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FOREIGN DIRECT INVESTMENT FDI.
FOR BETTER, FOR WORSE; FOR RICHER, FOR POORER 

POTENTIAL, POSITIVE ECONOMIC BENEFITS OF 
FOREIGN DIRECT INVESTMENT

 ● Foreign Direct Investment inflows/foreign Capital 
inflows represent positive, credit items/Total 
Revenue inflows/monetary inflows/Exports on 
the Capital Account of the Balance of Payments; 
there will be an immediate improvement on the 
Balance of Payment Capital Account 

 ● If Visible or Invisible Exports (of final goods or 
services) rise and/or Visible or Invisible Imports (of 
final goods or services) fall as a direct consequence 
of multinational companies relocating production 
into the domestic economy/Foreign Direct 
Investment inflows, this represents a future benefit 
to the domestic Balance of Payment Current 
Account 

 ● Keynesian Multiplier effects of Foreign Direct 
Investment will induce proportionately-larger 
increases in National Output/National Product 
and stimulate proportionately-greater, national 
Economic Growth; this will be especially significant 
and valuable if the domestic economy has inadequate 
domestic Investment i.e. relatively-limited amounts/
levels of domestic, private Investment and domestic, 
public Investment 

 ● Inflows of Foreign Direct Investment will 
increase domestic employment, initiate positive 
Multiplier effects upon National Income and 
trigger recurrent, expansionary, reflationary, 

macro-economic effects within domestic 
markets; the Keynesian Multiplier process will cause 
proportionately-greater increases in Real Gross 
Domestic Product per capita/Economic Growth 
and consequentially-higher Domestic Incomes/ 
Standards of Living, such as in China within the 
special economic zones 

 ● Foreign-owned firms will be officially resident for the 
purposes of Taxation within the domestic economy 
and therefore will be liable to pay domestic 
corporate taxes, contributing corporate tax revenue/
improving the domestic government’s public finances; 
moreover, foreign-Investment-Led Economic 
Growth creates increased domestic employment 
and induces higher National Income, generating 
greater Income tax revenue via fiscal drag 

 ● Foreign Capital inflows may have a positive impact 
upon domestic producers; Foreign Direct Investment 
may embrace brand capital/new brand names/ 
new brand images/identities, may embody new, 
technological processes and advances/technical 
progress and improvements/new production 
technology; foreign-owned enterprises may 
stimulate new product development via product 
improvements, product innovations, product inventions 
and/or introduce new production techniques/new, 
hi-tech production processes/methods and/or instil 
new working practices, such as new, more-efficient, 
more-effective, management techniques/methodology 



Amergeris Wealth Management Group AG

 ● Second world and third-world countries with 
excessively-high levels of externally-held National 
Debt/foreign debt may actively encourage international 
Capital inflows/inward movements of foreign Capital 
Investment as part of a discretionary economic 
policy of using foreign Investment inflows/
foreign equity to directly reduce foreign debt 
in order to stimulate the virtuous-circle effect of 
lower National Debts and consequentially-lower 
levels of National Debt-servicing/foreign debt 
interest payments (representing Invisible Imports/
monetary outflows); such debt-for-equity-swap 
strategies within Developing economies 
to encourage Foreign Direct Investment 
transfers-in involve : Privatization programmes 
of domestic industries; removals of foreign equity 
caps; exchange-rate Deregulation/liberalisation  
to facilitate profit expatriation by multinationals 

POTENTIAL, NEGATIVE ECONOMIC COSTS OF 
FOREIGN DIRECT INVESTMENT 

 ● Foreign Direct Investment inflows will lead 
to expatriated Investment Income, expatriated 
interest, dividends, fees, royalties, profits, to owners 
of foreign-held equity/shareholders abroad; 
representing Invisible Imports/Total Revenue 
outflows/monetary outflows/negative, debit 
items on the Current Account of the Balance of 
Payments i.e. a deterioration in the Balance of 
Payment Current Account (which may be offset 
by increased Exports and/or reduced Imports of 
final products as a direct result of multinationals 
establishing or expanding production in the domestic 
economy) 

