, Kolkata, Bangalore, Ahmedabad, 
Lucknow, Hyderabad, Dehradun etc. And at least 120 more are expected to wind up in 
2016’2. Campus hiring has declined to whopping 45% in last couple of years due to poor 
quality of B-school education and slowdown of economy3.  
 
According to a report of ASSOCHAM, ‘the mismatch between aspirations of students and 
their level of preparation are crucial as most of the fresh graduates are afraid of getting 
their hands dirty; the flaw lies with the negligible hands-on training provided at Tier 2 and 3 
colleges’4. The entire ecosystem of Management education in India is at risk. Inputs in terms 
of number and quality of MBA aspirants are deteriorating day by day. Quality of B-school 
faculty in general is quite deplorable. A dipstick informal survey of faculty members working 
with B-schools in Noida, Ghaziabad and Gurugram revealed that they were getting salary far 
below the norm (30000-40000 per month on an average), their workload was abnormally 
high (18-20 hours of classroom teaching per week) and there was no support available for 
faculty development and research publications. So both students and faculty of B-schools 
are under cloud of doubtful quality.  
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So far as the B-school processes are concerned, less said the better. Admissions, faculty 
recruitment, curriculum development, teaching-learning, examination, summer training and 
final placements are managed in ad hoc manner in most of the B-schools. Possibly this is the 
reason why accreditation norms of National Board of Accreditation (NBA) focuses on these 
issues in a big way. Processes ensure transparency and accountability. On the other hand, 
promoters/trustees of most of the B-schools patronize ambiguity and discretion in decision-
making. This contradiction also leads to lackadaisical processes or complete absence of the 
same resulting in overall poor quality in large number of B-schools. Poor inputs 
(students/faculty) and weak processes in turn smear the output (MBAs) and eventual output 
users (companies) are rather wary of hiring them either through campus placements or 
open recruitment.  
 
This is a vicious circle –good students are not aspiring to join B-schools due to poor 
placements, companies are reluctant to go for campus hiring due to poor quality of MBAs, 
good faculty are not available due to lower compensations, trustees are not willing to give 
good salary as there are no good quality faculty knocking at their doors. Unless we break the 
vicious cycle that mars B-schools in India, we cannot make Management education relevant 
in the contemporary world. Now the initiatives must come from the promoters themselves 
as all other stakeholders have limited scope to intervene. Of course, the government can 
spearhead cleansing of the B-schools by making certain standards mandatory for running 
the programme and strictly monitoring the same so that black sheep can be detected and 
punished fast lest anyone dare dilute the core values larger social purpose of education.  
 
Framework for Augmenting Employability   
Employability is more about getting actionable skills so that potential employees are job 
ready right from day one5. And it goes without saying that there are more jobs in the market 
than the deserving candidates. Hence, the onus is on the B-schools to turn into goldmine of 
competent managerial manpower by taking some corrective measures and forward-looking 
initiatives.  
 
First and foremost is redefining the vision-mission and strategic objectives of the B-schools. 
It depends on how the trustees/promoters view the whole issue. It is sad but true that very 
few trustees/promoters of B-schools are keen to let go their parochial interests for larger 
good. Even when the vision and mission statements are apparently welfare-oriented, in real 
scenario, a good number of trustees and promoters indulge in profiteering. Hence, when we 
say redefining vision-mission, we expect the change of heart and spirit at the top of B-school 
pyramid. And this can be reflected in significant change in the governance and 
accountability structures. If the trustees/promoters are truly interested in serving the 
society by way of being a nerve centre for capable manpower, they will open their 
governing bodies for independent educationists, entrepreneurs and corporate leaders 
instead of limiting the same with relatives, friends, trusted aides who are co-opted not on 
merit but on the basis of loyalty. This will be the beginning of a great revolution in Indian B-
schools, although this seems a far-fetched dream.    
 
Unfortunately, ground reality is like this: ‘Most of the private B-Schools in India offering Post 
Graduate Diploma in Management are managed by charitable trusts  registered under 
Indian Trust Act 1908 or educational societies registered under Societies Registration Act 
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1860. In case of charitable trusts, the trustees are generally from the same family having 
absolute powers to manage the affairs of the institutions. As a result, misappropriation of 
funds is not uncommon. The trustees hold the office for the whole life and hence cannot be 
removed for their indulgences or mis-governance or incompetence. So is the case of 
educational societies where majority of founding members belong to the same family. Thus 
the governing bodies of B-Schools have unlimited power and authority without concomitant 
responsibility’6. However, market forces are paying at their best. Course correction has 
already begun as reflected in the rising number of institutions applying for closure of 
PGDM/MBA programmes.     
 
