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ABSTRACT 

 

 The Foreign Direct Investment is a main source of capital fund for different economies and 
leading source of external financing.  In India, the liberalization of FDI policies offers opportunities 
as well as threats for firms. It is also observed that FDI has an impact on the growth, performance 
and efficiency of the firms as well as its contribution to the nations economy. The most important 
issue is the difficulty in choice FDI policies is faced by most of the countries. This is mostly due to 
conflicting objectives such as desire for rapid growth along with desire for equitable distribution of 
income. The present study focuses on assessing the impact of FDI on the financial performance 
select firms measured through financial ratios with special reference to liquidity and profitability.  
For the present study firms belonging to pharmaceutical sector are considered, the reasons being, it is 
one of the most vibrant knowledge driven industries in India with consistent growth over the past 
thirty years and it is also an interesting and relevant context for several reasons. The study is carried 
out for a period of 10 years from 2000-01 to 2009-2010.  
 
Key words: FDI, Liberalization, Pharmaceutical Sector, FDI firms, Post-liberalization, Financial 
Performance, Liquidity, Profitability.    
 
INTRODUCTION 

 
 Since 1991, Foreign Direct Investment (FDI) has become a main source of foreign capital 
flow for developing economies and a leading source of external financing (Seethapathi K, 2006).  
FDI inflows to developing countries since the 1990s increased due to positive response from capital 
exporting countries.  
          The rise in volume of FDI is accompanied by a marked change in its composition. FDI has an 
impact on country's trade balance, improving labor skills and standards, transfer of technology and 
innovative ideas, infrastructure development and the general business environment. Foreign direct 
investment (FDI) is considered to be the lifeblood for economic development as far as the 
developing nations are concerned. 
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 Apart from liberalization, the  FDI flows in different regions and countries depend upon the 
factors like global economic trends, stock market movements and the elimination of hurdles such as 
political instability, issues in corporate governance, terrorism risk etc. create conducive atmosphere 
for higher FDI flows (Srujan.A, 2006). 
 
SIGNIFICANCE OF FDI 

 

 FDI inflows can be a tool for bringing knowledge, managerial capabilities, product design, 
quality features, brand images, channels for global marketing of products, etc. The role of FDI as a 
source of capital and technology has grown over time. As other sources of capital have become 
scarce, FDI became necessary for developing economies to grow rapidly to integrate with 
international trade and compete with developed economies (Pramod Kumar, 2006). 
 The liberalisation of government policies that restrict foreign direct investment (FDI) is a 
recent phenomenon.  Although trade policies have been liberalised for many years through the 
elimination of quotas and the reduction of import tariffs, liberalisation of investment policies is more 
recent, stimulated by the World Trade Organisation (WTO) in 1995. Liberalization of FDI policies 
offers opportunities for firms as well as threats.  If FDI (and trade) liberalization result in faster 
growing national economies, then firms face larger, faster-growing markets domestically (Feinberg 
& Majumdar, 2001). In addition, more foreign-invested firms mean more potential customers locally 
with strong purchasing power, and more chances for linkages with them.  If technology spillovers 
occur from foreign firms to other firms in the industry, then those firms can achieve better technical 
performance. 
 

OVERVIEW OF INDIAN PHARMACEUTICAL SECTOR 

 
 The Indian Pharmaceutical sector in the forefront of science-based industries in India with 
wide range of capabilities in the field of manufacturing drugs and technology. It is a highly 
organized sector, estimated at $ 4.5 billion with an annual growth rate of around 8% to 9%. It ranks 
among the top sectors in the world, in terms of technology, quality and wide range of medicines 
manufactured (Pharmaceutical and Drugs Manufacturer, 2009). 
 The Indian pharmaceutical sector is an interesting and relevant context for several reasons. 
The Indian pharmaceutical industry is one of the most vibrant knowledge driven industries in India 
with consistent growth over the past thirty years. Today, more than 90 percent of the modern 
medicine consumed in India is produced locally.  India is among top 5 pharmaceutical producers 
worldwide in terms of volume and ranks among 15 in value. It is one of the top 20 top exporters of 
bulk actives and dosage forms. Indian exports are destined to around 175 countries around the globe 
including highly regulated markets of Australia, Europe, Japan and US.  
 The policy environment in India towards both technology and FDI  was liberal during 1960s, 
the pocilies were made  stringent during  1970s, attempts were made  at liberalization during 1980s, 
and the liberalization took place during 1990s.  But during this period, the policy environment was 
characterized by lack of transparency and discretionary control. This environment has had profound 
effects on the investment and research activities of both MNCs and domestic pharmaceutical firms in 
India.  
 The pharmaceutical sector is R&D intensive and multinational companies have a presence in 
the Indian market. The Indian pharmaceutical sector also has a long history of multinational 
participation in both manufacturing and research and development.  
 The Indian pharmaceutical sector is also subject to a complex and changing mix of sector-
specific policies aimed at the objectives of equality of income distribution and self-determination.  
All the policies that affected firms, both foreign and domestic in the pharmaceutical sector, have the 
combined intention of developing domestic industry and making drugs available to India’s poor.  
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(Management Accountant, Nov 2010, Special issue on Indian Pharmaceutical Industry) 
 