 ● Foreign-owned companies within the domestic 
economy may heighten/ increase competition 
for domestically-owned producers; if large 
multinational enterprises crowd out domestic 
firms causing them to downsize with resultant 
Imported Unemployment, the Net employment 
gains of Foreign Direct Investment may be 
relatively insignificant 

 ● Multinational corporations will create an increased 
dependence of the domestic economy upon 
decisions made by entrepreneurs/managers 
overseas; this may be significant if the foreign 
Investment is withdrawn in the future (the permanent 
possibility of subsequent retractions/Withdrawals 
is an inevitable, strategic disadvantage of Foreign 
Direct Investment in addition to the greater, resultant 
international interdependence) 

 ● If there is relatively-little value-added by 
multinational firms within the domestic economy, 
the impact upon the domestic economy of 
inward foreign, private Investment might be 
correspondingly small 

 ● If Foreign Direct Investment represents only a 
relatively-small proportion of total, national 
Investment (because the domestic economy 
has relatively-large amounts of domestic, private 
Investment and domestic, public Investment), it will 
have only a relatively-limited influence upon Real 
Gross Domestic Product/National Output 

 ● It may be argued that Foreign Direct investment 
by multinationals, in order to take advantage of 
cheap, low-cost Labour within second world and third-
world economies, leads to the exploitation of local 
workers 

Investment is the key, crucial engine of Economic 
Growth and economic advancement within 
any economy; all economic development 
strategies must focus on increasing aggregate 
Investment to stimulate Economic Growth.  

Investment levels will have a magnified Keynesian 
Multiplier effect upon National Income, National 
Product, National Expenditure and thus upon 
Aggregate Monetary Demand for final products. 

∆ I  ˂ ∆ AMD ∆ Aggregate Expenditure 
              ∆ National Income

∆ I (k) = ∆ AMD. 
    = ∆ E 
     = ∆ Y 

k = Keynesian Multiplier effect

This magnified, multiplied change in Aggregate 
Monetary Demand for final products will induce a 
Keynesian Accelerator effect upon domestic, private 
Investment/accelerated Net Investment/Induced 
Investment stimulating a consequential, subsequent, 
new Multiplier process; resultant, cumulative, 
self-reinforcing virtuous-circle effects are created 
upon aggregate Investment via interaction of self-
perpetuating, Keynesian Multiplier and Accelerator 
concepts. 

Aggregate Investment is therefore the key prerequisite 
and determinant underpinning economic development 
strategies; the necessary condition for world-wide, 
global Economic Growth, especially within third-
world countries and second-world economies, such 
as those within the ex-Communist world undertaking 
decommunization. 

There are four potential sources of extra, new, 
additional Net Investment Expenditure, depending 
upon its origins : domestic versus foreign Investment; 
private versus public Investment. 
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SEGMENTATION OF AGGREGATE INVESTMENT 
INTO COMPONENT INVESTMENT SECTORS IN 
ORDER TO ANALYSE INVESTMENT STRATEGIES 
FOR SECOND WORLD AND THIRD-WORLD 
DEVELOPING ECONOMIES 

PRIVATE SECTOR PUBLIC SECTOR

Domestic 
sector

Domestic, private 
investment

Domestic, public 
investment

Foreign 
sector

Foreign, private 
investment

Foreign, public 
investment

Many nations, especially second world and third-world 
Developing economies, ex-Communist countries and 
Less Developed Countries, have inadequate domestic, 
private Investment consequent upon insufficient levels 
of domestic, private Savings. 

In third-world economies of Less Developed Countries, 
low levels of past retained earnings and low Savings 
levels (dependent upon low Income levels, low Income 
 low average propensity to save a.p.s. and low marginal 
propensity to save m.p.s.) create a vicious-circle 
effect of low Investment levels; compounded by 
underdeveloped, inexperienced, ineffective, inefficient 
Capital Markets. 