Second imperative is improving the quality of Management education. Regrettably, most of 
the B-schools have thrived on marketing gimmicks and advertising budget rather than 
intellectual endeavours as indicated by Shweta and Kumar (2011) who candidly observe: 
‘The Government of India (GOI) formed the All India Council of Technical Education (AICTE), 
a statutory body under the Ministry of Human Resources to regulate the functioning of 
technical institutes in India. AICTE has given full autonomy to the B-Schools vis-à-vis 
curriculum development, assessment of students, conduct of examination, recruitment of 
faculty, tuition fee etc. However, there are no checks and balances on these matters. While 
the AICTE ensures compliance regarding infrastructure, library and laboratory facilities and 
student-faculty ratio, it overlooks the indicators of quality education’7. Even the 
accreditation norms (of National Board of Accreditation) for B-schools are not outcome-
based. Currently it is based on input-process-output model.  
 
Quality of Management education can be improved by adopting outcome-based 
accreditation norms where focus is on learning goals and appropriate and comprehensive 
assessment of learning outcomes. It is easy to find that most of the B-schools have poorly 
designed curricula without any specified learning goals and outcomes. Besides, assessment 
processes in most of the B-schools are ambiguous. As a result, assessment becomes a piece 
of paper specifying certain diploma or degree and not necessarily the competencies which 
the B-school graduates must possess. It is important that curricula, teaching-learning 
process and assessment are intertwined in such a manner that B-school graduates are 
employable and industry ready. Some of the thrust areas of B-school curricula should be 
enabling the students to develop communication skills, leadership skills, critical thinking, 
problem solving, ethical orientation, social sensitivity and global perspective across all the 
courses rather than taking them as standalone modules. It is also essential that assessment 
is incentivized by freeing the faculty time from mundane administrative responsibilities.    
 
Faculty Development is another area of concern. B-schools face double-edged foil when it 
comes to faculty i.e. shortage and competence. Most of the B-schools in India are running 
with less than required number of faculty members. Moreover the quality of existing faculty 
is generally poor. Institutions are not able to attract more competent people for faculty 
positions due to unappealing compensation packages. Besides, there are little funds and 
opportunities available for the existing faculty to upgrade their knowledge and skills. Faculty 
development programmes run by some of the Indian Institutes of Technology or Indian 
Institutes of Management are exorbitantly priced and thus invariably unaffordable for 
poorly paid faculty members even if they are interested in their professional development.  
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This is a spiral that leads to perpetuation of poor quality of faculty. Unless the institutions 
break this spiral, faculty development will remain a pain point having significantly adverse 
bearing on overall quality of Management education in the country. Again, initiative has to 
come from the promoters/trustees of the B-schools to invest liberally in faculty 
development. Best way to begin would be integrated MBA-PhD programme where the 
students are prepared for a career in research and teaching and they start getting lucrative 
stipends after completing two years studies. Some of the private institutions such as Icfai 
University, Hyderabad, Birla Institute of Technology and Sciences, Pilani, Xavier Labour 
Relations Institute, Jamshedpur and Management Development Institute are providing 
stipends for doctoral programme. However, scope of such programmes should expand 
beyond elite institutions so that the issue of acute faculty shortage and quality of faculty can 
be addressed simultaneously.     
 
Yet another area where the B-schools need to focus is academia-industry interface. As Jha 
(2016) observes: ‘There is an invisible wall that divides the academia and industry to come 
closer and collaborate on mutually beneficial projects and programs. Both academia and 
industry fully understand the value of closer ties, yet they are far from each other when it 
comes to working together at a deeper level. At superficial level, there seems a lot of 
interest in academia-industry interface. But these interfaces are limited to occasional 
participation in corporate guest lecture series conducted by most of the B-schools in the 
country and need- based participation in campus placement drives for summer training as 
well as final placements as and when required’8.   
 
However B-schools can take the first step to demolish the invisible wall.  Jha (2016) rightly 
suggests: ‘the B-schools need to open up their doors for serious engagement with the 
industry representatives in terms of governance. Currently, most of the boards of governors 
or academic councils in B-schools have only cosmetic representations from the industry. 
Either they are disinterested or disallowed in a polite manner to influence the working of 
the most of the B-schools. There are a few B-schools which are already leveraging corporate 
connection to improve their governance structures, curriculum, pedagogy, etc. But number 
of such schools is depressing. Hence, it is important that all the B-schools in India should rise 
to the occasion and get involved with the industry in order to change fortunes of their 
respective institutions. A few good examples are unlikely to impress the industry to come 
forward and engage in meaningful collaborative projects’9.    
 
