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ARTICLE INFO ABSTRACT
This review article is intended to assess the impact of FDI on economic growth by
making a comparative analysis at both regional and sectoral levels. It emphasizes
the importance of FDI have in the economic growth especially in the developing and
emerging nations where we see it as capital, as a technology and a skill provider. The
review insists that FDI impacts are heterogeneous and depend on the characteristics
of the host countries including institutions, governance structures, and
infrastructure. An analysis on the sectors show that manufacturing tends to
generate higher economic returns from FDI than natural resources. The
implications of the findings are made on the improvement of the institutional
environment, on the development of the sectors of the economy, and on the human
capital as the key to the optimization of the effects of FDI. Also, the article identifies
directions for future research, including the analysis of the endogenous nature of
FDI and the study of new trends in the FDI-economic growth relationship, which
contributes to understanding this relationship’s complexity. In conclusion, this
review enhances the literature on using FDI for sustainable economic development.

Keywords: Economic Growth, Institutional Quality, Sectoral Analysis, Policy
Implications.

1. Introduction

Globalization makes FDI crucial for the improvement of countries’ economic situations, and FDI has to be
fostered. Over the last few decades, FDI has been identified as an important source of development particularly
in the developing and emerging economies. It brings in capital, promotes technology, improves the physical
facilities and creates employment. As a result, many governments have adopted policies on FDI inflow
expecting that it will enhance their level of development. However, the impact of FDI on growth is influenced
by the factors such as; governance quality of the host country and its level of development.

1.1 Definition and Overview of Foreign Direct Investment

FDI is defined as an investment that an entity from one country makes in an enterprise in another country. As
stated by UNCTAD (2020) FDI refers to a long-term commitment that exists where a resident of one country
has influence in a foreign country’s enterprise. FDI can take three main forms: Greenfield investments,
acquisitions and mergers, and joint venture investments.

e Greenfield Investments: This type involves the creation of new facilities or companies from the scratch
in the host country common in manufacturing and infrastructure in developing countries. Such investments
normally create massive employment opportunities and help to encourage enterprise specialization
(Nunnenkamp & Spatz, 2004).

e Mergers and Acquisitions (M&As): Merger with the domestic firm also provides a rapid entry into the
new market and full access to the resources of that country. Contrary to this, research results show that M&As
may generate a lower impact on capital formation and employment opportunity than Greenfield investments
as affirmed by Alfaro and Charlton in 2007.

e Joint Ventures: These arrangements entail the participation of international and local companies. Thus,
joint venture allow the foreign firm to rely on local knowledge while the domestic firm can rely on foreign
capital and superior technology (Hennart, 2009).
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1.2 Theoretical Foundations: FDI and Economic Growth

FDI and economic growth have been discussed from different economic perspectives in this paper. Still, under
the Solow- Swan model which is part of the Neoclassical Growth theory we find that FDI enhances the growth
of the host nation through a raised capital accumulation. However, this model also suggests that returns on
capital diminish over time, meaning FDI's growth-stimulating effects decrease as the economy reaches a steady
growth state (Solow, 1956). In this context, FDI primarily affects short-term growth by enhancing capital
accumulation. In contrast, Endogenous Growth Theory offers a more comprehensive view, indicating that FDI
can foster long-term economic growth through technology transfer and human capital development. Foreign
firms can significantly improve the host country's productivity by introducing new technologies and
innovations (Romer, 1990). Multinational Corporations (MNCs) play a key role in this process by sharing
advanced technology, managerial expertise, and skills with the host economy (Caves, 1996). However, the
positive impact of FDI in endogenous growth models depends on the host country's ability to absorb these
benefits, influenced by factors such as education, infrastructure, and institutional quality (Borensztein, De
Gregorio, & Lee, 1998). Additionally, Institutional Theory emphasizes the importance of governance and
regulatory frameworks in facilitating FDI-driven economic growth. North (1990) showed that FDI thrives in
environments with political stability, transparent legal systems, and strong property rights, while weak
institutions can limit its potential benefits, resulting in either productive or inefficient outcomes.