LITERATURE REVIEW 

         

 Anusuya Yogarajah (1999) in his work made an attempt to look at the impact of liberalisation 
on FDI in India. This study also covers Pre-1991 and Post-1991 Industrial policies of the government 
of India, nature and patterns of FDI in India and the factors motivating FDI in India. The study 
shows that the industrial policies of the Government of India (GOI) are instrumental in attracting 
FDI inflows and FDI has been in core sectors such as infrastructure, power and coal and the invertors 
are mainly interested in sectors where there is a market for the products. The low costs of labour and 
non-labour materials and the availability of a market and infrastructure are likely to be the main 
factors attracting FDI in India. 
 Chalapati Rao K.S., Murthy MR and Ranganathan KVK (1999), in their work made an 
attempt to study the Foreign Direct Investment in India in the Post-liberalization period. This study 
seeks to provide empirical content to the developments during the first seven years of liberalization. 
The study further revealed that a pattern of FDI inflows in infrastructure is not significant and the 
increasing dominance of foreign companies in consumer goods sector makes it more significant and 
FDI approvals in the post-liberalization period are increasing for setting up of subsidiaries. 
 Luiz R. De Mello (1999) in his paper made an attempt to estimate the impact of Foreign 
Direct Investment (FDI) on Capital Accumulation and Output and Total Factor Productivity (TFP) 
growth in recipient economy. The study is conducted for the period of 1970-1990. Time series and 
panel data analysis are applied for the sample of OECD and non-OECD countries. The study reveals 
that although FDI is expected to boost long-run growth in the recipients’ economy via technological 
upgrading and knowledge spillovers, it is found that the extent to which FDI is growth enhancing 
depends on substitutions between FDI and domestic investment. 
 Surendra Pradhan (2000) in his study made an attempt to examine the various aspects of FDI 
from investing firm and as well as from receiving firms’ point of view. This study mainly focuses on 
the risk and return from firms’ perspective and also the strategies that attract FDI from host countries 
point of view. The methodology used in this study for data analysis is based on Brown and Warner. 
An examination of shareholders responses to the announcement of FDI in emerging markets shows 
positive response which is indicated by higher risk adjusted rate of returns than expected on 
investments during the period surrounding the announcements. 
 Feinberg & Majumdar (2001) found that Liberalisation of FDI policies offers opportunities 
for firms as well as threats.  If FDI (and trade) liberalisation results in faster growing national 
economies, then firms face larger, faster-growing markets domestically. 
 Pradhan (2004) examined the nature of relationship between the presence of foreign firms 
and local productivity growth in Indian pharmaceutical industry and investigated the spill over 
benefits from FDI. The export intensity of a firm was hypothesized to have a positive impact on its 
productivity growth. The results showed that exporting had a negative effect on the efficiency of the 
firms and reached a modest level of statistical significance.  
 Sebastian Morris (2004) in his work made an attempt to study the regional determinants of 
FDI in India and Gujarat. The study specifically uses Stephen Flymers’ understanding of the 
parallels and relationship between the international organization of a global firm and the locational 
choices for the same with spatial aspects of the location of economic activities in general. The results 
from the study reveal that though Gujarat is not having large and metropolitan cities, the FDI in 
Gujarat increased over the period when the state grew rapidly in the first six years from the post-
liberalization period and after that the slowdown of growth has been a retardant to FDI. 
 Rajit Kumar Sahoo (2005) in his work made an attempt to review the policy and institutional 
arrangement for attracting FDI and its patterns of inflows since 1991 and also to empirically estimate 
the impact of FDI on productivity gap in the manufacturing sector/sub-sectors of India. In this study 
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the impact of FDI on manufacturing sectors growth is estimated by a limited sample of 
manufacturing firms comprising of foreign and domestic during the 1991-1998. The study reveals 
that the role of FDI impacting the productivity growth and its spillovers of productivity to domestic 