Further, Jha (2016) emphasises: ‘Leveraging existing level of association with industry can 
also go a long way in fostering deeper collaborations. For instance, summer training projects 
can be used as opportunities to develop case studies on industry problems with active 
involvement of the corporate mentors. Currently, B-schools in India have extremely poor 
track record of developing case studies. Moreover, visits of internship sites by faculty 
members can also allow them to understand the shop-floor issues. Even unstructured 
dialogues between corporate mentors and faculty members can help the latter understand 
business issues and develop their research agenda based on actual needs of the industry. 
Such interactions can also be used to discuss curriculum and pedagogy and obtain objective 
views on teaching-learning process from corporate mentors’10.   
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Conclusion  
B-schools in India urgently need to work on a new narrative of how they can contribute 
towards leveraging demographic dividends by churning out highly competent and 
professional managers which the industries so desperately require. Once the promoters and 
trustees genuinely try to reform the governance and accountability structures in their 
respective institutions by inducting more industry people of independent mind, things will 
change. Best way to foster collaboration between B-schools and industry is to open the 
doors of governing boards for those corporate leaders who are enthusiastic about making a 
difference in education sector. If one examines the functioning of board of B-schools, it will 
become obvious that these bodies are just for name sake. Members continue in the board 
for several years without much contribution as there is hardly any meeting where they can 
speak their mind without the risk of losing the coveted seat, even if it cosmetic, non-
remunerative and without any real powers. So fortune of b-schools can be revitalized by 
overturning the board and reconstituting the same with forward-looking and progressive 
agenda and people ready to take that ahead. Other issues like quality of education, faculty 
development and industry-academia interface will automatically get addressed.  
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Abstract 

Globalization and thereby resulting Foreign Direct Investment (FDI) is an important catalyst 
for economic growth in developing countries. FDI is an important vehicle for technology 
transfer, gaining access to global managerial skills and practices, optimization of resources 
(natural, human, capital and technology), targeting newer markets and business expansion. 
India’s economic policy of 1991 opened the Indian business sector to foreign participation. It 
focused on liberalization of foreign investment policies. As Globalization is two-ways, 
foreign investment can also be inward as well as outward. FDI Inflow is important for a 
country to generate new business, to access global products and to generate employment 
opportunities. It brings in fresh stock of capital to a nation which leads to socio-economic 
development of a country. Similarly, FDI outflow leads to greater global presence of Indian 
companies and better access to technology and resources. For India, FDI inflow is showing a 
rising trend. A.T. Kearney’s FDI confidence index ranks India on 11th rank with a score of 1.79 
out of 2.50. It is the third Asian country only after China and Japan. India is emerging as an 
attractive investment destination. On the other hand, the developing and transition 
economies including India are also showing a positive drift on Outward FDI. Although 
developed countries remain the principal source of outward FDI, developing and transition 
economies have emerged as an important source of outward FDI since the 1990s. Many 
Multinational Enterprises (MNEs) have been set up to undertake cross border business. This 
paper focuses on India’s outflow of FDI, its significance, historical data pertaining to 
Outward FDI (both stock and flow), its trends and emerging issues. 
 
Keywords: Outward FDI, FDI Outflow, Foreign Investment, Cross-border M&As, India 

 
“I do not want my doors closed and windows stuffed. I want the breezes of all lands to blow 
through my house. But I refuse to be blown off my feet by any of them.” – Mahatma Gandhi 
 
Ease of Doing Business 
World Bank has come out with a report “Doing Business 2015” which compares business 
regulations for domestic firms in 189 economies. The rankings are given on the following 
parameters - Starting a business, dealing with Construction Permits, Getting Electricity, 
Registering Property, Getting Credit, Protecting Minority Investors, Paying Taxes, Trading 
across Borders, Enforcing Contracts and Resolving Insolvency. The country rankings are 
mentioned in Exhibit 1. The ranking for India on the mentioned parameters is depicted in 
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Exhibit 2. Out of the BRICS countries, India has the highest rank at 142nd. On all the 
parameters other than getting credit and protecting minority investors, India’s rank is above 
100th. 
 
Introduction to FDI 
Globalization has opened doors for Indian Corporate for non-discriminatory and 
unrestricted multilateral trade with other countries. Now countries can engage in trade 
across borders to boost their economies. Foreign Direct Investment (FDI) means a financial 
investment giving rise to significant and lasting degree of ownership and control on the 
management of the resident firm by an entity based in another country. 
 
An economic theory known as “Eclectic Paradigm” and also as the OLI Model states that 
transactions (international) will take place when an enterprise has three advantages – the 
Ownership advantage, the Location advantage and the Internalization advantage. The 
Internationalization theory was propagated by Dunning in 1979 wherein he states that if 
organizations benefit (by exploitation of their own core competencies) they would prefer 
producing on their own rather than in association with someone else (a joint venture or 
through licensing). 
 

  

Categories of Advantages 

Ownership Location Internalization 

Forms of Market Entry 

Licensing Yes No No 

Export Yes No Yes 

FDI Yes Yes Yes 

Source: Dunning (1981) 
 

  

Location Advantages 

Strong Weak 

Ownership 
Advantages 

Strong Exports Outward FDI 

Weak Inward FDI Imports 

Source: Stopford, John M.; Susan Strange; John S. Henley (1991) 
 
The Foreign Direct Investment Confidence Index developed by A T Kearney, ranks India on 
11th rank with a score of 1.79 out of 2.50 points. The top 10 countries are United States, 
China, United Kingdom, Canada, Germany, Brazil, Japan, France, Mexico and Australia. India 
has dropped below top 10 for the first time since 2002. India’s "Make in India" initiative 
which was launched in September 2014 aims to improve the ease of doing business in India, 
and remove or relax foreign equity caps in several areas (AT Kearney). The liberalization and 
Globalization Policy started in 1991 led to investments from other countries to India and 
also from India to other countries. The objective of the Government of India is to attract 
Foreign Direct Investment in order to boost domestic business, technology and capital for 
accelerated economic growth.  
 
