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Abstract: FDI (Foreign Direct Investments) presents one of the
leading components of globalization that has expanded since the
1990s and its influences on the emerging economies are beyond
measure. The paper examines the various impacts associated
with FDI on the economic growth of EMEs (emerging market
economies), including the spurring of trade and competitiveness.
Additionally, the methodology used is discussed detailing the
choice of the correlational approach as the means of connecting
the exponential economic growth in EMEsto FDI. Consequently,
the paper addresses the benefits and application of FDI as a tool
for realizing social development and the adoption of inter national
practices among the EMEs. Additionally, some of the har mful
practices, such as corruption, that reduce and minimize the
potential benefits of FDI have been discussed. The research
identifies the possible areas of improvement, including the need
for empirical studies outlining the tangible benefits of FDI.
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1. INTRODUCTION

Emerging markets, including India, Brazil, and Ghin
among others continue to prosper based on theinogcic
policies that have attracted investors since tf#049Notably,
the nations have benefited primarily from the FEdréign
direct investment) channeled to various sectors tloé
economy. FDI inflows continue to increase as coesitshift
their policies from other financing options, incind bank

Lim, 2009). FDI offers the host countries tremenslou
opportunities for prosperity that include the depshent and
advancement of the human capital skills, technology
spillovers, increased competitiveness, economiavtiroand
participation in international trade. Additionallythe
conditions and entry of foreign investors enhaingeihtegrity
of the economy via the introduction of standardshsas the
financial reporting avenues. Benefits accruing e thost
country extend beyond the economic aspect anddecther
factors like environmental protection and the inyemnment of
corporate policies that reduce retrogressive prestilike
corruption and the streamlining of wages.

The lives and standards of citizens in the host
countries witness transformations because of thee@se in
employment opportunities linked directly to the efign
investments and the stimulation of an economy (Aaod
Harvey, 2008). However, the benefits associated #idl are
not automatic and vary from one emerging economyh&
next, but the effects of the economy are tangiler dime.
FDI can be linked with positive economic outconiasluding
the injection of capital, managerial resources, tuthnology
that differ from the dependency on debt financilWNESs
(multinational enterprises) offer the leading awertbrough
which foreign investments are channeled to the @cies of
the EMEs. The institutions take the risks assodiatéth
investment while providing employment and injecting
finances to the local economy (Abor and Harvey, 800

lending and issuance of bonds. EMEs (emerging narke herefore, the capital expenditures linked with E2hnot be

economies) have similar characteristics that irelsignificant
transformations to the political, social, and eaoi
atmosphere. For example, China and India have taidsr
rigorous liberalization policies shifting the econic outlook
from government control to market-oriented enviremts.
Privatization and deregulation of the state corpona and
rules used in restricting business practices hamributed to
the attraction of foreign investors (Figini and G02011).

compared to other forms of financing, such as loand
issuance of securities.

The benefits related to FDI have been acknowledged,
but it is hard to quantify them and assess theitprderived
from external activities. Direct investments chdadeto the
emerging economies have increased from one hunained
four billion dollars in1980 to about a trillion dats. The
capital base created via the investments indidaepbtential

Emerging markets have other attractive features th&f spurring growth in the emerging economies, idiig the

increase FDI inflows, including the sizes of thepplation as
exemplified by China, Brazil, and India. The thmeations
among others offer immense potential for multinagis and
other foreign investors seeking to expand theitausr base
and tap the various resources of the EMEs.
liberalization of their economies attracts foreigivestors

because of the relative ease of doing businessugh s
locations, as processes like licensing favor FDhdi@y and

4

possibility of bridging the gap that exists betwémrestments
and savings. Capital scarcity offers one of thefctihallenges

to emerging economies, and its availability througbl
enhances the economic outlook of particular nations

EMEsAdditionally, FDI's are associated with stabilitpropared to

other debt and equity capital flows (Choong and ,L2009).
International firms establish operations in thetlwmintry, an
aspect that has long-term spiral effects of investnand the
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transfer of technology to the EMEs. The discourselyzes
the various impacts associated with FDIs in the EMEat
include the injection of capital, improvement oé ttonditions
in the labor market, reduction of corruption andremmic
growth among other notable influences (Denolf, 2008

Evidence available detailing the impacts of FDI
indicates the transformative nature of the investmen the
EMEs but highlights the need for considering a eara
factors like government control and corruption whil
evaluating the sustainability of the tool. Potdntialatilities
exist while reviewing the longevity of FDI based dme
prevailing sentiments in the host country that doativocate
for protectionist policies (Figini and Gorg, 2011).
Macroeconomic conditions pose further challengesilewh
considering the attraction of FDIs to EMES.