1.3 Importance of FDI in Modern Economies

Cross border investments have gained importance in the global economy through FDI mainly because of the
globalization. FDI promotes economic growth through several essential mechanisms:

e Capital Formation: For the developing countries in particular, it is a major source of financing for
infrastructural and industrial development, other important sectors for economic growth (Al et al., 2004).

o Technology Transfer: One of the major advantage of FDI is that local firms are able to acquire superior
technology from the MNCs. This transfer raises productivity and technological advancement particularly in
production and service industries (Markusen, 1995).

e Job Creation and Skill Development: FDI creates employment in the host countries and mainly in
those industries which are more sensitive to employment. Also, foreign firms offer training programs that
improve the skills of the local human capital (Blomstrom and Kokko, 2003).

e Access to Global Markets: Infusion of FDI enables the host Economies to become players in the trading
block, thus ensuring exportation and", and access to global markets. This integration increases the competition
and economic diversification of the country (Balasubramanyam, Salisu & Sapsford, 1996).

The effect of FDI on economic growth varies depending on the country of investment, depending on
development status and institutions, and the sectors that attract FDI (Aitken & Harrison, 1999). For instance,
FDI in manufacturing tend to generate larger growth impact than for natural resource, which may generate
enclave economies with relatively low positive externalities (Sachs & Warner, 1997).

1.4 Research Objectives and Comparative Approach

This review aims at evaluating the effects of FDI on economic growth with respect to regions and economic
systems. It will examine how FDI affects developed, emerging and developing countries, and determine the
factors that explain the role of each in economic growth. The research will focus on the following areas:

e Regional Comparisons: Evaluating the impact of FDI on economic growth in East Asia, Sub-Saharan
Africa and Latin America.

e Sectoral Analysis: Analyzing FDI effects on the manufacturing, services, and natural resources industries
to identify differences in the results.

e Institutional and Policy Factors: Exploring factors that mediate the link between FDI and economic
growth, and these factors include governance, regulatory environment and policies.

2. Types of Foreign Direct Investiment

FDI can be classified as the following types where each type has its own features, strength and weaknesses;
Knowledge of these categories is essential for assessing the effects of these categories on economic growth.

Table 1: Types of Foreign Direct Investment

Type of FDI Definition Key Features Advantages Challenges Source
Greenfield Establishment of new | - New facility | - Full control over | - High initial | UNCTAD
Investments operations in  a | construction operations costs (2023)
foreign country from | - Significant | - Tailored facilities | - Longer time to
scratch. capital investment | and practices establish
operations
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Brownfield Investment in | - Acquisition of | - Immediate access to | - Potential issues | OECD
Investments existing facilities or | existing assets established markets with existing | (2022)
infrastructure, often | - Often in | - Reduced startup | management
involving renovation | industries like | time - Integration
or expansion. manufacturing challenges
Mergers and | Purchase or merging | - Strategic | - Quick  market | - Cultural clashes | World Bank
Acquisitions of companies to gain | consolidation presence - Regulatory | (2024)
access to resources, | - Rapid market | - Synergy creation hurdles
markets, or | entry
technologies.
Joint Partnership between | - Shared | - Risk sharing - Conflicts in | Harvard
Ventures two or more firms to | ownership - Access to local | management Business
share resources, risks, | - Collaborative | expertise - Limited control | Review
and profits in a | management over operations (2021)
foreign market.

3.1 Capital Formation and Infrastructure Development
FDI proves to be of significant importance in augmenting a nation’s capital by providing necessary funds for
capital stock formation and making investment in a number of sectors of the economy. This is especially so in
infrastructure projects, including transport, energy and communication that require large amounts of capital.
In the United States, the arrival of this capital has been useful in fulfilling infrastructure needs. Better
infrastructure improves the efficiency of operations and is useful in the attraction of more investment.

3. Channels Through Which FDI Impacts Economic Growth

Table 2: Impact of FDI on Capital Formation and Infrastructure Development

Aspect Description Source
Increased FDI leads to increased gross | Asiedu, E. (2002). "On the Determinants of
Investment capital formation, enhancing | Foreign Direct Investment to Developing
the overall investment climate. | Countries: Is Africa Different?” World
Development, 30(1), 107-119.
Infrastructure Foreign investors often | Balasubramanyam, V.N., Salisu, M., &
Improvement contribute to the development | Sapsford, D. (1996). "Foreign Direct

of  infrastructure, which
benefits the local economy.