Types of Foreign Investment 
Foreign Investment can be in two forms, Foreign Direct Investment which a long term and 
lasting interest in the business of the resident affiliate and Portfolio Investment which is a 
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passive short term financial investment in the securities (public stocks and bonds) of an 
entity based in another country to earn capital gains. 
 
The investment can be Organic by expanding operations of an existing business in the other 
country or Inorganic by buying an existing enterprise. In the “Green Field Investment” 
option, the parent firm opens a new venture in a foreign country by incorporating facilities 
from ground zero. Not only new facilities are set up but new job opportunities are also 
created. As against the Green Field Investment option, the other is “Acquisition” where the 
parent firm acquires a foreign enterprise. Both the options have their advantages and 
disadvantages. The business goals, time horizon, size of investment, barriers to entry in a 
foreign country, financing options, availability of similar businesses in a foreign country are 
some of the factors that will decide whether companies will choose one option over other.  
 
FDI – Stock and Flow 
FDI can be tracked by taking into account Stock Positions and Flow Positions. 
 
A FDI Stock Position is the actual quantum of investment in absolute monetary terms while 
a FDI Flow position is the net increase in the investment this year over the preceding year. 
 
FDI – Inflows and Outflows 
FDI net inflow is the value of inward direct investment made by non-resident investors in 
the concerned economy. It includes reinvested earnings and intra-company loans, net of 
repatriation of capital and repayment of loans.  
 
FDI net outflow is the value of outward direct investment made by the residents of the 
concerned economy to external economies. It includes reinvested earnings and intra-
company loans, net of receipts from the repatriation of capital and repayment of loans. 
Globalization is a two-way process. Integration of the Indian economy with the rest of the 
world is noticeable not only in terms of higher level of FDI Inflows but also in terms of 
increasing level of FDI outflows. 
 
Significance of FDI 

 FDI and trade is a catalyst for economic growth especially for developing countries. 

 FDI can be used as a vehicle for technology transfer from developed countries to 
developing countries. 

 FDI helps countries have access to upgraded technology, wider product markets and 
distribution networks. 

 Companies gain access to global managerial practices and skills and optimize the 
utilization of Human and Natural Resources. 

 Enterprises can compete with higher efficiency with counterparts in other countries. 

 FDI leads to employment generation. 

 Since FDI is an additional source of income, it enables a country to achieve a certain 
degree of financial stability and growth. 

 FDI is central for any country’s integration into global production chains which involves 
production by multinationals. 
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Outward FDI 
In common parlance, Outward FDI is the investment made by a country in a foreign country. 
It has been seen recently that developing economies have become important attractions for 
Foreign Direct Investment. The reasons are the growing local markets and the advantage of 
low cost labour available in plenty in these countries. This is not only a sign of increasing 
participation in the global trade but also of their increasing competence. But since, trade is 
always two ways; these developing countries are also investing abroad. A number of private 
enterprises and state owned enterprises are undertaking outward expansion through FDI.  
FDI from developing country to other developing country is also burgeoning. The reason 
being these economies are more financially integrated and secondly they experience similar 
business cycles. Their overhead costs are lower and they employ local managers who have 
expertise in managing crisis in the host country. Thus they become more resilient to crisis in 
the developing country than managers from TNCs from a developed economy (Gupta, 
2009).  
 
Overseas investments can be in various ways – Equity Capital, Joint Ventures (JV), Wholly 
Owned Subsidiaries (WOS), Intra Company Loans and Reinvested earnings. 
 
UNCTAD World Investment Report 2015 
Anne Miroux, Head of UNCTAD’s world investment report team, describes this rise of 
developing country transnational corporations as part of a burgeoning shift in the structure 
of the world economy. 
 
1. According to the latest UNCTAD’s World Investment Report 2015, Investments by 

developing-country multinational enterprises (MNEs) reached a record level. Asia has 
invested abroad more than any other region accounting for almost one third of the total. 
Outward investments by MNEs based in developing Asia increased by 29 per cent to 
$432 billion in 2014. Nine of the 20 largest investor countries were from developing or 
transition economies. These MNEs continued to acquire developed-country foreign 
affiliates in the developing world. This foreign operations expansion is done through 
Greenfield investments as well as cross-border M&As. Figure 1 shows the share of FDI 
outflows for developing economies from the period 2000 to 2014. Figure 2 depicts the 
FDI outflows for the group of economies. 

2. The growth is widespread, including all the major Asian economies and sub regions like 
Hong Kong, China, India, Singapore and Middle East countries. 

3. In South Asia, FDI outflows from India reversed the fall of 2013 and increased fivefold to 
$10 billion in 2014. Many large Indian MNEs resumed their international expansion.  