firms is limited in India. Direct impact of FDI in manufacturing sector as a whole and limited to 
three out of six manufacturing sectors i.e. chemical, electrical and electronics and the indirect impact 
of FDI (spillovers) in raising productivity of domestic firms is limited to one sector, namely, drugs 
and pharmaceuticals. 
 Maathai K Mathiyazhagan (2005) in his study made an attempt to examine the long-run 
relationship of FDI with gross output, export and labor productivity in Indian economy at the sectoral 
level. In this study, the panel co-integration (PCONT) test has been used and the annual data from 
1990-91 to 2000-01 has been considered for the purpose of data analysis. The results from the study 
reveals that there is no significance co integrating relationship among variables like FDI, gross 
output, export and labor productivity in core sectors of the economy. The study also reveals that at 
the sectoral level of the Indian economy, FDI has helped to raise the output, productivity and export 
in some sectors only. 
 Alka Chadha (2006) in his study made an attempt to study the drugs and pharmaceutical 
sector that have had a very significant position in the Indian economy due to it positive technological 
spillovers. It is also found that despite the proven comparative advantage, the Indian Pharmaceutical 
exports contribute a negligible share to world pharmaceutical exports. In this study, it is concluded 
that the pharmaceutical industry is in the transition phase ready to face new challenges that could 
bring major changes in its business environment and for long term solutions, the industry should 
build up R&D facilities as well as make sustained efforts to attract FDI for technical collaborations. 
 Annika Bergman (2006) in her paper made an attempt to analyze the impact of FDI on 
India’s domestic pharmaceutical industry through spillover effects and the India’s policy 
environment in which spillover effects can be materialized. The study reveals that the firm with 
foreign ownership exhibit higher productivity growth than domestically owned firms. The study 
shows varied results about spillover effects in the Indian Pharmaceutical Industry and reveals that 
spillover effects of FDI are difficult to compute and it is therefore recommended to include a 
qualitative approach of analysis in addition to the statistical analysis to get a deeper understanding of 
the effects of foreign firm in an Industry.       
 Tanay Kumar Nandi and Ritankar Saher (2007) in their work made an attempt to study FDI 
in India with a special focus on Retail trade. This paper emphasises the need of FDI in India in retail 
sector and reveals that the effect of FDI on the retail trade have been positive without harming the 
domestic economy. The study also suggests that FDI in retail sector must be allowed. 
 Chalapati Rao K.S., Ranganathan VK and Murthy M.R. (2007), in their work made an 
attempt to study the policies and procedures related to actual FDI inflows in selected sectors in India. 
The study reveals that information technology, transport equipment and other engineering industries, 
food processing sector and drug and pharmaceuticals offer a mix of export potential, technology 
intensity and employment generation and also accounted for a significant portion of FDI inflows into 
India in the new policy period. 
 Philippe Gugler S. Brunner (2007) in this paper made an attempt to assess the effects of FDI 
on National competitiveness. The study reveals that MNEs potentially have a beneficial impact on 
the host country, as they are a source of technology in a broad sense and can lead to an upgrading of 
human capital. The effective impact of FDI depends on the type of activity undertaken and the 
absorptive capacity of the host state.  
 Aditya K.R. Bajaj and Swastik Nigam (2007) in this work made an attempt to study the 
impact of globalization in the pharmaceutical industry and FDI spillovers in various forms to the 
domestic pharmaceutical industry in terms of domestic productivity and competitiveness. The 
analysis of the study reveals that the FDI have had spillover effects on the Indian Pharmaceutical 
Industry. With the new WTO patent regime introduced in 2005, the foreign players have found 
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greater security in operating in India and due to the spillover effects of  a competitive environment, 
the domestic players have substantially increased their productivity  and hence compete on stranger 
footing with the incoming pharmaceutical firms. 
 Ramesh Kumar S and Alagappan V (2008) in their work made an attempt to examine the 