Investment and Growth in EP and IS
Countries." The Economic Journal, 106(434),
92-105.

Public-Private
Partnerships

FDI can encourage
partnerships that finance large
infrastructure projects,
resulting in better services.

F. M. (2016). "Public-Private Partnerships:
Lessons from a Global Perspective." Economic
Development Quarterly, 30(3), 237-248.

3.2 Technology Transfer and Innovation

FDI transmits technology between the MNE’s and the local firms; thereby making the rate of innovation and
performance higher. This transfer is done in many ways; by joint venture, licensing, and by setting up R&D

centres.
Table 3: Impact of FDI on Technology Transfer and Innovation

Aspect Description Source

Direct Technology | Multinational companies often introduce | Popescu, Gheorghe. (2014). FDI and Economic

Transfer advanced technologies to host countries, | Growth in Central and Eastern Europe.
enhancing local productivity. Sustainability. 6. 10.3390/su6118149.

Human  Capital | FDI encourages skill development through | Glass, A. J., & Saggi, K. (2002). "Multinational Firms

Development training programs, fostering a culture of | and Technology Transfer." The Scandinavian
innovation. Journal of Economics, 104(4), 495-513.

Innovation FDI can lead to the creation of innovation | Saxenian, A. (1994). "Regional Advantage: Culture

Clusters clusters, where firms collaborate and share | and Competition in Silicon Valley and Route 128."
knowledge. Harvard University Press.
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3.3 Employment Generation and Skill Development
The FDI is a very important source of employment and human capital development in the host country. This
causes new forms of employment for residents, increased wages and hence the over development of the

economy especially through the operations of the foreign businesses.

Table 4: Impact of FDI on Employment Generation and Skill Development

Aspect Description Source

Job Creation Foreign Direct Investment (FDI) | C. K. (2010). "Foreign Direct Investment and
facilitates the creation of new | Employment: An Overview." International
enterprises, leading to both direct | Journal of Business and Management, 5(8),
and indirect employment | 80-89.
opportunities.

Skill Training and knowledge transfer | Zhan, J. (2004). "The Impact of Foreign Direct

Enhancement | improve the skill sets of local | Investment on Employment in China." The
employees, increasing productivity. | China Economic Review, 15(1), 103-116.

Higher Wages | Foreign firms often offer higher | R. C. (2008). "FDI and Wages: Evidence from
wages than local firms, contributing | the Manufacturing Sector in Mexico." World
to increased household income. Bank Policy Research Working Paper No.

4836.

3.4 Increased Access to International Markets

FDI also takes the capacity of a country to reach out to global markets through the involvement of domestic
companies in globalization. This access enables the local companies to participate in the international market

and equally get acquainted with new markets, products and technology.

Table 5: Impact of FDI on Access to International Markets

Aspect Description Source

Market Access FDI facilitates entry into new markets, | Bénassy-Quéré, A., Coupet, M., & Mayer, T.
providing local firms with | (2007). "Institutional Determinants of
international exposure. Foreign Direct Investment." World Economy,

30(5), 871-890.

Integration into | FDI helps local firms integrate into | G. R. (2008). "Foreign Direct Investment and

Global Supply | global supply chains, enhancing | Globalization." Journal of International

Chains competitiveness. Business Studies, 39(4), 521-541.

Access to Global | Engaging with multinational | L. S. (2013). "Global Value Chains: The Role

Knowledge companies enables local firms to | of FDI in Expanding Access." Journal of
access global knowledge and best | Economic Perspectives, 27(2), 27-48.
practices.

4. Theoretical Perspectives on FDI and Economic Growth

For the purpose of the present work, it is crucial to examine several theoretical approaches that explain the
relationship between FDI and economic growth, as the latter concept is viewed from different angles depending
on the context of FDI. This section examines four key theoretical viewpoints: Neoclassical Growth Models,
Endogenous Growth Theory, Multinational Corporations (MNCs) effects, and the role of institutions, and
policy.