4. More than half of FDI outflows by developing-economy MNEs are in equity, while 
developed-country MNEs continued to be through reinvested earnings, the share of 
which increased to a record 81 per cent of their FDI outflows. Equity-financed flows are 
more likely to result in new investments and capital expenditures than are reinvested 
earnings, which may translate into further accumulation of cash reserves in foreign 
affiliates. 

5. FDI outflows from India reached their peak of $20 billion in 2007 and have since 
declined. Indian TNCs are active acquirers in global merger and acquisitions (M&A) 
markets, particularly in developed countries such as the United Kingdom and the United 
States.  
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6. Indian IT service providers have long been important players in M&A markets. In recent 
years, firms from service industries such as banking and food services have become 
increasingly active in overseas markets. 

 
Figure 1: Developing economies: FDI outflows and their share in total world outflows, 
2000−2014 
(Billions of dollars and per cent) 

 
Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics). 
Note: Excludes Caribbean offshore financial centres 
 
Figure 2: FDI outflows, by group of economies and region, 2012–2014 
(Billions of dollars) 

 
Source: UNCTAD, FDI/MNE database (www.unctad.org/fdistatistics) 
Note: Excludes Caribbean offshore financial centres. 
 
Indian Trends – Phased Transition 
In the Indian context, outward investment is mostly taking the form of Joint Ventures and 
Wholly Owned Subsidiaries. This is because, there was a steady rise in foreign exchange 
inflows during the second half of 2000 and this led to comfortable foreign exchange reserve 
position which ultimately resulted in liberalized and relaxed capital controls and procedures 
for overseas investments.  
 
The evolution happened in a phased manner.  
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Phase I (1992-1995) 
Phase I was a period of Liberalization of the Indian Economy. Since overseas investment 
meant “capital outflows”, the policies were a little restrictive. Cash remittance was not 
allowed and it was mandatory for dividends to be repatriated from the profits of the 
overseas projects. The allowance through “Automatic Route” in 1992 allowed cash 
remittance for the first time but within limits.   
 
The Phase II (1995-2000) 
The second phase led to creation of a “Fast Track Route” wherein the approvals for 
investment had to be sought from Reserve Bank of India instead from Ministry of 
Commerce. This led to a single window clearance for faster processing of applications. This 
route was adopted wherein the value of investment was between US$2 million and US$4 
million and cash remittance was restricted to US$ 0.5 million. A special committee was set 
up which had senior officials of Reserve Bank of India, Ministry of Finance and Ministry of 
External Affairs and Commerce for traded value exceeding US$4 million. This was 
considered the “Normal Route”. Approvals in excess of US$15 million were given if 
resources were raised through issue of Global Depository Receipts (GDRs). In 1999, the 
Neutrality Clause (a condition where the amount of overseas investment has to be 
repatriated in full by way of dividend, royalty etc. within a period of five years) was done 
away with. Foreign Exchange Management Act (FEMA) was introduced in June 2000 which 
relaxed the conditions further.  
 
The Phase III (2000 till date)  
The ongoing phase post liberalization was in accordance with the liberalized framework of 
FEMA. In 2002, the upper limit for automatic approval was raised to US$100 million. This 
was further liberalized in March 2003 to enable an Indian Party (a company incorporated in 
India or a body created under an Act of Parliament or a partnership firm registered under 
the Indian Partnership Act 1932) to invest up to 100 per cent of their net worth which was 
again raised to 400 per cent of the net worth. This condition however does not apply to 
energy and natural resource businesses though an approval from RBI is needed and if 
investments are made from Indian Party’s EEFC (Exchange Earners’ Foreign Currency) 
account or from funds raised from ADRs / GDRs. In 2004, the ECB (the external commercial 
borrowing) policy was modified and the funds could now be used for funding of JVs / WOS. 
At present, there is a restriction for overseas investment in real estate and banking sector. 
Special purpose vehicles (SPVs) were used in international capital markets by Indian 
Business Sector.  
 
The relaxations are reflected in the accelerated pace of overseas investments by the Indian 
Corporate Sector.  
 
Exhibit 3 shows the FDI flows, by type of investment from 1985 to 2011. Indian data on FDI 
reporting was not in line with international standards till the year 2003-04. So the official 
statistics published by RBI only reported the equity component of FDI and did not include 
the re-invested earnings whereas IMF guidelines specify that they should be considered as a 
part. 
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We can see that FDI flows - both inward and outward have shown growth post India’s 1991 
economic policy of Liberalization, Privatization and Globalization. Indian Corporate Sector 
owes their competitiveness to the structural reforms undertaken since 1991. Greater 
exposure to foreign markets helped the Indian businesses gain confidence to compete in 
international markets. Three factors contributed to rapid growth of India as an investor – 
easy access to financial resources, economic growth and strong motivation to acquire 
overseas assets and resources.   
 
First major overseas Indian Investment was a textile mill set up in Ethiopia in 1959 by the 
Birla Group of companies (Athukorala, 2009). Overseas Indian Investment was concentrated 
geographically in West and East Africa, Middle East and South and East Asian Countries 
mainly due to our common historical colonial heritage.  
 