Purpose and Need for the Study

EMEs. However, as part of the leading theme, tlsearch
included several specific objectives:

» To understand the elements that contribute to an
increase in the reliance on FDI as compared torothe
financing options, such as loans.

To examine the indirect impacts of FDI, including
environmental and social changes experienced in
EMEs.

To evaluate the opportunities for expanding and
maximizing the effects associated with the level of
FDI in EMEs.

To assess the potential negative implications tinke
to FDI as an avenue for realizing economic growth
among EMEs.

To describe the competitive scenario associateld wit
FDI that faces EMEs from other developing nations
across the globe.

FDI as a concept has attracted concerns and chang&eope of the Study

especially with the advancement of globalizatiomwsdver,

EMEs have opened up their economies to attractctdire

investments, as the channel for substituting sohtleeocapital
sources, including loans and the use of securilibs. paper
targets the identification of some of the impactsogiated
with FDI's on the host economies. Additionally pitovides a
glimpse of the suitable economic conditions thatlitate the
attraction of foreign investors to the EMEs. Furththe
discourse explores the possible impacts of incrésnem
reductions of the FDI directed to the EMEs, considgthe
competition received from some of the developintjoms that
compete for the attention of investors. The positbutlook
linked with the enhancement of FDI to the emergimaykets
faces additional challenges concerning the prateabf local
firms and the domestic market.

This research concentrates on the tangible andtdire
impacts associated with FDI in EMEs while indicgtisome
of the challenges that multinationals and otheestors face
while selecting the location of choice. The studicledes
information concerning the global penetration of | Fahd
concentrates on its application by the emerginghecues.
Aspects included in the research include the usgDif for
capital basis, revamping of the economy, developnen
labor, and technology spillovers that benefit EMERally,
the study considers the importance of FDI in thewgh and
stimulation of economic activities among the emaggi
economies since the early 1990s. EMEs have inaletossr
potential and trade position on the global platforand as
such, their economic activities influence interonél business
decisions. The study evaluates information relevanthe

The paper underlines the need for balancing thdeading EMEs that include Russia, China, Brazild andia

policy measures directed towards the attractionfooéign
capital and its local businesses. The study fatd# the
organization of the tangible benefits linked to Fblanneled
to the EMESs that bridge the existing gap betweemga and
investments. The study targets the deepening ofdbearch
on FDI and its efficacy in boosting the economiowgth of
EMEs. Additionally, the study emanates from theirdeso
understand the influence of the local businessrenwient in
attracting foreign investments. Ideally, the usettaf tool in
the development of EMEs should indicate a convergeof
the domestic policies about the global scenarion&aof the
benefits accruing to the emerging economies exteywbnd
the economic scope and cover improvements in tlogetyo
and the concern for the environment.

Objectives of the Study

The overall aim linked with this research was the

collection of reliable information concerning thenpacts
associated with FDI on host economies, especiaihpra

among other nations.
2. METHODOLOGY

The research relied on the numerous publications,
studies, and literature available concerning FDM aits
impacts on the economic growth of EMEs. The synshes
research yielded the required information to undeis the
various elements and influences of FDI. A correli
approach was pursued in establishing the connebgtween
the use of FDI and the sporadic growth of the emgrg
economies as exemplified by the cases of Chinaladi.
Data collection was based on the information abdgla
through online platforms and other publicationshwitetails
about the impacts of FDI on EMEs.

Literature Review

Foreign direct investments have increasingly become
a significant source of financing for the emergomuntries.
However, despite the benefits of FDI, if fiscal emtives are
not sufficiently substantiated, the essential prige remain
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unclear. Among the main challenges is profitakilityat is,
how the returns on direct investments differ acrossntries
considering the macroeconomic and regulatory riskshe

emerges from the operations of the investors owee t
(Mansoor, 2016). The outcome can be either direatdirect.
Direct effects comprise of export revenues, inflaafequity

host country (Figini and Gorg, 2011). The proceds ocapital, loans from the home country, paymentsicénise

allocating cash flows to meet competing claims idssfor
investment in the developing economies is also alledge.
The competing claims include the dividend payoutsthe

patent firm and reinvestments in the income-gemagat

affiliate.

fees, imports of goods both the capital goods aad r
materials and interest.

