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Abstract

In a modern economy, investment activity is one of the main factors of
economic development, structural changes and increased competitiveness. A
significant part of the countries of the world strive to attract and encourage
foreign investments to strengthen productive capacities and sustainable
economic development. And for a foreign direct investor, the primary motive
for investment is the establishment of long-term relations with the host
enterprise, provided that it has a significant influence on its management, as
well as increasing profits, reducing taxes, diversifying risks, etc. Currently,
the main subjects of foreign direct investment in the global market are
international companies and financial groups.

However, in reality, foreign direct investment alone cannot guarantee
the prosperity of the national economy. The latter, as a development tool,
has both its advantages and disadvantages, and in the host country, they
contribute to sustainable economic growth only if certain conditions are
met. In this regard, the government of the host country is responsible for
establishing conditions for foreign direct investment that will contribute to
the long-term economic growth of that country, and not only to ensuring the
profits of foreign investors. Therefore, the impact of foreign direct investment
on the host country depends on many factors, such as the method of entering
the market, the sources of financing for direct investment, the latter’s impact
on the activities of companies operating in the host country, etc.

On the other hand, regardless of the volume of foreign investment, it
can also be completely useless and lead to the ruthless waste of the country’s
natural resources, as well as the population’s dependence on the outside
world for many years. Only with a balanced and considered approach to
the joint interests of investors and the host country can it be ensured that
foreign investments are effectively attracted and utilised for the benefit of
the country’s economic prosperity and the improvement of the population’s
living standards.
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Cwidwnnuwghp

dudwuwuyhg wunbiunipniunid utipnpnidwht  gnponitubinie-
jniup munbtivwjuu qupgqugdwi, Jupnigwopwihu thnthnfunipniuutinh
hpwjwuwgdwu b dpgulgnipjuu wdh hhduwlwu gnponuutiphg dtiju L:
Upfuwphh tipyputiph qquih dwup dqunud £ utipgpuyty b fjupufuniuty
onwptpypyu ubipnpnidutpp’ wpnwnpnujut jupnnnipymuutph wd-
nuwunuwu b munbiunipjut juyntu qupgqugduu atyunwyny: hull onw-
ntinypyw ninnuyh utipnpnnh hwdwp atipnppdwu hhduwwu pwpdwnhpp
ubtipnpnud punniunn dEnuwpynipyuu htim tpupudwdybin hwpwptipnie-
mututiph hwunmwwnndt £ Jipohthu junwduwpdwy Jpuw  wywiwlwih
wqnbtignipiniu ntubuwnt ywydwuny, huswybiu twl pwhnyph dtowgnup,
hwpytiph Ypdwwnnidp, nhuytiph nhytipuhdhlugnidp b wyju: ‘Lhpjuynidu
hwdw)fuwphwihu onijuynid onmwptipypw nuinnuiyh ubpnpnudutph hhd-
twuu unipjijnutipp dhowqquyhtu puytpnipiniuutipu ni $huwuuwjuu
fudptiptu tiu:

Uwlwju, hpwwuntd, dhwju onmwpbpypyuw ninnuyh ubtipnpnidubpu
sbu Jupnn Gpuwpfuwynpl] wgqquiht munmbtunipjuu pupguywuanidp:
Jtipohuutinu, npytu qupqugdwu gnpshp, niubu huswybtiu hptitg wnw-
Ybnipyniuutinp, wjuybiu L] plpnipiniuutpp, punniunn Gpypmd npwup
tyuwunnid Gu muntivwjuwu Juynitu wdhu dhwyu npnpwyh wwydwuutiph
wywhnydwt yupuquynid: Uyu wnnudny® punmann &pyph junwwpnip-
niup yuunwufuwuwnnt § onmwpbpypw ninnuyh ubpnpnudutph hwdwp
uwhduwut] wjuyhuh yuwydwuubp, npnup Juywuwnbu wyn Gpypmd Gpu-
pwdwdjtin munbiuwljuwu wdht, wyp ns dhwju onwptpypyw utinnpnnub-
ph owhnyph wywhnydwup: Ltnbwpwp, omwpbpypyuw ninnuyh ubipn-
pnudutiph wqnbignipyniun punniunn tpyph Ypu juuws b puguuphy
gnpontutinhg, huswhuphp Gu’ oniju Uninp gnpstnt tnwwyp, ninnuyh