With specific reference to Outward Investment Flow through Equity, India has shown 
excellent growth from $83 million in 1994 to $11000 million in 2009 (Table 3). Also in the 
Indian Context, outward FDI is financed mainly through Equity. We can see from Exhibit 3 
that Outward FDI flow in equity decreased during the crisis of 2009-2010. Reinvested 
earnings have shown a consistent growth. Exhibit 4 summarizes the stock position of FDI 
(Inward and Outward) from the year 1985 to 2011. Outward Investment Stock (including 
Equity and Retained Earnings) have shown a consistent growth till 2011. It can also be seen 
that by the year 2011, Outward Investment Stock has reached 55 per cent of the Inward 
Investment Stock. Exhibit 5 shows the number of proposals by automatic route and approval 
route. Clearly it is seen that the efforts by the Indian Government in making the foreign 
investment policy more pro-business has paid off really well.    
 
FDI experience of India - Sectoral Analysis 
Sector wise, outward FDI is mostly in the Services and Manufacturing Sector (RBI). 
Manufacturing sub sectors include agriculture machineries and equipment, drugs and 
medicines, refined petroleum products and chemicals while in services sector, outward FDI 
is into business services, data processing, financial services, engineering, architecture and 
other technical consultancy activities. Many IT firms like Tata Consultancy Services, Infosys, 
Satyam computers, WIPRO have established overseas offices in developed economies. 
Other sectors attracting significant outward FDI is extraction of crude petroleum, oil and gas 
field services and services related to mining. This investment in extractive industries and 
energy sector is significant to support the growing energy demands due to rapid 
industrialization, economic growth and increasing urbanization.  
 
Destination Analysis 
Singapore and Mauritius have emerged as the destinations where maximum of OFDI is 
directed. Other destinations are Netherlands, United States of America, United Arab 
Emirates, United Kingdom, Hong Kong, Switzerland and other countries.  
 
Reasons for Outward FDI 
1. FDI is a natural outcome of Globalization process. Countries will try to take advantage of 

the process by entering in global trade and thereby competing at international levels (by 
adopting different means of ownership) or by reducing costs (by employing foreign 
resources).  
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2. India’s adoption of liberalized foreign investment policy led to increase in outflow of 
foreign investment. 

3. Outward FDI will take place when countries have reached certain minimum 
development (Investment development path (IDP) theory by Dunning). Countries will 
move along the IDP in the initial stage of only receiving inward FDI, then the domestic 
firms acquire ownership and other advantages to go abroad and then the country 
reaches the final stage and becomes an important outward investor. 

4. Outward Investment enables firms to reach new markets, have access to foreign 
technology, skills and practices. It also helps firms share research and development 
efforts and outcomes at a global level.  

5. This can also be seen as a Corporate Strategy to promote the brand image of both the 
home and host country. This widens the global presence of the home country. Host 
country also wants to remain attractive to foreign buyers. Both the countries focus on 
image building by offering liberalized environment for foreign trade.  

6. At India level, overseas investment is driven by either market seeking or technology 
seeking or resource seeking (especially to acquire energy resources in Australia, 
Indonesia and Africa) motives. (Harun) 

7. At country level, outflows of FDI are high  
1) When firms have sound financial conditions but consider that other countries 

have more favourable investment conditions. 
2) The exchange rate is “high”, so firms of other countries are “cheap”.  

8. The trade balance is positive, with exports higher then imports, since capital flows 
usually compensate the commercial flows 

Emerging Issues  
1. Studies have shown that OFDI leads to a negative impact on domestic investment, 

employment, productivity, and thereby economic growth. Though this is not the case 
with India but a balance has to be made between the benefits that accrue at domestic 
levels like employment generation, infrastructure development etc. as against benefits 
derived from overseas investment.  

2. Firms shifting production abroad might reduce domestic exports. 
3. Since firms are investing abroad, capital availability in the home country is reduced 

which might lead to increase in domestic interest rates. 
4. There can be abuse of the policy. The businesses that are acquired need not only be for 

commercial considerations but can be acquired for taxation benefits available to global 
investors in the host countries.  

5. OFDI also impacts the balance of payment position. India has to strictly monitor the FDI 
outflow because we are a current account deficit (CAD) economy. Foreign exchange 
reserves have to be kept at comfortable levels to support the relaxation of capital 
controls.  

6. There will be cases of Forward and Backward Vertical Integration of business activities 
which will impact the business in the home country. 

7. India being the second most populated country has a huge domestic demand. So 
corporate sector have to balance the need for domestic business expansion and 
overseas investment.  

8. OFDI will be adversely affected during the global crisis as happened at the time of Euro 
zone Sovereign Debt Crisis. This does not only affect the overseas venture but can have a 

http://www.economicswebinstitute.org/glossary/tradebalance.htm
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spillover effect on the parent company in the home country. Businesses bought at a 
premium risk huge valuation losses during the downturn. 

9. Some acquisitions particularly those in the energy, commodity and food business are of 
strategic importance to countries. Funding these businesses is critical but through ways 
that do not impact the foreign exchange reserve position negatively.  