On the other hand, the indirect effects of FDIhe t
host economies include changes inflows resultimgnfithe
substitution of local resources for the previoustyported

FDI is a long-term commitment, and its impact onservices and goods. However, the overall effecEbf on

growth should not be underestimated. It is assutimedit only
provides the additional capital; hence, the piciaraot clear,
because the inflows boost other quality aspectserming life
in the host country (Groh and Wich, 2012). Notalkifya
developed capital market is existent in the hosintry, then
the foreign investor can comfortably borrow the dexkfunds
from the local market. The scenario is a cynicahliemge
because local investors might be crowded out, qaatily if
the MNE has the market power to gain preferentaeas.
Additionally, the economy loses the positive effentcapital
supply when the preferential treatment that is recéel to
MNEs as incentives to invest is reduced.

trade inflow and outflow depends on the investnentbtive.
The investment could either target world marketuding the
home country or the host country’s market. FDI banreither
vertical or horizontal. Horizontal FDI referencesitivestment
in a corporation that typically produces similarode (Groh
and Wich, 2012). The aim of Horizontal investmenta cross
the trade barriers through the reduction of tramsacosts.

However, such a move negatively influences the
emerging economy as it dampens the previous impdrtise
local country because the export base is shiftesitiénthe
targeted market. On the contrary, if the horizoimakestment
is motivated by advantages in the costs of prodocthen the

Considering some subsidies, the contribution of FDIhost country benefits through increased exportstidét FDI
to the overall economic growth can be lost, which iimplies a situation where different production ssgccur in

disadvantageous to the beneficiary economy. Investsnin
the emerging countries are at risk of sizeabletabhfgakages
back to lender countries as exemplified by the ibddg of
repatriation exercises. Additionally, the compestistructure
of the local economy is worsened as the emergingauies
often exert significant market power, which faads in the
collection of oligopolistic or monopolistic rent$roducts
offered by the multinational corporations are somes more
capital intensive for the requirements of the hostintry
(Seyoum, 2009).

various locations with the focus on the world mari@roh
and Wich, 2012). Hence, it is hard to predict tffeats of on
balance of payments as the value added cannotaoedin
each production stage and the internal pricing cpesi
However, the import content of output in the enmmeggi
markets is greater in the industrialized econonfé. in the
emerging economies is less beneficial regarding BOP
compared to the developed and industrialized ec@®oithat
are more advantageous.

In cases where profit repatriations are anticipated

However, should the technological advancement ofDI does not enhance a country’'s export capacityreduce

the MNE exceed the absorptive capability of thethtisere
are limited effects experienced. For the advaneelrologies
to be useful, a certain level of human capital niiesattained.
Equally, the disadvantage is that FDI products eapital
intensive and the infrastructure of the host cqumannot
support such needs. Such foreign direct investroesdites
dual economies, one backward domestic sector wiimited
overlap and a modern sector (Mansoor, 2016). Imest of
this nature results in excessively capital-inteagivocesses of
production that lead to relatively less favorabévelopment
in the employment levels.

the country’s dependency on imports. Another advérgpact
of FDI inflows in financing the current protractadbalances
is the prolonged unsustainable policies. FDI iskeahless
volatile and more stable in the capital inflowstled emerging
economies compared to other capital flows, sudbhaaks and
portfolio investments (Wen, 2007). Other types abpital
inflows have the power to generate BOP crisis toasions
where the investors suddenly decide to pull theiney out of
a given economy. Worth noting is the stabilityibtite of FDI
stocks, and they are mostly fixed investments taainot be
liquidated at any substantial cost or short notieeause they
are fundamentally long-term in nature. The large sif FDI

Foreign direct investments affect the emerginginvestment limits the possibility of liquidity a®éd long run
economies regarding the balance of payment fingncin strategy involves higher search costs in findingaential

Foreign investment by a multinational corporatidfects the
host country’s balance of payments in several wW&gyoum,
2009). Usually, the recipient country experiencesna-time
capital inflow, and later depending on the profiliab
function, it experiences an outflow of funds foliogy profit
repatriations. Further impact on the balance of npants

buyer and a complicated replication in the future.

