
MERITS AND DEMERITS OF FDI

Foreign direct investment, or FDI, occurs when an individual or a business entity owns a minimum of 10% capital in a
foreign organization. FDI refers to the initial.

For an investment into the developing world, the value of the currency can be stretched further than it would
be domestically. The company benefits, as does the individual, and that trickles down to each community.
Assets or proprietary information might be seized for political purposes. It does give the investor a voice in the
policies and procedures of that company, offering an opportunity to influence future decisions for the mutual
benefit of everyone involved. Increased Productivity. This leads to an increase in income and more buying
power to the people, which in turn leads to an economic boost. Many parent enterprises provide FDI because
of the tax incentives that they get. The academics today are intrigued by questions such as whether the policies
to promote Foreign Direct Investment FDI make economic sense and whether the benefits of FDI are
sufficient to justify the kind of policy interventions seen in practice. At the micro-level, FDI is expected to
boost output, technology, skill levels, employment and linkages with other sectors and regions of the host
economy. With FDI, all these will be made easier. It improves human resources. Top Advantages of Foreign
Direct Investment 1. With more jobs and higher wages, the national income normally increases. Since these
companies are global players and their operations spread across countries, they have effective supply chains
which enable them to have economies of scale which smaller players in the domestic market of the host
country cannot compete with. Technology transfer: Countries are able to learn newer forms of technologies
and skills. As the foreign investor, you can receive tax incentives that will be highly useful in your selected
field of business. That can make them more productive at home. At times, these MNCs are so large that their
revenues even exceeded the Gross Domestic Product GDP of some smaller nations and compel or threaten
them to pass judgments and policies in their favor. Tax Incentives. Every key point must be carefully
considered before completing a transaction. These incentives make it easier to accomplish goals because the
money involved can be directed toward resources instead of government coffers. Take note that larger
corporations would usually offer higher salary levels than what you would normally find in the target country,
which can lead to increment in income. People and companies see an investment as a sign of stability, creating
additional interest in the market being examined. Resource Transfer. They can sell off unprofitable portions of
the company to local, less sophisticated investors. A foreign government might choose to seize the investment.
The suitability and attractiveness of various destinations is the primary determinant for any FDI because
capital formation is an important determinant of economic growth. Although companies and individuals
choose foreign organizations that have little risk, there can never be a complete elimination of risk from the
transaction. Easy International Trade. With this in mind, a country with FDI can benefit greatly by developing
its human resources while maintaining ownership. To encourage FDI, many governments have placed tax
incentives on this type of investment. A typical characteristic of developing and underdeveloped economies is
the fact that these economies do not have the needed level of savings and income in order to meet the required
level of investment needed to sustain the growth of the economy. Foreign income can increase. He can even
help you monitor market stability and predict future growth. Foreign direct investment can reduce the disparity
between revenues and costs. Development of Human Capital Resources. The foreign company might take the
investment and squander it. The attributes gained by training and sharing experience would increase the
education and overall human capital of a country. Or, they can borrow against the company's collateral locally,
and lend the funds back to the parent company. In addition to supplying capital, FDI can be a source of
valuable technology and know-how and foster linkages with local firms that can help to jumpstart an
economy.