 
Appendix: Prominent Overseas Indian Deals 
1. ONGC Videsh Ltd. (India) acquired a 10 per cent stake in Rovuma Offshore Area for $2.6 

billion in 2014. It has overseas assets in 33 projects in 14 countries of Middle East, Africa, 
CIS and Far East and Latin America. 

2. Oil India Limited has exploration blocks in eight countries including Libya, Gabon, Iran, 
Nigeria and Sudan. 

3. Coal Videsh Ltd. (a subsidiary of Coal India Limited) is set up to acquire coal assets 
abroad. 

4. Coal Ventures Ltd. (a subsidiary of Coal India Limited) is set up to acquire metallurgical 
and thermal coal assets abroad. 

5. Tata Motors, which started overseas sales in 1961, has presence in various countries 
across Europe, Latin America, Africa, Russia, Middle East, Asia and Australia. In 2014, 
they entered the Algerian market with passenger vehicle range.  

6. Tata Steel acquired its Anglo-Dutch rival, Corus for $12 billion. 
7. Hindalco acquired the U.S.-Canadian firm Novelis, the world’s leading producer of 

aluminum rolled products. The deal is worth $6 billion. 
8. Suzlon Energy purchased a 33.85 percent stake in German wind turbine maker RE Power 

for $1.7 billion. 
9. Notable nonfinancial examples are MNEs setting up Africa-oriented information 

technology services and call centres in the country (e.g. Wipro of India’s establishment 
of a software company in 2014) 

10. To advance connectivity, India’s Bharti group undertook 11 greenfield investment 
projects in Nigeria and Uganda in 2014 alone, adding to its existing investment in 13 
other African countries (Burkina Faso, Chad, the Democratic Republic of Congo, Ghana, 
Kenya, Madagascar, Malawi, the Republic of Congo, Seychelles, Sierra Leone, the United 
Republic of Tanzania, Zambia and Uganda), in order to establish a Wi-Fi network across 
Africa. 

11. A $2.6 billion deal in which India’s State-owned Oil and Natural Gas Corporation Limited 
acquired a 10 per cent stake in an oil and gas exploration block in Mozambique, 
represented more than 70 per cent of net sales in all LDCs. 

12. Religare Capital Markets is entering into a joint venture with Thailand’s Trinity Securities 
to expand its investment banking services in Southeast Asia. Religare had signed a joint 
venture in April 2015 in the Philippines to provide investment banking and equity capital 
markets services with FSG Capital. It is also exploring further growth initiatives in 
Bangladesh, Vietnam, and Myanmar. 

13. The Essel Group ME , a wholly-owned subsidiary of Essel Group India, has signed an 
agreement for acquiring 60 per cent participating interest in the portfolio of African oil 
and gas exploration projects owned by Simba Energy Inc, a Canadian publicly traded oil 
and gas company. 
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14. Tata Motors in association with Saudi Arabia-based Manahil International Company has 
opened one of the Gulf's largest automobile showroom and service facilities in the 
kingdom's capital. 

15. Hyderabad-based Nava Bharat Ventures Limited is likely to achieve financial closure for a 
300-megawatt coal-fired thermal power project being set up in Zambia. 

16. Reliance Power plans to spend about US$ 3 billion to set up a 3,000- megawatt power 
plant based on imported liquefied natural gas in Bangladesh. 

17. Gujarat-based Adani Group plans to invest US$ 2.5 billion in building a 1,600-megawatt 
coal-fired power plant in Bangladesh. 

18. With an aim to boost bilateral trade, Bangladesh has offered to establish two special 
economic zones (SEZs) for Indian companies besides allowing Life Insurance Corporation 
to start operations in the country. 

19. The Tata-Corus deal (Netherlands-based) of over US$12 billion is the largest ever 
acquisition by an Indian company; this came just over a year after it acquired 
Singapore’s NatSteel.  

20. The Aditya Birla Group acquired Canada-based Novelis. 
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Exhibit 1: Top 10 Country Rankings and rankings for BRICS and other developed countries  
 
Economy Ease of 

Doing 
Business 
Rank 

Starting 
a 
Business 

Dealing with 
Construction 
Permits 

Getting 
Electricity 

Registering 
Property 

Getting 
Credit 

Protecting 
Minority 
Investors 

Paying 
Taxes 

Trading 
Across 
Borders 

Enforcing 
Contracts 

Resolving 
Insolvency 

Singapore 1 6 2 11 24 17 3 5 1 1 19 

New 
Zealand 

2 1 13 48 2 1 1 22 27 9 28 

Hong Kong 
SAR, China 

3 8 1 13 96 23 2 4 2 6 25 

Denmark 4 25 5 14 8 23 17 12 7 34 9 

Korea, Rep. 5 17 12 1 79 36 21 25 3 4 5 

Norway 6 22 27 25 5 61 12 15 24 8 8 

United 
States  

7 46 41 61 29 2 25 47 16 41 4 

United 
Kingdom 

8 45 17 70 68 17 4 16 15 36 13 

Finland 9 27 33 33 38 36 76 21 14 17 1 

Australia 10 7 19 55 53 4 71 39 49 12 14 

Japan  29 83 83 28 73 71 35 122 20 26 2 

Mexico  39 67 108 116 110 12 62 105 44 57 27 

South Africa 43 61 32 158 97 52 17 19 100 46 39 

Russian 
Federation  

62 34 156 143 12 61 100 49 155 14 65 

China  90 128 179 124 37 71 132 120 98 35 53 

Brazil  120 167 174 19 138 89 35 177 123 118 55 

India  142 158 184 137 121 36 7 156 126 186 137 

 
Source: World Bank Report “Doing Business 2015” 
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Exhibit  2: India Rankings 