trends and patterns in Foreign Direct Investment (FDI) inflows in India during the post-liberalization 
period. The analysis of the study reveals that the actual FDI inflow  into the country had maintained 
a fluctuating and inconsistent trend during the study period. The study also finds that the approvals 
for FDI inflows had been very slow in materializing themselves into actual inflows. 
 Sambrita Chattopadhyay (2008) made an attempt to analyze the impact of the FDI in terms of 
its spillovers effects and promotion of exports based on both industry and company level data. This 
study has been conducted for electrical & electronics, Auto-ancillary, Engineering, Chemicals and 
Pharmaceuticals sector. The study reveals that although India experienced greater magnitude of FDI 
inflows during economic liberation, the liberal FDI policy of government of India has failed to bring 
in he “attendant advantages of technology transfer” and “new possibilities for promotion of export”. 
 Bharathi Kamath G (2008) in this study made an attempt to analyze the impact of Foreign 
Direct Investment (FDI) on Gross Domestic Product (GDP) and exports in India during the post 
liberalization period i.e. 1991 to 2005. The analysis of the study reveals that a greater inflow of 
foreign capital has lead to growth in the exports of goods and services and also growth of the 
economy over the period of study. 
 Shiralashetti AS and Hugar SS (2009) in their study made an attempt to find out the efforts 
made by the government of India in bringing FDI inflows in India and overall process in various 
sections of the Indian economy in both post-liberalization and pre-liberalization period. The study 
reveals that the Indian economy has made remarkable progress during the pre-liberalization period. 
The study also reveals that there has been continuous efforts made by the government of India in 
attracting foreign capital during the post-liberalization period which resulted in continuous rise in the 
inflow of foreign capital on one hand and overall progress in various sectors of the Indian Economy 
on the other hand. 
 Sumana Chatterjee (2009) in his thesis made an attempt to investigate and explore the 
determinants of Foreign Direct Investment in India from the perspective of countries characteristics  
and also to identify the most significant factors in India that influence  foreign investors to invest in 
India. The study has been conducted for the period between 1980-2005. The analysis and results 
from the study reveal that the motives for both inward and outward FDI are changing. Efficiency 
seeking investment is gaining more importance as compared to market seeking investment in the 
case of both domestic and foreign investors. The study also reveals that inward FDI has emerged as 
an important and contributing factor in influencing outward FDI flows from India. 
 Syed Khaja Safiuddin (2010) in his paper made an attempt to analyse the FDI inflows in 
India with reference to sectors wise inflows and also opportunities attached with these sectors and 
benefits of FDI to these sectors. The paper reveals that though FDI inflows show a varying trend in 
Indain Industry, but acts as a catalyst for growth in quality maintenance and development of  Indian 
Industries.  
 Syed Khaja  Safiuddin and Sreenivasa Murthy S (2011) in their paper studies the trends in 
FDI inflows in the Indian Industry and revealed that varying trend of FDI inflows in Indian Industry 
is evident in the post-liberalisation period and depends on the industry demand and reveals that 
service sector in India attracts the maximum FDI inflows followed by Computer Software and 
Hardware.  
 Syed Khaja Safiuddin and Sreenivasa Murthy S (2011) made an attempt to study the trends of 
FDI inflows in India and the Indian Pharmaceutical Industry with reference to Post-Liberalisation 
Period. The analysis of the study reveals that FDI inflows in India marginally influences the FDI 
inflows in the Indian Pharmaceutical Sector and inflows of FDI in IPI may be due to several other 
factors. Though 100% FDI is allowed into the Indian Pharmaceutical Sector, the proportion of 
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Pharmaceutical FDI in total FDI is very low.  
 Syed Khaja Safiuddin (2012) in his paper studies the trends of FDI inflows in India with 
reference to capital exporting countries and yearly inflows and concludes that impact of FDI inflows 
in India should not result in concentration of wealth in the hands of a few and there should be 
equitable distribution of opportunities and benefits as far as impact of FDI inflows is considered. 
 