utipnpnudutiph $huwvtuwynpdwu wn pyniputipp, yipohuubiphu wgntgnip-
jniut punniunn Gpypnud gnpénn puytipnipyniuutiph gnpéniutinipjwu Yypw

b wyu:
Uintu Ynnuhg, wuuju onwpbipypw utipnpnidubtiph swjw hg, Yytp-

1179 1



Lusun /7 usuntsUhu. <UUUPULUSHhSULUL MUNMPENPUYUL | KATCHAR / ACADEMIA SOCIAL SCIENCE PERIODICAL | 2025 (2)

ohuutipu Jupnn tu twl jhndhu wuognin [huby b, hwugblguly tpyph
puwuu ntunwuutiph wujutw Juwmudwu b tplup mwuphubipng wqqup-
twysnipjuup wpnmwphu wluwphhg Jujujwénipyjwu: Uhwju utinnpnn-
utinh W punniunn Gpyph hwdwwntin pwhtiph hwjuwuwpwypnyws b Yonw-
nunyjws dnnbgdwdp L htwpwynp Gpupfuwynply onmwptippw utipn-
nnudubiph wpnnuwytn utipgpuynidu nt ogumwgnpénudp h pwh tpyph
nmuntiuntpjwu pupguyjwddwu b wgquptuwsnipjuu Jhuuwdwjupnwulyh
pwpdpwgdwu:

fwlwlh pwnbtp' onmwpbpypuw ninnuyh ubpnpnidubp, pYuwhu
wmuwmbiunipjniu, dinuwnpynipiniu:

Introduction

From the point of view of ensuring the development of the economy
and the expanded reproduction process, ensuring stable flows of investments
from various sources is of vital importance for any country. A significant
part of the countries in the world strive to attract and encourage foreign
investments to strengthen productive capacities and develop the economy
sustainably. In this regard, the latter are improving national regulations in the
field of foreign investment, making industrial policy more targeted in strategic
sectors of the economy, as well as establishing clear and detailed procedures
for attracting and selecting companies that implement foreign investments.
Of course, in some cases, there are risks that some of the listed measures are
taken with protectionist goals in mind for the national economy (Blonigen et
al., 2007).

Foreign direct investment (FDI) is investment made by non-resident
investors in enterprises in a given foreign country, and the reasons for making
foreign direct investment are diverse.

FDI implies that the investor exerts a significant degree of influence
on the management of the enterprise resident in the other economy. Such
investment involves both the initial transaction between the two entities and
all subsequent transactions between them and among foreign affiliates, both
incorporated and unincorporated. Individuals as well as business entities may
undertake FDI. Flows of FDI comprise capital provided (either directly or
through other related enterprises) by a foreign direct investor to an enterprise,
or capital received from an investing enterprise by a foreign direct investor.

The share of foreign direct investment in the economy is growing. If
in the 1970s it was only 6%, then in the 1990s about 20-25% of the total
investment flow fell on foreign direct investment (UNCTAD,1999).

The specific reasons for the export and import of foreign capital are
largely the same, despite the differences in their relative roles.
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The main impetus for the intensive development of the investment
process for business is the need to increase their competitiveness at the
international level by expanding operations in new markets, rationalizing
production, reducing costs, diversifying risks, and ensuring access to resources
and strategic assets in the economies of different countries.

The objectives of direct investment differ from the objectives of
portfolio investment, in which investors usually do not seek to influence
the management of the enterprise, but rather pursue profit-making and risk
diversification.

