
National Research Journal of Social Sciences                                                                                                                                 ISSN: 2348-473X             

Volume-11, (Special Issue: March 2026)                                                                                                Peer Reviewed & Refereed Journal (IF: 6.74) 

PP: 262-266                                                                                                                                                               Journal Website:  www.nrjss.in                                                           

Published By: National Press Associates                                                                                                                                           Page 262                    

Special Issue: The Significance of Multidisciplinary Research in Driving Innovations and Breakthroughs 

FOREIGN DIRECT INVESTMENT IN THE AGRICULTURAL SECTOR AND 

ITS IMPACT ON THE INDIAN ECONOMY 

Gnanadeva S 

Associate Professor  

Department of Economics Government First Grade College (Autonomous), Gubbi  

 

ABSTRACT  

Foreign Direct Investment (FDI) has become a pivotal instrument for economic growth, especially in 

developing countries. In the Indian context, agriculture remains a core sector for livelihood, 

employment, and food security. This paper provides a conceptual and analytical review of FDI 

policies in the Indian agricultural sector, explores theoretical perspectives on FDI and economic 

development, examines the regulatory environment, and analyzes the potential impacts on 

productivity, smallholder farmers, rural employment, and sustainability. The review synthesizes 

existing literature, identifies policy gaps, and outlines the future pathways for harnessing FDI in 

agriculture to achieve inclusive growth. 
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1. INTRODUCTION 

Agriculture has traditionally been the backbone of the Indian economy, contributing significantly to 

gross domestic product (GDP), rural employment, and food security. Despite structural 

transformations and rapid industrialization, agriculture continues to support the livelihoods of nearly 

50% of India’s workforce. However, the sector faces numerous challenges, including fragmented 

landholdings, inadequate infrastructure, and volatile market linkages. Against this backdrop, Foreign 

Direct Investment (FDI) is widely discussed as a crucial mechanism to inject capital, technology, and 

managerial expertise into the agricultural system 

FDI is characterized as cross-border investment where an investor from one country obtains a lasting 

interest (usually at least 10% ownership) in a business enterprise in another country. Its potential to 

foster growth through capital formation, technology transfer, and employment generation has 

motivated policy reforms globally. For India, the government’s gradual easing of FDI norms in 

agriculture, agro-processing, and allied activities reflects a strategic shift towards enhancing 

productivity and competitiveness. 

This paper critically examines the role of FDI in India’s agricultural sector with emphasis on policy 

frameworks, theoretical insights, and socioeconomic impacts. Through comprehensive review and 

analysis of scholarly literature and policy documents, it highlights the opportunities and challenges 

associated with FDI inflows and proposes policy recommendations to optimize benefits for inclusive 

development. 

2. THEORETICAL PERSPECTIVES ON FDI AND ECONOMIC DEVELOPMENT 

2.1 The FDI-Growth Nexus 

The relationship between FDI and economic growth has been extensively studied in development 

economics. Classical theories posit that FDI contributes through capital augmentation, bridging 

savings-investment gaps prevalent in developing economies. According to the neoclassical growth 
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model, additional capital from foreign sources can elevate the steady-state output and accelerate 

growth. 

Endogenous growth theories further emphasize the role of knowledge spillovers. FDI not only brings 

capital but also tacit knowledge, managerial skills, and technological know-how, which can enhance 

productivity across domestic sectors. In agriculture, the absorption of modern farming techniques and 

mechanization through foreign partnerships can potentially reduce yield gaps and increase farm 

income. 

2.2 Market Imperfections and Foreign Investment 

Market imperfections including credit constraints and risk aversion among smallholders limit 

investment in agricultural innovation. FDI, often accompanied by integrated supply chains and 

contract farming arrangements, can mitigate these constraints. The structuralist school highlights that 

FDI can spur backward and forward linkages by fostering agro-based processing industries and 

connecting producers to national and global market. 

2.3 Institutional Framework and Investment Climate 

Institutions play a pivotal role in determining the impact of FDI. Strong legal frameworks, property 

rights, and transparent regulatory environments encourage investment and ensure equitable benefit 

distribution. In contrast, weak institutions can lead to exploitation and rent-seeking, undermining the 

developmental potential of FD. Hence, policy design must balance investor confidence with 

protections for local stakeholders. 

3. POLICY LANDSCAPE OF FDI IN INDIAN AGRICULTURE 

3.1  Historical Evolution 

Since economic liberalization in 1991, India has progressively restructured its foreign investment 

regime. Initial reforms focused on manufacturing and services; agriculture was cautiously opened due 

to concerns over food security and smallholder welfare. For a long period, FDI in agriculture 

especially in land ownership was prohibited. 

3.2 Current Regulatory Framework 

The Government of India permits FDI in various segments of the agricultural value chain, under 

automatic and government approval routes: 

1. Agro-processing and value addition: Up to 100% under automatic route for export-oriented 

units and 74% for domestic market subject to conditions. 

2. Cold chain and storage infrastructure: 100% FDI permitted for modern facilities including 

reefer vans and controlled atmosphere storage. 

3. Contract farming and agri-tech platforms: FDI permitted under automatic route subject to 

compliance with the Model Contract Farming Act where applicable. 

Although land ownership continues to be restricted for foreign entities, investments in 

logistics, storage, and food processing infrastructure have been encouraged to modernize 

supply chains. 