Table 6: Theoretical Perspectives on FDI and Economic Growth

Theoretical Description Key References

Perspective

4.1 Neoclassical | The Solow-Swan model, a neoclassical growth framework, | Solow, R. M. (1956). A

Growth Models identifies capital, labor, and technological change as key | Contribution to the
drivers of economic growth. It posits that foreign direct | Theory of Economic
investment (FDI) enhances capital accumulation and | Growth. Quarterly
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facilitates technology transfer, thereby accelerating growth
in host nations. Nevertheless, the model indicates
diminishing returns to capital, implying that the long-term
growth rate is primarily influenced by technological
advancements rather than capital accumulation.

Journal of Economics,
70(1), 65-94.

4.2
Growth Theory

Endogenous

Endogenous growth theory challenges neoclassical models
by asserting that economic growth primarily stems from
internal factors rather than external influences like
technology transfer. In this context, foreign direct
investment (FDI) plays a crucial role by enhancing human
capital and facilitating knowledge transfer, which
contributes to sustained economic development.

Romer, P. M. (1986).
Increasing Returns and
Long-Run Growth.
Journal of Political
Economy, 94(5), 1002-
1037.

institutions repel FDI and its benefits. There is therefore the
need for policymakers to strengthen institutions and
provide the right economic policies to enhance FDI for
growth.

4.3 The Role of | Multinational corporations (MNCs) play a significant role in | Dunning, J. H. (1993).
Multinational foreign direct investment (FDI) and can greatly influence | Multinational
Corporations the economic development of host countries. They | Enterprises and the
(MNCs) contribute not only financial resources but also innovative | Global Economy.
ideas, advanced technologies, and effective management | Wokingham: Addison-
practices, along with access to global markets. MNCs help | Wesley.
stimulate local industries, foster innovation, generate jobs,
and ultimately boost economic growth. However, the impact
of MNCs can vary, yielding both positive and negative
outcomes, depending on their strategies and the specific
conditions of the host environment.
4.4 Institutional | Examining the various explanatory variables revealed that | North, D. C. (1990).
Factors and | the influence of foreign direct investment (FDI) on | Institutions,
Economic Policy | economic growth is significantly dependent on institutional | Institutional Change
Implications factors, particularly governance. Regulatory procedures, | and Economic
and property rights. While strong institutions create FDI by | Performance.
offering a secure environment for investment, weak | Cambridge: Cambridge

University Press.

5. Empirical Evidence on FDI’s Impact

FDI is one of the most important fields of research in order to analyze its impact on economic development in
various settings. This section gives a global picture of FDI by presenting trends, cross-country analysis, sectoral
effects, and roles of financial markets and governance.
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Figure 1: FDI Inflows vs. GDP Growth

5.1 Global Trends in FDI and Economic Growth
Global analysis of FDI flows has revealed that the FDI flows have experienced considerable volatility in the last
couple of decades and have impacted the growth trend of the economy significantly. According to WIW (2023),
the FDI inward flows around the world was approximately $ 1.5 trillion in 2022, a slight recovery from the
decline during the COVID-19 period (UNCTAD, 2023).

2020

Table 7: Global Trends in FDI and Economic Growth
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Indicator 2021 | 2022 | 2023 (Projected) Source
Global FDI Inflows (trillions) $1.5 $1.5 $1.6 UNCTAD (2023)
Average Annual Growth Rate (%) | -35% +85% | +7% World Bank (2023)
FDI-to-GDP Ratio (Developing) 3.1% 3.5% 3.8% IMF (2023)
FDI-to-GDP Ratio (Developed) 2.4% 2.3% 2.5% IMF (2023)

5.2 Comparative Case Studies: Developed vs. Developing Economies

The case studies compare and contrast the effects of FDI on the developed and the developing countries. In
developing countries for instance, FDI impacts bigger on the economic growth given that these societies have
a higher capital intensity. Alfaro and others, while establishing that FDI has a positive impact on the
development of the GDP of the developing country, further pointed out that the effect is comparatively less in

developed nations since the capital is easily available there.