Foreign direct investment has several advantages for the host country
compared to portfolio investment. First, it activates the private sector. Host
companies receive a new spur for their activities and additional resources,
which, due to the multiplier effect, are spread to their domestic partners.
Second, through FDI, it is sometimes easier to enter new markets. Host
companies get the opportunity to use the capabilities of the investing company
in the distribution of products. Third, it facilitates access to new technologies
and management methods. The investing company is typically interested in
modernising production and developing enterprise management technologies.
When receiving direct investment, the probability of reinvesting profits within
the country is higher. Conversely, when making a portfolio investment,
the probability of exporting profits to the home country is higher. Direct
investment relations, by their nature, can lead to long-term, stable financing
and technology transfer, thereby increasing corporate output and returns
over time. Portfolio investors do not seek to establish long-term relationships,
and the main factor influencing the decision to buy or sell securities is their
profitability.

Theory and Methodology

The existence of different theories in the field of foreign direct
investment research has led to varying views on the role of foreign direct
investment in economic development.

Investment activity is a set of measures taken by legal entities, individuals
or the state to implement investments aimed at increasing capital, achieving
profit or other positive results (Zakharova, 2015).

According to the definition formulated by the EBRD, foreign direct
investment is a type of international investment that is made by a foreign
resident (direct investor) based on long-term interest in the capital of an
enterprise resident in a country other than the country of the direct investor
(enterprise receiving direct investment or recipient)(OECD,2008).

According to the International Monetary Fund (IMF) methodology, foreign
direct investment can be considered as investments that involve the acquisition
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of at least 10% of the authorized capital of a commercial organization in the
territory of the host state and allow the investor (or its representative) to
have a strategic influence on the management of that organization, including
partial or full control over them(IMF,2004).

However, in practice, a 10% share in the authorised capital of the
recipient organisation is often still insufficient to establish effective control
over the company’s management or to ensure the long-term interests of the
investor. Therefore, direct investments should generally be significant enough
and long-term enough to allow the foreign investor to establish effective
control over the management of the recipient company and to ensure long-
term interests in the successful operation and development of the latter. At the
same time, the long-term nature of capital investments within the framework
of foreign direct investments limits the opportunities for investors to exit the
market quickly and thereby increases the interest of host countries in FDI.

FDI has three components: equity capital, reinvested earnings and intra-
company loans.

+ Equity capital is the foreign direct investor’s purchase of shares of
an enterprise in a country other than its own.

 Reinvested earnings comprise the direct investor’s share (in proportion
to direct equity participation) of earnings not distributed as dividends
by affiliates, or earnings not remitted to the direct investor. Such
retained profits by affiliates are reinvested.

+ Intra-company loans or intra-company debt transactions refer to
short- or long-term borrowing and lending of funds between direct
investors (parent enterprises) and affiliate enterprises (UNCTAD,2007).

In general, horizontal and vertical forms of FDI are distinguished.
Horizontal investment involves the organisation of production in another
country of almost the same goods and services as those produced in the home
country. For example, if a soft drink company opens a new factory abroad,
this is a horizontal investment. Horizontal investment is usually accompanied
by expansion by the parent company and large-scale FDI investments in the
host country’s economy. Horizontal foreign direct investment is preferred by
the organisation when selling goods to foreign markets is too expensive due
to transportation costs and trade barriers (Prostenko, 2003).

Vertical FDI refers to international companies that divide the production
process along geographical lines. They are called vertical, because international
corporations divide the production chain vertically, controlling some stages of
production abroad. The peculiarity of such a division is that the production
process includes many stages of production that require the availability of
different input materials. If the prices of these components differ by country,
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then it will be beneficial for the company to divide the production chain by
those countries.