 3.3 Policy Objectives 

The core policy objectives of FDI reforms in agriculture include: 

 Enhancing competitiveness and productivity 



National Research Journal of Social Sciences                                                                                                                                 ISSN: 2348-473X             

Volume-11, (Special Issue: March 2026)                                                                                                Peer Reviewed & Refereed Journal (IF: 6.74) 

PP: 262-266                                                                                                                                                               Journal Website:  www.nrjss.in                                                           

Published By: National Press Associates                                                                                                                                           Page 264                    

Special Issue: The Significance of Multidisciplinary Research in Driving Innovations and Breakthroughs 

 Reducing post-harvest losses through modern infrastructure 

 Integrating smallholders into value chains 

 Promoting rural industrialization and employment 

By targeting these goals, India aims to harness foreign capital while safeguarding food security 

and rural livelihoods. 

4. IMPACT ANALYSIS: AGRICULTURE AND RURAL DEVELOPMENT 

4.1 Productivity and Technological Upgradation 

FDI in agro-processing and technology platforms has the potential to introduce high-yield seeds, 

precision farming tools, and digital platforms for market access. Empirical evidence from other 

countries suggests that foreign investment in technology adoption leads to substantial gains in 

productivity. For instance, multinational collaborations in dairy processing have introduced cold chain 

technologies that reduce spoilage and increase value realization for farmers. 

4.2 Value Chain Integration 

Agriculture is not merely production; post-harvest processing, packaging, and distribution determine 

final value. FDI in food processing firms has been linked to improved supply chain coordination. Case 

studies indicate that foreign firms often facilitate contract farming models, linking farmers to assured 

markets and price mechanisms. However, careful regulation is needed to prevent monopsony power 

where a single buyer dominates local markets. 

4.3 Employment and Skill Development 

Agricultural modernization through foreign investment can generate non-farm rural employment in 

processing, logistics, and ancillary services. Vocational training and capacity building associated with 

foreign firms can enhance local skills. Nevertheless, mechanization might displace low-skilled manual 

labor, necessitating complementary social policies. 

4.4 Smallholder Farmers and Equity Concerns 

A contentious aspect of FDI in agriculture is its impact on smallholders. Proponents argue that 

integration into formal value chains can improve incomes and reduce risk. Critics caution against 

marginalization if small farmers cannot meet quality standards or are excluded from formal contracts. 

Inclusive models such as cooperative frameworks and farmer producer organizations are critical to 

ensure equitable participation. 

4.5 Food Security and Price Stability 

Food security is a strategic concern for India. Critics of FDI fear that foreign profit repatriation and 

export orientation might compromise domestic food availability. However, proponents counter that 

improved efficiency and investment in storage can reduce losses and stabilize supply. Policy 

safeguards such as minimum support prices and buffer stocks remain essential to protect food security 

objectives. 

4.6 International Experiences and Lessons for India 

A comparative review of FDI in agriculture across developing economies offers insights: 

 Brazil: Significant foreign investment in agribusiness has boosted exports, especially in soy and 

beef. Public-private partnerships in infrastructure have been key. 
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 Vietnam: Contract farming with foreign firms in coffee and aquaculture enhanced productivity 

and market access, though regulatory oversight was necessary to protect smallholder interests. 

 Ethiopia: Large land leases to foreign investors faced backlash due to displacement concerns, 

highlighting the need for robust land rights frameworks . 

These cases underline the importance of tailored policies balancing investment attraction with 

local empowerment. 

5. POLICY CHALLENGES AND GAPS 

Despite progress, several challenges persist: 

A. Regulatory Complexity 
Multiple approvals across ministries can delay project implementation. Streamlining clear 

regulatory pathways is essential. 

B. Institutional Capacity 
Effective monitoring of corporate practices and enforcement of contract farming norms require 

institutional strengthening. 

C. Land Access Issues 
While land ownership by foreign investors remains restricted, ambiguity in leasing norms can 

create uncertainty. 

D. Quality Standards and Infrastructure 
Ensuring cold chain and quality control infrastructure is available, especially in rural regions, is 

pivotal for value chain efficiency. 

E. Social Safeguards 
Policies must ensure fair contract terms, dispute resolution mechanisms, and protection of 

traditional farmer rights. 

6. FUTURE PROSPECTS AND STRATEGIC DIRECTIONS 

To fully realize the potential of FDI in Indian agriculture, the following directions are proposed: 

1. Enhancing Agricultural Innovation Ecosystems: 
Partnerships between foreign technology firms, Indian research institutions, and startups can 

drive innovations in seeds, irrigation, and digital platforms. 

2. Strengthening Farmer Producer Organizations (FPOs): 
Aggregating smallholders can increase bargaining power and participation in formal value 

chains. 

3. Integrated Infrastructure Development: 
Public investment in rural roads, power, and logistics will complement FDI in processing 

facilities. 

4. Digital Marketplaces and Traceability: 
Technology-enabled platforms can connect producers to buyers, improve price transparency, 

and adhere to quality standards. 

5. Sustainability and Climate Resilience: 
Investment strategies should align with sustainable practices to mitigate climate risks and 

promote resource-efficient agriculture. 
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7. CONCLUSION 

FDI has the potential to transform Indian agriculture by introducing capital, technology, and global 

market linkages. However, the impact is contingent on a robust regulatory framework, inclusive 

policies, and supportive infrastructure. A conceptual analysis highlights that while FDI can enhance 

productivity and rural livelihoods, careful design is necessary to protect smallholder interests and 

ensure food security. Strengthening institutions, fostering innovation ecosystems, and integrating 

sustainability into investment strategies will be essential for maximizing benefits. Continued research 

and policy evaluation can guide adjustments as the Indian agricultural landscape evolves. 
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