Table 8: Com

arative Case Studies: Developed vs. Developing Economies

Economy Type Case Study FDI Impact on Growth (%) [Source

Developing Economy [[ndia +7.5 Alfaro et al., (2022)

Developed Economy [United States +1.2 OECD (2023)

Transition Economy [Eastern Europe [+5.6 Belascu et al., (2018)
(Poland)

Emerging Economy [Vietnam +6.8 IAnwar et al., (2010)

5.3 Sector-Specific Impacts of FDI

This paper has established that the effects of FDI are not uniform across the sectors of the economy. As for the
FDI, productivity increase is usually experienced more in the technology and manufacturing sectors than in
the natural resource sectors. A report from McKinsey Global Institute in 2023 shows that high-technology
industries increase productivity by 20% on average compared with raw material industries that increase

productivity by only 5%.

Table 9: Sector-Specific Impacts of FDI

Sector Productivity Increase | Example Source
(%) Country
High-Tech +20% South Korea | McKinsey Global Institute
Manufacturing (2023)
Services +15% India World Bank (2023)
Natural Resources | +5% Nigeria IMF (2023)
Agriculture +10% Brazil FAO (2022)
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Sectoral Distribution of FDI

Manufacturing

35.0%

25.0%

Technology

Services

20.0%

20.0%

Natural Resources

Figure 2: Sectoral Distribution of FDI

5.4 Role of Financial Markets and Governance in Shaping FDI Outcomes
Foreign Direct Investment (FDI) is a significant factor that is used in the development of the economy. But its
efficiency highly depends on the quality of the financial markets and the governance structures of the country.
Studies show that these countries generally enjoy more superior financial structures andgood governance on
FDI. Knack and Keefer (2022) point out that governance is critical in FDI attraction, and that better governance
can improve the stock of investments by increasing investor confidence and reducing the cost of transactions.

Table 10: Role of Financial Markets and Governance in Shaping FDI Qutcomes

Factor Description Impact on FDI | Source
Outcomes
Financial = Market | Availability of credit and | Higher FDI inflows | Laeven &  Levine
Development financial instruments (2023)
Governance Quality | Adherence to legal | Increased investor | Knack & Keefer (2022)
frameworks, the effectiveness | confidence
of regulations, and the
mitigation of corruption.
Political Stability Absence of political risk Attraction of long- | World Bank (2023)
term FDI
Transparency Clarity in regulatory | Reduction in | Transparency
frameworks transaction costs International (2023)

6. Regional Comparisons of FDI’'s Impact on Economic Growth

This section offers a comparative analysis of Foreign Direct Investment (FDI) effects on economic growth in
different regions, including East Asia and the Pacific, Sub-Saharan Africa, Latin America and the Caribbean,
and Eastern Europe. The following table highlights the main characteristics and regional findings.
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Figure 3: FDI Inflows Across Regions
Table 11: Regional Comparisons of FDI’s Impact on Economic Growth
Region Key Impact of FDI on Economic | Challenges References
Characteristics | Growth
East Asia | - Rapid | - FDI significantly contributes to | - Environmental | Zhang, Y. (2020). "The
and the | industrialization GDP growth. degradation Impact of FDI on
Pacific - Export-led | - Facilitates technology transfer | - Income | Economic Growth in East
growth strategy and skill development. inequality Asia." Asia-Pacific
- Countries like China and Vietnam Economic Review, 26(3),
have harnessed FDI for economic 35-50.
transformation.
Sub- - Resource-rich | - Mixed outcomes with FDI; | - Governance | Anyanwu, J. C. (2017).
Saharan | but economically | potential for growth but often | issues "The Impact of FDI on
Africa diverse limited by poor governance. - Over-reliance on | Economic Growth in Sub-
- Some countries, like Nigeria, have | natural resources | Saharan Africa." African
seen little growth  despite Development  Review,
significant FDI inflows. 29(2), 91-104.
Latin - Economic | - FDI has had a mixed impact, | - Economic | Williams, Kevin. (2015).
America | liberalization since | stimulating growth in some | volatility Foreign direct investment
the 1980s countries  while leading to | - Inequality in Latin America and the
inequality in others. Caribbean: An empirical
- Countries like Brazil have analysis. Latin American
benefited from FDI in agriculture Journal of Economics. 52.
and services. 307-341.
10.7764/LAJE.52.1.57.
Eastern - Transition from | - Foreign Direct Investment (FDI) | - Structural | Popescu, Gheorghe.
Europe planned to market | has been instrumental in the | challenges (2014). FDI and
economies transition process, serving as a key | - Economic | Economic Growth in
driver of economic transformation, | instability Central and Eastern
and contributing to economic Europe. Sustainability. 6.
recovery and growth in countries 10.3390/su6118149.