Low income

Low 
investment

Low a.p.s
Low m.p.s

Inefficient 
capital markets

Low investment 
multiplier effects 

on national 
income

Vicious circle 
for third-world 

less 
developed 
countries

Low levels of 
savings and low 

levels of past 
retained profits

In first-world economies of Developed, O.E.C.D. 
countries, high levels of past retained profits and high 
Savings levels (dependent upon high Income levels, high 
Income  high average propensity to save a.p.s. and high 
marginal propensity to save m.p.s.) create a virtuous-
circle effect of high Investment levels; reinforced by 
highly-developed, experienced, effective, efficient 
Capital Markets. 

High income

High 
investment

High a.p.s
High m.p.s

Efficient capital 
markets

High investment 
multiplier effects 

on national 
income

Virtuous circle 
for first-world, 

OECD 
developed 
countries

High levels of 
savings and high 

levels of past 
retained profits

Hence, the growing development gap; specifically in terms of 
aggregate Investment.

The fiscal-drag effects of relatively-low National Incomes of 
many second-world Middle Developed Countries and most 
third-world Less Developed Countries induce comparatively-
low Taxation revenues which underpin inadequate domestic, 
public Investment as all such Developing economies must 
avoid financing Government Expenditure upon public Investment 
programmes via higher levels of government borrowing/
communal, cantonal and federal budget deficits in order to 
avoid higher National Debt interest payments caused by greater 
amounts of National Debts. 

 National Income  Fiscal-drag effect  Taxation revenue

 Domestic, public Investment  G

G > T ≡ Public Sector Borrowing Requirement PS BR.

≡  National Debt  National Debt-servicing

The national debt is the total sum of past government 
borrowing 

International aid funds represent foreign, public 
Investment distributed via international aid agencies 
towards third-world Less Developed Countries 
(predominantly in Asia, Africa, South America) and 
towards second-world Middle Developed Countries, 
such as East European economies, thereby increasing 
aggregate Investment within these recipient 
economies. 

However, in the current, international, economic 
downturn/recession/ depression/slump, international 
aid from higher-Income economies/O.E.C.D. 
Developed first-world countries to lower-Income 
economies/ underdeveloped countries will inevitably 
represent inadequate foreign, public Investment. 
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Disclaimer: This document is for information and illustrative purposes only. It is not, and should not be regarded as investment advice or as a 
recommendation regarding any particular security or course of action. In the event any of the assumptions used herein do not prove to be true, 
results are likely to vary substantially. All investments entail risks. There is no guarantee that investment strategies will achieve the desired results 
under all market conditions and each investor should evaluate its ability to invest for a long term especially during periods of a market downturn. No 
representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those discussed, if any.

Moreover, in reality, the development gap is actually, 
ever widening; perhaps because much international 
aid is tied aid i.e. first-world, industrialized, O.E.C.D. 
countries fund major Capital projects in third-world 
Developing countries on the strict condition that all 
contracts for economic activity to be undertaken within the 
Developing world are awarded to multinational enterprises/
businesses based in the Developed world. 

Therefore, in recent years, since many Developing 
nations of the second world and third world 
have inadequate domestic, private Investment 
exacerbated by inadequate domestic, public 
investment compounded by inadequate foreign, 
public Investment, there has been an increased 
significance of multinational companies/corporations 
and of Foreign Direct Investment i.e. spending by 
multinational firms on productive capacity within other 
countries. 

Foreign, private Investment may or may not be the 
Optimum strategy but for many Developing economies 
it represents the only current solution; for better, 
for worse; for richer for poorer. Since foreign-owned 
multinationals will chase the acquisition of relatively-
low-cost resources, such as Labour Supplies, as well 
as potential new markets/more-open markets, domestic 
governments of host Developing countries may impose 
local prerequisite conditions upon them, such as the 
Columbian Government which successfully obliges 
all firms to contribute to highly-subsidized Colsubsidio 
facilities : conference/meeting facilities available for all 
employers; significant social, cultural, sporting facilities 
for all employees and their families; substantial holiday 
centres for all corporate staff and family members. 
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