In the case of vertical reverse foreign direct investment, an enterprise is
established abroad by the investing company as its own supplier of production
factors, providing the parent company with the necessary components. Primary
investments are directed to foreign branches of transnational corporations that
receive the necessary components for their own production from the parent
company and, thus, stand behind the parent company in the production chain.
A single transnational corporation often employs both types of investments,
which is explained by the varying costs of the necessary components in
different countries (Aizenman & Marion, 2003).

Research Methods

Research methods applied within the investigation framework of the
article include universal scientific methods such as dialectical, systematic,
comparative analysis, historical-logical, structural-functional, statistical, and
comparative methods.

Results

In 2024, global foreign direct investment (FDI) flows totalled$1.4 trillion,
a 1% increase compared to 2023. However, this growth is less impressive
when considering the influence of large transactions through European conduit
economies, which often serve as transfer points for investments. Excluding
these flows, FDI actually fell by 9%(UNCTAD, 2025). Overall, the share of FDI in
global investments is being influenced by a complex interplay of international
and regional factors, with some areas experiencing growth while others are
contracting. High borrowing costs and exchange rate volatility continue to
deter long-term infrastructure investment, especially in the least developed
countries. And multinationals are restructuring supply chains towards South-
East Asia, Eastern Europe and Central America — a shift that began during
the pandemic and is accelerating. FDI to developed economies fell by 22%.
Europewas hit hardest, with inflows down 58% in 2024. FDI fell in more than
half of EU countries, with sharp declines in Germany (-89%), Spain (-39%),
Italy (-24%) and France (-20%). North Americasaw a 23% rise, driven by a
wave of semiconductor megaprojects in the United States, where FDI rose
20%. Asiaremained the top recipient region, despite a 3% overall decline and
a 29% drop in flows to China. South-East Asia stood out, with ASEAN countries
up 10%, reaching a record $225 billion in FDI. India saw strong momentum in
greenfield investment, even as total inflows dipped slightly (UNCTAD, 2025).
FDI flows in G20 non-OECD economies dropped by 30%. China saw a continued
decline for the third consecutive year and received less FDI than India and
Indonesia (with Indonesia being the only G20 non-OECD economy to report
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an increase in FDI inflows) (UNCTAD,2025).

The United States remained the top destination for FDI inflows worldwide
in 2024 (USD 308 billion), followed by Luxembourg (USD 106 billion) and
Canada (USD 64 billion). FDI outflows from the OECD area increased by
9%, but fell by 14% when excluding large fluctuations from the European
countries. The United States experienced the largest drop in FDI outflows
in the OECD, with foreign affiliates extending loans to their US parents. In
contrast, Japan reported higher FDI outflows, mostly in the form of equity
flows. In the EU area, FDI outflows almost tripled compared to 2023. However,
when excluding volatile outflows from selected EU countries, they declined
by 16%. The largest decreases within the EU were observed in France and
Germany, due to movements in intra-company loans. FDI outflows from G20
non-0OECD economies dropped by 25% in 2024. The most significant declines
were recorded in China and, to a lesser extent the Russian Federation, likely
reflecting reduced new investment activity and, in the case of China, changes
in intra-company loans.6 Brazil also reported lower FDI outflows, as foreign
affiliates increased lending to their Brazilian parents. In 2024, the United States
(USD 299 billion), Japan (USD 204 billion) and China (172 billion) were the
primary sources of FDI outflows worldwide (UNCTAD, 2025).

The development of the digital economy currently has a significant
impact on global investment flows. FDI flows mainly to countries with a high
level of scientific and technological progress and highly qualified specialists.
The volume of FDI in the digital economy has amounted to about $122 billion
annually in recent years. Between 2021 and 2023, the sector received 8.3% of
global FDI on average — up from 5.5% between 2012 and 2014. For developing
economies, average annual FDI flows to the digital economy nearly doubled
over the same period. Globally, the growth has been driven by expanding
digital services, rising demand for software solutions and emerging tech talent
and start-up ecosystems. Investment in the digital economy brings clear
benefits, including better infrastructure, skilled jobs, technology transfer, and
more dynamic innovation ecosystems. But many low-income countries remain
locked out. Infrastructure gaps, high investment risks and weak regulatory
frameworks continue to deter capital.