like Poland and Hungary.
- Enhances competitiveness and
access to European markets.
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7. Challenges and Risks Associated with FDI

This paper will seek to establish that FDI is a critical source of capital for any economy but one that comes with
its risks and drawbacks. It is crucial to comprehend such risks or drawbacks because they would help
policymakers and other stakeholders comprising FDI derive optimum results from it while vying for minimal
impact. Some of the crucial issues and threats of FDI are discussed in this section.

7.1 Dependency on Foreign Capital

A unique characteristic of FDI is that most countries do not consider excessive dependency on capital from the
foreign country, foreign direct investment is a source of much-needed funds capable of spurring the further
development of the economy, yet excessive dependence on foreign Investors can harm local enterprises and
industries. This dependency may open the economy to a situation whereby it will be easily affected by the global
financial crises, fluctuations in foreign investors’ sentiments, etc. In addition, where local firms cannot
effectively contend this will prove disadvantageous for domestic entrepreneurial activities as well as innovation
resulting in vulnerability.

7.2 Risk of Capital Flight and Economic Volatility

Other social cost of FDI includes capital flight. Sometimes, foreign investors may develop political risks,
economic risks, or other risks that make them pull out their investments at short notice. This withdrawal may
cause great swings in economic activity within a country meaning a country’s ability to fight this may lead to
depreciation of currency, unemployment, and low revenues. The current situation may put countries that rely
much on foreign capital in a very vulnerable position if they do not put in place measures that would help to
contain capital flight. Therefore, risk can only be reduced to a minimum where conditions are created for long-
term investment and the formation of a stable and attractive environment.

=.3 Environmental and Social Costs of FDI

FDI is also dangerous in the sense that it may bring pollution, and social insecurity mainly in developing
nations because of the lack of structural governance systems. This could lead to foreign investors’ giving
precedence to the returns they get to earn and neglecting some actions that are pollutive, deplete the natural
endowment, or inappropriately utilize the accessible land. Furthermore, FDI can increase social injustice
because the advantages of investment can be received by the population with unequal distribution. This means
that communities can be displaced from their ancestral land by the acquisition of land for foreign projects
hence social conflict. Hence the a need to ensure that environmental standards are upheld to the latter and that
CSR is encouraged among foreign investors to dodge these costs.

7.4 Ensuring Inclusive and Sustainable Economic Growth

In order to overcome the problems connected with FDI, the development of sustainable and inclusive economic
growth is needed. This include enacting policies that helps to enhance the absorption of foreign investment
into local firms without prejudice to the rights of the local investors and the people. There is need for the policy
makers to ensure that there is a good environment that will encourage the local and international companies
to work together, share technology and ensure that human capital is developed. Moreover, measures to build
up local capacities and to reduce social disparities will be compulsory in order to foster the positive impact of
FDI for the broad population. Through increasing the inclusion of the FDI and sustainability, the government
can boost the strength of FDI while minimizing the drawback.

8. Policy Recommendations for Maximizing FDI Benefits

For FDI to be a driver of economic growth, there is need for policies that will enhance on its impacts. The
following recommendations provide a framework for maximizing the advantages of FDI:

8.1 Strengthening Institutional Frameworks

This paper has also discovered that there is a need to have a good institutional framework to support FDI.
Policymakers should focus on:

e Enhancing Governance: Accountability to governance structures that enhance investors’ confidence is
therefore important. This entails the area offght against corruption and for the rule of law.

e Improving Regulatory Clarity: Policies should be unbureaucratic, and guidelines concerning overseas
players’ operation and entry clearly defined. In this regard, stabilization of the investment climate calls for
policy reference and policy consistency.

e Ensuring Property Rights: The protection of property rights is the core of FDI. Business people require
certainty that their investments will not be expropriated or treated unfairly.