FDI have a stability-enhancing aspect in the
emerging economies considering most of the income
generated successively reinvested in the host poumhe
positive impact is that the affiliates of the mudttional
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corporation in the emerging market access theriatemal economies, with much impact being felt by the depilg
financial markets with ease compared to the chglerfaced economies. FDI inflows are drastically changed e t
by purely domestic firms (Seyoum, 2009). The hasintry  recession and the development projects in the EMEes
stands a better chance of tapping into foreigriati markets affected. Hence, foreign direct investment has ke rio
should it experience an increasing economic turiide establishing the order of new economic powers.

Tapping from the multinational members reducesaberall

distress levels in an economy. Notably, severatofaccan Share of FDI to India, Brazil, China and Russia
damage the positive effects of FDI in financing therent (Per centage)
account imbalances. For example, in transition tries) FDI Y ear Per centage
funds are privatized, an aspect that increase®ffieacy of 2005-2007 11
such investments (Han Byoung Sop, 2015). 2008 16
2009 16

Corruption significantly impedes the development of 2010 17
emerging economies as it hinders the effectivebéstament 2011 17
of FDIs. For some international investors havingléal with 2012 20
official extortion and paying bribes is equivaldnt paying 2013 22

extra taxes. Corruption in the host countries riegit
influences the level of foreign direct investme@brruption
erodes the domestic tax base and generates nausef@nthe
government. The increased involvement of FDIs inESMhas
raised social concerns and controversy. Notablg, MMNEs
are accused of engaging in unfair competition bkinta
advantage of unstandardized labor laws and low sva@ther

The information provided indicates the consistent
growth of FDI channeled to the four leading emeggiations
as the share of the available investments globallge
countries offer lucrative destinations for investand the
statistical evidence collaborates the narrativeaitieg the
; . o . increased reliance on FDI as the source for spyegonomic
accusations mc!ude the V|olat|c_)n of labor _Ieglslat and changes. FDI has offered the impetus required tmmece the
human rights in the developing economies where th%ominance of EMEs on the global economic front freleven

governments fail in enforcing such rights _effiglanMNEs percent between 2005 and 2007 to doubled investmient
has several advantages over the domestic firmsehable 2013 (BRICS International Forum, 2016)

them to compete globally successfully.
Regardless of the additional cost of coordinatingRasearCh'vle'[hOdom‘:]y
activities in foreign countries, they have the adage of their The subjects of this study were the emerging market
technological know-how and the easier access toemmod including India, Brazil, Russia, and China thatresent the
capital management practices. Another crucial imp&dDI  four leading nations in the category. The relatippdetween
on EMEs is the economic cycles of recession andnfiral  foreign investments and the growth of the industiie the
meltdowns. Economic factors are important determtmaf EMEs was examined. The report details informatiathgred
FDI after the regulatory framework of investmerBath the  from numerous sources that indicate the views séaechers
availability and lack of economic growth influencése  concerning the input and impetus of FDI on the ecoies of
demand for goods and services, and investmentéofotieign ~ emerging nations. The data obtained was collected f
affiliates. Declining demand for investment disamges Vvarious online resources, including journals ancheot
MNEs involvement in the emerging markets. Theempirical studies that concentrated on the subjetter. The
geographical composition of an economy or regiamdsiving ~ issue of validity was addressed using an inclusam
force for FDI (Wen, 2007). Most of FDI is destinddr  exclusion criteria that detailed the need for reste#o contain
considerably industrialized countries because they fast information concerning the impacts of FDI on EMEs.
growing in the service sectors. Industrialized @coies have
larger markets and more promising in profitability Further, peer-reviewed articles were included @s th
expectations. The role of MNEs in the developingd an guiding sources for the research and the reinfoecerof the
emerging economies has triggered contemporary wismyer  validity of the arguments presented. The searcmitelogy
globalization merits. MNEs are perceived as thepritsl of  included FDI and emerging market economies, agythdes
many global failures in the market segment. to the establishment of the relevant document dmuttng to
the study. The methodology was suited and fitteddéasired
Global competitive pressures substantially inducedurpose of the study that was to analyze the choideEMEs
MNEs to find new methods of reducing the costs ofas FDI destination and examining the impact of such
production. Such demands amount to low costs ofsting  investments over the last three decades. Corretatigere
and supplying to exploit specific assets in diffare established detailing the level of development e in
geographical locations (Han Byoung Sop, 2015). MMEs EMES and the input of foreign investments. Notalilye
local and global stages diversify through mergersl a €exponential growth in India, Brazil, China, and Basoffered
acquisition that affects the emerging market opemat The the necessary support for the impetus associatédl FDI
world financial crisis affects the developed andegging since the early 1990s.
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3. CONCLUSION

through transparent political institutions. An op@ublic
sector and business climate is an effective waydmbat