As for FDI regulation, in 2024, investment policymaking was pulled
in two directions: the need to attract capital, and the pressure to protect
national interests. Roughly 78% of new measures were labelled as favourable
to investors — especially in developing countries (89%). Incentives are now the
leading tool governments use to attract and steer capital where they want it.
These include fiscal incentives, such as tax breaks, and financial incentives,
such as grants and subsidies (UNCTAD, 2025).

In 2024, they accounted for 45% of all new measures favourable to
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investors — most notably in clean energy and industrial sectors. Meanwhile,
restrictions tightened in strategic sectors — especially in developed economies.
More than 40% of all restrictive measures in 2024 concerned screening
mechanisms, which aimed to monitor foreign investment in sensitive sectors,
such as high-tech and critical minerals.

More than 40% of all restrictive measures in 2024 concerned screening
mechanisms, which aimed to monitor foreign investment in sensitive sectors,
such as high-tech and critical minerals. The number of countries with FDI
screening regimes for national security has more than doubled to 46 since
2015.

Let us consider the main macroeconomic factors influencing FDI flows,
especially in the case of developing countries:

« Market capacity and growth prospects of the host country. Market
capacity is one of the most frequently used variables in studies to determine
the factors related to the attraction of foreign direct investment. The true
hypothesis of a positive relationship between FDI and market size stems from
the experience of many investment-receiving countries; however, there are
also researchers who argue that the market capacity of the host country and
its growth rate are not the main factors in attracting foreign direct investment.

« The macroeconomic stability of the host country, as well as the
effectiveness of the legal and regulatory processes in the investment sector,
are important factors influencing investors’ decisions.

« International trade relations. FDI usually follows trade movements at
both the micro and macro levels. For example, if a company currently has
a particular share of the export market, it will likely make foreign direct
investment in the future. In fact, the higher fixed costs associated with a
production facility located abroad (compared to exports) are compensated by
lower variable costs if it is possible to ensure appropriate economies of scale.
In addition, American researchers have found a significant relationship between
trade between the United States and several developing countries, as well as
US direct investment in these countries. In the initial stage, companies export
their products to foreign markets. However, when exports reach a critical
level, or in cases where they are threatened by tariff or non-tariff barriers,
the exporter must launch production abroad, making appropriate direct
investments in the country where the latter’s products are mainly exported.
Therefore, the first step is export, followed by foreign direct investment. Trade
relations allow investors to gain more knowledge not only about the demand
for their products in partner countries, but also to better understand the
market factors of production, which are necessary for making decisions about
direct investment. At the same time, geopolitical fragmentation and tensions
in trade relations negatively affect investor confidence and the prospects for
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foreign direct investment.

- Import substitution. The fact that FDI follows international trade is also
reinforced by the import substitution policy adopted by a section of developing
countries. The latter is aimed at protecting local markets and producers from
the influx of cheap foreign goods. In this case, foreign companies will have
to invest in establishing production in a given country (depending on the size
and growth prospects of that economy) to maintain that market. Sometimes,
the prospect of an import substitution policy can encourage foreign suppliers
to organise local production, rather than import into a given country. In fact,
restrictions on import quotas, tariffs and import duties are also overcome in
this way.

» Exchange rate. The effect of the exchange rate is another factor that
can affect the relationship between trade and FDI. In the theory of currency
zones of foreign direct investment, R. Aliber argues that companies in countries
with stronger currencies can borrow at lower interest rates than companies
in countries with weaker currencies. As a result, FDI moves from the former
to the latter, depending on the share of capital in value added and the
ratio of the currencies of the two countries. Experimental studies have been
conducted to prove the relationship between FDI and exchange rate changes
in host countries. According to some of them, the depreciation of the national
currency stimulates the inflow of FDI and prevents its outflow. However, some
other researchers argue that depreciation can have the opposite effect on FDI
(Scaperlanda, 1974)°.