8.2 Promoting Human Capital Development
Developing human capital is essential to fully leverage the benefits of foreign direct investment (FDI).
Important steps to achieve this include:
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e Enhancing Education and Training: Education and vocational training should therefore be given
priority to produce the right skills as demanded by foreign investors. This will guarantee an adequate supply of
human resources that will be relevant in today’s economy.

¢ Encouraging Knowledge Transfer: Foreign companies can develop ways in which knowledge can be
shared between the foreign companies and the local workers to increase their skills and innovation. This can
be in the form of partnership programs, internships, and mentorship programs.

e Supporting Research and Development: By financing research on development projects, unique ideas
may be developed and home-based industrial technology can be improved, thus making countries attractive to
foreign investors.

8.3 Diversifying FDI Inflows: Beyond Resource-based Sectors

Even though RB sectors have been the most appealing to FDI, diversification into other sectors can bring more
sustainable development. Policymakers should:

e Encourage Investment in Manufacturing and Services: That is why, the essential outcome of the
discussed context is the development of concrete policies aimed at encouraging FDI in manufacturing,
technology, and services as a way of making the national economy less unbalanced. This shift of emphasis helps
to diversify the dependence on unstable resource markets.

e Support Startups and SMEs: Supplying backing for young companies and small to medium enterprises
(SMEs) can contribute to local enterprise and creation. Promoting these FDI policy measures can generate
employment and economic development.

e Foster Green Investments: Leveraging FDI for sustainable and environmentally friendly sectors can
ensure economic growth is achieved together with environmental objectives. These are for instance incentives
for investment in renewable energy, sustainable agriculture, and other green projects.

8.4 Developing a Comprehensive FDI Attraction Strategy

The use of FDI and its attraction therefore requires a comprehensive strategy. This strategy should encompass:
e Targeted Marketing Campaigns: Targeted advertising efforts towards marketing the country’s best
qualities and investment attractiveness can interest sheep international investors. It is sometimes helpful to
draw attention to favorable business conditions and special selling points.

o Engaging with Stakeholders: These are areas in which the experiences of various groups such as local
business people, local industry associations, and foreign investors should be considered by policymakers. Such
engagement means there can be policies in place that are beneficial to the involved parties.

e Monitoring and Evaluation: It is very important to come up with ways on how FDI inflows can be
observed and how the implementation of policies affects it. Testing can give an understanding of what needs to
be done and how to change strategies according to the current conditions of the global economy.

These policy recommendations enhance the policies necessary for the optimum attraction of FDI and
utilization of FDI stimuli towards the economic growth and development of the government.

9. Conclusion

The investigation into the connection between Foreign Direct Investment (FDI) and economic growth uncovers
several key findings.

9.1 Summary of Key Findings

Foreign Direct Investment (FDI) is a significant driver of economic growth in developing and emerging
economies. It boosts efficiency and innovation by facilitating capital mobilization, technology transfer, and
skills development. However, the effects of FDI can differ significantly based on the region, institutional
framework, and specific industries involved. Effective governance, political stability, and adequate
infrastructure are essential for maximizing the benefits of FDI. Conversely, countries with weaker institutional
frameworks often struggle to attract FDI, resulting in slower economic growth. Additionally, the sector targeted
by FDI influences its impact; investments in manufacturing tend to yield more significant benefits than those
in the extractive industries, which often create isolated economic zones with minimal connections to the
broader economy.

9.2 Implications for Future Economic Policy

These findings bear important policy implications for policymakers. Therefore the institutional quality and
governance structures should be improved to realize maximum benefits of FDI. Furthermore, the economic
strategy requires the promotion of FDI in more technological and value-added complex sectors including ICT,
and manufacturing among others; and enhancement of human resource development for improvement in skill
acquisition. This would enhance social equity and stability as all the benefits accruing from FDI will be enjoyed
by many people.

9.3 Directions for Further Research
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Future studies should prioritize cross-sectional analyses to assess the long-term impact of foreign direct
investment (FDI) on economic growth in different countries. Furthermore, examining the influence of global
trends like digitalization and sustainability on FDI patterns is essential. Comparative research on policy
frameworks between nations can help identify successful strategies, while sector-specific analyses can provide
clarity on how FDI drives growth. These research efforts will offer valuable insights, contributing to the
enhancement of FDI’s role in promoting sustainable economic development.
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