NEED FOR THE STUDY 

 
 The importance of FDI extends beyond the financial capital that flows into the country. It is 
observed that the presence of foreign ownership in the ownership pattern of the firms showed 
relatively superior performance of those firms than other firms.  global managerial skills and 
practices, optimal utilization of human capabilities and natural resources, making industry 
internationally competitive, opening up export markets, providing backward and forward linkages 
and access to international quality goods and services and augmenting employment opportunities. 
Hence it is interesting to study the role played by FDI in a world of increased competition and rapid 
technological change. The extent to which FDI contributes to the growth of economy in general and 
Indian Pharmaceutical sector in particular especially in the context of post-liberalization scenario is 
seen as a major area of focus. There is a need to assess the impact of FDI on the financial 
performance of FDI-based companies.  
 
OBJECTIVES OF THE STUDY 

 
     The objectives of the study are  
1. To assess the impact of FDI inflows on the profitability of select firms.  
2. To assess the impact of FDI inflows on the liquidity of select firms.  
 
HYPOTHESES OF THE STUDY 

 

 After the detailed review of literature and certain assumptions, the following null hypotheses 
have been framed for the study.  
H01: There is no significant impact of FDI on the profitability of select firms.  
H02: There is no significant impact of FDI on the liquidity of select firms.  
 
METHODOLOGY OF THE STUDY 

  
 The present study examines the impact of Foreign Direct Investment on the performance 
measures of select pharmaceutical firms in India. The data collected is analyzed using selected 
financial ratios for assessing the financial performance of select FDI based companies and the 
regression analysis was run to assess the impact of FDI on the financial performance of 
Pharmaceutical firms in India. FDI as defined by OECD and IMF has been taken into consideration.  
The study is carried out with the help of secondary data collected mainly from sources such as 
CMIE-Prowess Database, DIPP, Ministry of Commerce & Industry, GOI. 
 The present study focuses on one specific industrial sector i.e the Indian Pharmaceutical 
Sector. From this sector 18 companies which are identified as FDI-based companies have been 
considered for the study. The Pharmaceutical companies in India consistently listed for a period of 
10 years from 2001 to 2010 and whose data is available at least for a period of 5 years are considered 
for the study. 
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SCOPE OF THE STUDY 

 
 The scope of the study is confined to select financial ratios of FDI based pharmaceutical 
companies consistently listed in NSE and BSE. The ownership pattern of the companies has been 
considered for identifying and classifying FDI based companies (based upon IMF BOP Definition). 
The study is conducted for a period of 10 Years i.e. 2001-2010. 
 

LIMITATIONS OF THE STUDY 
  
 In this study, only those pharmaceutical companies consistently listed for a period of 10 
Years i.e. from 2001-2010 and whose data is available at least for a period of five years are 
considered for the study. Further, this study is based on secondary sources of data only.  
 

Impact of FDI on the Financial Performance of select firms – an Individual Analysis  

 In case of individual analysis, FDI (% of foreign Promoter in the Share holding pattern of the 
company) is considered as dependant variable and financial ratios measured as dependant variables. 
18 FDI based companies have been considered for the purpose of analysis. For each company FDI 
(% of foreign promoter) is considered as dependant variable and selected 18 financial ratios are 
considered as independent variables. 
 In case of aggregate analysis, FDI (% of foreign promoter in the Share holding pattern of the 
company) is considered as dependant variable and financial ratios measured as dependant variables. 
18 Companies averages of ratios are considered for calculating aggregate ratios) 
 

Impact of FDI inflows on the profitability of select firms.  

 The regression analysis run to assess the impact of FDI on RONW (see table 1.1 and table 
1.2) of FDI-based companies reveal that FDI significantly influences the following companies 
 

Table: 1.1 FDI and Profitability (RONW 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Model Summary

.373a .139 .031 7.068159

.687a .472 .406 9.412998

.541a .292 .204 13.576463

.262a .069 -.048 11.575245

.292a .085 -.098 12.642371

.081a .007 -.118 42.975636

.515a .265 .173 12.054439

.109a .012 -.153 47.494455

.407a .165 .061 14.021806

.656a .430 .359 35.484449

.416a .173 .070 6.993741

.126a .016 -.107 3.227240

.140a .020 -.103 8.800190

.776a .603 .553 13.347274

.232a .054 -.064 1.534111

.968a .938 .930 6.518724

.010a .000 -.143 19.432309

.401a .161 .056 9.796292

Model
1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

Company
 Aventis Pharma Ltd.

Abbott India Ltd.

Astrazeneca Pharma

India Ltd.Biocon Ltd.