« Labor and logistics costs. Foreign direct investment is also affected by
the level of production costs in both the home country and potential host
countries, which is influenced by the exchange rate of the currencies in
force. However, history shows that Japanese direct investment in developing
countries has been dependent on the labor costs of those countries, while
investments from the United States, Germany and the United Kingdom have
not fully followed this pattern. In addition, the growth of robotic production
processes tends to reduce the role of unskilled labour. FDI, associated with the
establishment of production in another country, contributes to a significant
reduction in logistics costs, which makes it more profitable to produce these
goods in another country.

» Access to natural resources. Foreign direct investment provides access
to the natural resources of the host country on relatively affordable terms,
which contributes to a decrease in the cost of production and an increase in
the competitiveness of goods.

5 Scaperlanda, Anthony E., Trends, Composition and Determinants of United States Direct
Investment in Canada. US Department of Commerce, Office of Foreign Direct Investments,
Washington 1974
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Although from the investor’s point of view, there are clear motives for
foreign direct investment, namely access to new markets and the availability
of cheap factors of production, many third-world countries, which have
quite attractive and promising markets and available resources, do not often
represent much interest for foreign investors. In this case, the economic
factors related to the location of foreign direct investment can be ignored
if the host country is in a politically and economically unstable state. In
particular, the economies of many developing countries were hit hard by the
global financial and economic crises of 2008 and 2014, and as a result, lost
their interest in foreign capital. Moreover, the high level of public debt in
many developing countries also repels foreign investment, since in this case
the real income from the latter can significantly decrease as a result of high
taxes and market stagnation. Such situations can result in partial or complete
loss of profit for foreign investors, as well as restrictions on the transfer of
profits or capital.

Conclusion

Direct investment as a development tool has both its advantages and
disadvantages, and in the host country, it contributes to economic growth
only if certain conditions are met. In this regard, the government of the
host country is responsible for ensuring such conditions for foreign direct
investment that will contribute to long-term economic growth in that country,
and not only for providing the profits of foreign investors. Therefore, the
impact of foreign direct investment on the host country depends on many
factors, such as the method of entering the market, the sources of financing
for direct investment, the impact of the latter on the activities of companies
operating in the host country, etc.

The positive effects of foreign investment include:

- growth in the volume of real capital investments, acceleration of
economic development rates and improvement of the country’s
balance of payments,

attraction of foreign innovative technologies, management experience
and research results,

opportunities to use local mineral resources,

» growth in employment, labor qualification and productivity,

expansion of the product range,

« opportunities to modernize existing infrastructure,

contributions to the country’s state budget increase in tax revenues,
increase in competition and decrease in the level of market
monopolisation.

The most fundamental risks associated with attracting foreign direct
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investment are related to the impact of FDI on domestic competition. FDI,
particularly in the form of mergers and acquisitions, negatively affects the
level of competition in the domestic market of a given country. They can lead
to restrictions on trade activities and the abuse of economic opportunities.
Thus, large transnational corporations can harm the host country’s economy
by “choking out” local enterprises, utilising their finances, technology,
international connections, advertising skills, and other supporting services to
gain a dominant market position and drive small and medium-sized enterprises
out of the market.

Foreign investment can also lead to a slowdown in technological
development, as resources are directed only to the development of technologies
related to the attraction of FDI. FDI can also have a negative impact on the
country’s balance of payments. Trade deficits can be a real obstacle for the
economies of developing countries in the event that investors import more
than they export. In this case, FDI can worsen the country’s trade position.
Inappropriate regulation of relations related to FDI can lead to instability
associated with capital flows. Investments in physical assets are fixed, while
the income received from them is variable. Therefore, these incomes can
also be reinvested outside the country, and in many cases, they significantly
exceed the amount of the initial investment over time.
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