MNEs are continually leading as the key drivers ofcorruption.

the global economy following their investments iatib the
developed and emerging economies. The increaseef&iDI

has significant benefits that include the creatwh high-

quality jobs, technology advancement, and the chtetion of
modern management practices and policies. The itmpaic
FDI on the host emerging economy benefit the Idicals in

numerous ways including the realization of improsegbply
bases, export market access and the direct redatiith

customers and suppliers. However, the effect of &&jends
on the local stakeholders’ ability to maximize tpetential
opportunities of the capital inflow. Nonetheleske tlocal
regulatory framework should offer competitive cdratis that
are conducive to local entrepreneurship while dgw@aloiding

the excessive market powers of the multinationatétor.

Domestic firms should have the ability to learnnfro
the foreign investors through an absorptive capagpproach.
Firms undertake the foreign direct investment ratife suits
the company’s global strategy. Hence, governmeticipe
should focus on attracting companies that intendahtest in
attractive projects without necessary changing whay do.
Therefore, government agencies of the emerging aogn
should design incentive schemes that attract FBmeSof the
lucrative incentives include subsidies and tax ksea
especially for the projects that do not require tipalar
connections to the local economy. A conducive bessn
climate is critical for both the multinationals long for
investment locations as well as for the local gmaeurs and
firms seeking to benefit from such investments.

MNEs have the responsibility of raising the corpera
social responsibility standards of the host couttigt extend
beyond maximizing the shareholder's value. FDI dam
beneficial to the local and host economy through dfeation
of high-quality jobs that are linked to better wiaoik
conditions and higher pay. MNEs can also positivelijuence
the quality of jobs available locally by passingolredge
from the foreign to domestic companies. Knowledgmdfer
can occur from worker mobility that is when the dbéirms
recruit experienced employees from foreign corponast

Changes in approaching the international level
investment flows have led to the increase in faredirect
investment worldwide. The recent wave of foreigneistment
invasion into the developing economies has seestth&lown
of domestic companies. The majority of the locailyned
businesses fear losing control over industries madkets to
the expanding MNEs. For the national firms to seevand
compete with the MNEs, the local governments shoendsit
their policies. However, the emerging economiesukhde
open to FDI and MNEs in the end. The governmentilshput
in place possible measures to curb the adverseteffe
domestic businesses. Corruption discourages foiiaiggstors
because of the high cost of doing things. Hence, hbst
country should promote a favorable environmenttfier FDI

The government should increase product-market
competition to strengthen incentives among logahdi and to
improve their efficiency. However, the policymakesisould
ensure that the local companies are not crowdedhoatigh
reducing their ability to operate at economicallfficeent
scale. The MNEs should overcome the moral dilemmas
surrounding their establishment in the emergingneoues.
For example, employing underage children should be
abolished and ethical standards upheld. Higher datais
increase the positive effects of multinational @rgtions on
the local economies; however, monitoring and defni
standards involve a rise in the managerial chalsnd\s a
greater number of firms continue undertaking FiiHe, global
economy becomes integrated and interconnected.igrore
direct investment is a powerful tool that helps gy
countries come out of poverty and go through ecaaom
development.

4. LIMITATIONSAND RECOMMENDATIONS
FOR FUTURE RESEARCH

Research work detailing information concerning the
impacts associated with FDI on EMEs has sever#lrés,
including the challenge of generalizability of tfesults to the
various emerging markets. ldeally, the effects &ff Wary
from one country to the next regardless of the comifactors
that tie the nations and their classification as HSMThe
limitation exposed the research to inconclusiveppsitions
about the specific aspects of the impacts to iddiai states.
The second limitation concerned its reliance on the
correlational approach for determining and evahgatthe
effects of FDI. Stronger conclusions could be agievia the
consideration of particular elements of the econ@ng the
influence of FDI. For example, future research dobénefit
from the concentration in a particular industryctswas the
retail section, and quantify its growth based oa financial
performance of MNEs relative to that of local besises. The
present study lacked the capacity of understandimg
perceptions of citizens in the various EMEs conicgyrthe
qualitative impacts of FDI. As identified in thetelature

ofsection, FDI contributes to changes in the sodralcture and
other aspects of environmental conservation thahaabe
quantified. Therefore, future research should meaghe
societal and environmental changes linked to fareig
investments in the emerging economies.
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