Fresenius Kabi

Oncology Ltd.Fulford (India) Ltd.

Glaxosmithkline

Pharmaceuticals Ltd.K D L Biotech Ltd.

Kerala Ayurveda Ltd.

Matrix Laboratories Ltd.

Merck Ltd.

Novartis India Ltd.

Pfizer Ltd.

Ranbaxy Laboratories

Ltd.Sandu Pharmaceuticals

Ltd.Solvay Pharma India Ltd.

Wanbury Ltd.

Wyeth Ltd.

R R Square

Adjusted

R Square

Std. Error of

the Estimate

Predictors: (Constant), FDI(%)a. 
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Table: 1.2 

Coefficientsa

66.235 37.080 1.786 .112

-.822 .724 -.373 -1.135 .289

137.621 37.269 3.693 .006

-1.593 .595 -.687 -2.676 .028

-14.647 24.789 -.591 .571

.534 .294 .541 1.818 .107

23.615 5.762 4.099 .003

-.269 .350 -.262 -.769 .464

5.532 5.654 .978 .373

-.080 .118 -.292 -.682 .525

-9.004 95.661 -.094 .927

.482 2.092 .081 .230 .824

-335.840 212.150 -1.583 .152

7.201 4.242 .515 1.697 .128

-6.549 110.541 -.059 .955

-1.043 3.876 -.109 -.269 .797

-8.570 6.945 -1.234 .252

-.205 .163 -.407 -1.259 .244

60.322 15.304 3.942 .004

-.864 .352 -.656 -2.457 .039

631.733 470.711 1.342 .216

-11.924 9.215 -.416 -1.294 .232

17.412 7.212 2.414 .042

.048 .133 .126 .360 .728

22.353 13.640 1.639 .140

-.123 .306 -.140 -.400 .700

19.363 4.719 4.103 .003

-.575 .165 -.776 -3.483 .008

6.720 .886 7.587 .000

-.026 .039 -.232 -.675 .519

108.147 6.480 16.690 .000

-1.125 .102 -.968 -10.992 .000

5.662 9.547 .593 .572

-.013 .524 -.010 -.026 .980

-543.744 458.750 -1.185 .270

11.170 9.013 .401 1.239 .250

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

Model
1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

Company
 Aventis Pharma Ltd.

Abbott India Ltd.

Astrazeneca Pharma

India Ltd.

Biocon Ltd.

Fresenius Kabi

Oncology Ltd.

Fulford (India) Ltd.

Glaxosmithkline

Pharmaceuticals Ltd.

K D L Biotech Ltd.

Kerala Ayurveda Ltd.

Matrix Laboratories Ltd.

Merck Ltd.

Novartis India Ltd.

Pfizer Ltd.

Ranbaxy Laboratories

Ltd.

Sandu Pharmaceuticals

Ltd.

Solvay Pharma India Ltd.

Wanbury Ltd.

Wyeth Ltd.

B Std. Error

Unstandardized

Coefficients

Beta

Standardized

Coefficients

t Sig.

Dependent Variable: RONWa. 
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• Abbott India Ltd. which have an R square value of  .472 and beta(t) value of  3.693 with 
significance value of  .006 

• Matrix Laboratories Ltd. which have an R square value of  .430 and beta(t) value of   2.457 
with significance value of  .039 

• Ranbaxy Laboratories Ltd. which have an R square value of  .603 and beta(t) value of  3.483 
with significance value of  .008 

• Solvay Pharma India Ltd. which have an R square value of  .938 and beta(t) value of   10.992 
with significance value of .000  

 

Impact of FDI inflows on the liquidity of select firms.  

 The regression analysis run to assess the impact of FDI on Current Ratio (table 2.1 and 2.2) 
of FDI-based companies reveal that FDI significantly influences the following companies 
 

Table 2.1 FDI and Liquidity (Current Ratio) 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Model Summary

.396a .157 .052 .848469

.716a .513 .452 .455419

.729a .531 .473 .443505

.010a .000 -.125 .782703

.104a .011 -.187 .784542

.609a .371 .292 .956178

.132a .017 -.105 .388121

.034a .001 -.165 .320232

.545a .298 .210 .977964

.583a .340 .258 .170959

.810a .657 .614 .606770

.493a .243 .148 .194704

.433a .188 .086 .394960

.523a .274 .183 .407828

.647a .419 .346 .537635

.086a .007 -.117 .727612

.632a .400 .314 .440569

.606a .368 .289 .347179

Model
1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

Company
 Aventis Pharma Ltd.