TOPICS DB 2015 Rank DB 2014 Rank 

Starting a Business    158 156 

Dealing with Construction Permits    184 183 

Getting Electricity    137 134 

Registering Property    121 115 

Getting Credit    36 30 

Protecting Minority Investors    7 21 

Paying Taxes    156 154 

Trading Across Borders    126 122 

Enforcing Contracts    186 186 

Resolving Insolvency    137 135 

 
Source: World Bank Report “Doing Business 2015” 
 
Exhibit 3: Indian FDI flows, by type of investment, 1985–2011 
(Millions of dollars) 
  Inward Investment Outward Investment 

  Equity Reinvested earnings Other Total Equity Reinvested earnings Other Total 

1985       106       3 

1986       118       -1 

1987       212       5 

1988       91       11 

1989       252       10 

1990       237       6 

1991 129     75       -11 

1992 315     252       24 

1993 586     532 0     0 
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1994 1314     974 83     82 

1995 2144     2151 117     119 

1996 2821     2525 239     240 

1997 3557     3619 113     113 

1998 2462     2633 48     47 

1999 2155     2168 79     80 

2000 2352 1024 212 3588 201 257 56 514 

2001 3562 1572 343 5478 658 611 128 1397 

2002 3428 1785 417 5630 585 1003 91 1678 

2003 2127 1555 639 4321 962 693 220 1876 

2004 3642 1793 343 5778 1598 324 254 2175 

2005 4738 2548 336 7622 1473 883 630 2985 

2006 14946 5076 306 20328 11689 1080 1516 14285 

2007 17753 7185 567 25506 16299 1082 2214 19594 

2008 33996 8694 716 43406 14127 1083 4046 19257 

2009 25355 8758 1483 35596 11579 1083 3265 15927 

2010 15364 8869 -74 24159 6580 1084 5487 13151 

2011       31554       14752 

         

Source: UNCTAD FDI/TNC database, based on data mainly from the Reserve Bank of India. 
Note: Data in this Exhibit are reported on annual year basis. 
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Exhibit 4:  FDI stock, by type of investment, 1985–2011 
(Millions of dollars) 
  Inward Investment   Outward Investment   

   
Equity & Retained 
Earnings 

 
Other 

  
Equity & Retained Earnings 

 
Other 

  

Year    Total      Total 
1985 .. .. 747 .. ..   93 

1986 .. .. 864 .. ..   92 
1987 .. .. 1 077 .. ..   97 

1988 .. .. 1 168 .. ..   108 
1989 .. .. 1 420 .. ..   118 

1990 .. .. 1 657 .. ..   124 
1991 .. .. 1 732 .. ..   113 

1992 .. .. 1 984 .. ..   294 
1993 .. .. 2 516 .. ..   294 

1994 .. .. 3 490 .. ..   376 
1995 .. .. 5 641 .. ..   495 

1996 .. .. 8 166 .. ..   735 
1997 10 166 464 10 630 617 -   617 

1998 13 423 642 14 065 706 -   706 
1999 14 052 1 000 15 052 1 666 -   1 666 

2000 15 269 1 070 16 339 1 733 -   1 733 
2001 18 373 1 303 19 676 2 460 71   2 532 

2002 24 133 1 694 25 826 3 873 198   4 071 
2003 30 301 2 248 32 549 5 762 312   6 073 

2004 35 589 2 472 38 060 7 177 557   7 734 
2005 40 033 3 169 43 202 8 821 920   9 741 

2006 67 320 3 550 70 870 24 110 2 925   27 036 
2007 101 568 4 222 105 790 38 948 5 132   44 080 
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2008 120 124 5 088 125 212 54 160 9 177   63 338 

2009 164 374 6 844 171 218 65 316 15 523   80 839 
2010 198 276 6 415 204 692 74 221 22 200   96 421 

2011 192 535 9 189 201 724 80 051 31 206   111 257 
Source: UNCTAD FDI/TNC database, based on data mainly from the Reserve Bank of India 
 
Exhibit 5:  Proposals through Approval and Automatic Route 
Period Approval Route Automatic Route Total 
2008-09 6 974 980 
2009-10 4 690 694 
2010-11 19 1187 1206 
2011-12* 10 1123 1133 
*April 2011 to February 22, 2012. 
Source: RBI 
 
 

 