Abbott India Ltd.

Astrazeneca Pharma

India Ltd.Biocon Ltd.

Fresenius Kabi

Oncology Ltd.Fulford (India) Ltd.

Glaxosmithkline

Pharmaceuticals Ltd.K D L Biotech Ltd.

Kerala Ayurveda Ltd.

Matrix Laboratories Ltd.

Merck Ltd.

Novartis India Ltd.

Pfizer Ltd.

Ranbaxy Laboratories

Ltd.Sandu Pharmaceuticals

Ltd.Solvay Pharma India Ltd.

Wanbury Ltd.

Wyeth Ltd.

R R Square

Adjusted

R Square

Std. Error of

the Estimate

Predictors: (Constant), FDI(%)a. 
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Table 2.2 FDI and Liquidity(Current Ratio) 

 

• Abbott India Ltd. which have an R square value of .513 and beta(t) value of  2.901 with 
significance value of  .020 

• Astrazeneca Pharma India Ltd. which have an R square value of .531  and beta(t) value of  
3.012 with significance value of  .017 

• Merck Ltd. which have an R square value of  .657and beta(t) value of 3.912  with significance 
value of  .004 

• Sandu Pharmaceuticals Ltd. which have an R square value of ..419 and beta(t) value of  2.400 
with significance value of  .043 

 

Coefficientsa

-2.771 4.451 -.622 .551

.106 .087 .396 1.220 .257

-3.991 1.803 -2.213 .058

.084 .029 .716 2.901 .020

4.916 .810 6.071 .000

-.029 .010 -.729 -3.012 .017

2.022 .390 5.191 .001

.001 .024 .010 .028 .978

1.552 .351 4.423 .007

.002 .007 .104 .233 .825

-2.077 2.128 -.976 .358

.101 .047 .609 2.171 .062

3.845 6.831 .563 .589

-.051 .137 -.132 -.376 .717

.723 .745 .970 .369

.002 .026 .034 .082 .937

1.219 .484 2.516 .036

.021 .011 .545 1.841 .103

1.338 .074 18.144 .000

-.003 .002 -.583 -2.032 .077

-157.169 40.838 -3.849 .005

3.128 .799 .810 3.912 .004

2.376 .435 5.461 .001

-.013 .008 -.493 -1.603 .148

2.856 .612 4.665 .002

-.019 .014 -.433 -1.360 .211

1.520 .144 10.542 .000

-.009 .005 -.523 -1.737 .121

2.913 .310 9.386 .000

-.033 .014 -.647 -2.400 .043

2.723 .723 3.765 .006

-.003 .011 -.086 -.245 .812

1.855 .216 8.572 .000

-.026 .012 -.632 -2.158 .068

37.996 16.258 2.337 .048

-.689 .319 -.606 -2.157 .063

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

(Constant)

FDI(%)

Model
1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

Company
 Aventis Pharma Ltd.

Abbott India Ltd.

Astrazeneca Pharma

India Ltd.

Biocon Ltd.

Fresenius Kabi

Oncology Ltd.

Fulford (India) Ltd.

Glaxosmithkline

Pharmaceuticals Ltd.

K D L Biotech Ltd.

Kerala Ayurveda Ltd.

Matrix Laboratories Ltd.

Merck Ltd.

Novartis India Ltd.

Pfizer Ltd.

Ranbaxy Laboratories

Ltd.

Sandu Pharmaceuticals

Ltd.

Solvay Pharma India Ltd.

Wanbury Ltd.

Wyeth Ltd.

B Std. Error

Unstandardized

Coefficients

Beta

Standardized

Coefficients

t Sig.

Dependent Variable: Current ratioa. 
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IMPACT OF FDI ON THE FINANCIAL PERFORMANCE OF SELECT FIRMS- AN 

AGGREGATE ANALYSIS 

 

FDI and Profitability   

 The simple regression analysis has been run to assess the impact of FDI on RONW (table 3.1, 
3.2 and 3.3) of IPI. FDI is independent variable and is dependent variable. The results showed that 
the R square value is .410 and Beta (t) value is 2.357 with a significant value of .046 which reveals 
that FDI has significantly influenced the sales of the company 
 

Table 3.1 FDI and Profitability –Aggregate Analysis 
 
 

 
 
 
 
 
 
 

 

Table 3.2 FDI and Profitability –Aggregate Analysis 

 
 

Table 3.3 FDI and Profitability –Aggregate Analysis 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

Model Summary

.640a .410 .336 5.2186109

Model
1

R R Square

Adjusted

R Square

Std. Error of

the Estimate

Predictors: (Constant), FDI (%)a. 

ANOVAb

151.262 1 151.262 5.554 .046a

217.871 8 27.234

369.133 9

Regression

Residual

Total

Model

1

Sum of

Squares df Mean Square F Sig.

Predictors: (Constant), FDI (%)a. 

Dependent Variable: RONW(%)b. 

Coefficientsa

63.899 20.074 3.183 .013

-1.025 .435 -.640 -2.357 .046

(Constant)

FDI (%)

Model
1

B Std. Error

Unstandardized

Coefficients

Beta

Standardized

Coefficients

t Sig.

Dependent Variable: RONW(%)a. 
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FDI and Liquidity   

 The simple regression analysis has been run to assess the impact of FDI on Current Ratio 
(table 4.1, 4.2 and 4.3) of IPI. FDI is independent variable and is dependent variable. The results 
showed that the R square value is .145 and Beta(t) value is 1.164 with a significant value of .278 
which reveals that FDI has not significantly influenced the sales of the company 
 

Table 4.1 FDI and Liquidity –Aggregate Analysis 

 

 

 

 

 

 

 

 

 
Table 4.2 FDI and Liquidity –Aggregate Analysis 

 

Table 4.3 FDI and Liquidity –Aggregate Analysis 
 

 

 

 

 

 

 

 

 

 

FINDINGS AND CONCLUSIONS 

 

• FDI significantly Influences RONW of Abbott India ltd, Matrix laboratories Ltd, Ranbaxy Ltd, 
Solvay Pharma Ltd. 

• FDI significantly influences current ratio of Abbott India Ltd, Astrazeneca pharma India Ltd, 
Sandu pharma Ltd. And Wyeth Ltd. 

• On an aggregate basis, FDI significantly influences the profitability measured through Return 
on Net Worth (RONW) of Indian Pharmaceutical Sector 

 
 

Model Summary

.381a .145 .038 .1148430

Model

1

R R Square

Adjusted

R Square

Std. Error of

the Estimate

Predictors: (Constant), FDI (%)a. 

ANOVAb

.018 1 .018 1.355 .278a

.106 8 .013

.123 9

Regression

Residual

Total

Model
1

Sum of

Squares df Mean Square F Sig.

Predictors: (Constant), FDI (%)a. 

Dependent Variable: Current ratio (times)b. 

Coefficientsa

1.437 .442 3.254 .012

.011 .010 .381 1.164 .278

(Constant)

FDI (%)

Model
1

B Std. Error

Unstandardized

Coefficients

Beta

Standardized

Coefficients

t Sig.

Dependent Variable: Current ratio (times)a. 
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RECOMMENDATIONS AND SUGGESTIONS 

 

• As far as liquidity position is concerned , the FDI companies need to maintain the same level of 
liquidity in order to meet current obligations without further investments in current assets and 
Non-FDI companies need to improve the liquidity position in order to reduce over-dependency 
on current liabilities to meet current obligations. 

• The Indian pharmaceutical industry also needs to take advantage of the recent advances in 
biotechnology and information technology and determine its future market and how well it can 
market its products to several regions and distributes risks, its forward and backward 
integration capabilities, its R&D, its consolidation through mergers and acquisitions, co-
marketing and licensing agreements. 

• However, it can be depicted that FDI inflows have an effect on the financial performance of 
Indian Pharmaceutical Sector measured through (profitability and liquidity), but not to a greater 
extend. 

• Research and development has always taken the back seat amongst Indian pharmaceutical 
companies. In order to stay competitive in the future, Indian companies will have to refocus 
and invest heavily in R&D. 

• The Indian pharmaceutical industry also needs to take advantage of the recent advances in 
biotechnology and information technology. The future of the industry will be determined by 
how well it markets its products to several regions and distributes risks, its forward and 
backward integration capabilities, its R&D, its consolidation through mergers and acquisitions, 
co-marketing and licensing agreements. 
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