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Abstract

Foreign Direct Investment (FDI) continues to be a cornerstone of economic development strategies across
emerging markets. With dynamic demographic trends, resource endowments, and evolving policy
landscapes, these regions increasingly attract global investor interest. This review synthesizes FDI trends
from 2000 to 2024, focusing on BRICS, ASEAN, Africa, Latin America, and Eastern Europe. It explores
sectoral distributions, investment patterns, and the influence of global economic events such as the
COVID-19 pandemic and geopolitical tensions. Key drivers such as market size, institutional reforms, and
trade agreements—are critically assessed alongside persistent challenges including political instability,
regulatory complexity, and infrastructural deficits. The paper provides evidence-based insights for
policymakers and stakeholders, underlining the importance of resilient, transparent, and sustainable
investment environments.
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1. INTRODUCTION

Foreign Direct Investment (FDI) involves capital investments by foreign entities into domestic economies,
often with managerial control or lasting interest. It is a vital engine of growth, fostering cross-border
production integration, technological spillovers, employment generation, and institutional development.
Emerging markets marked by high growth trajectories and liberalizing economic policies have become
hotspots for FDI flows in the 21st century. This is particularly evident in regions like BRICS, ASEAN,
Sub-Saharan Africa, Latin America, and post-transition Eastern Europe.

This paper critically reviews recent FDI trends, opportunities, and constraints in emerging economies.
Drawing on international databases and scholarly sources, it explores sectoral patterns, investment drivers,
policy environments, and the implications of global disruptions. The review concludes with strategic
insights for enhancing FDI resilience and sustainability in the face of evolving global dynamics.

2. Methodology and Literature Review Approach
This review adopts a structured literature review approach, drawing from academic databases (Scopus,
JSTOR, Google Scholar) and institutional reports (UNCTAD, World Bank, IMF, OECD). The selected
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timeframe spans 2000 to 2024, capturing two decades of FDI evolution. Inclusion criteria emphasized
empirical studies, case-based assessments, and policy-oriented research on FDI determinants and
outcomes in emerging markets. Approximately 70 peer-reviewed articles and major institutional
publications were analyzed, with thematic coding employed to identify recurring patterns and research

gaps.

3. Historical Evolution of FDI in Emerging Markets

The post-1990s wave of economic liberalization, supported by WTO-led multilateralism, catalyzed a surge
in FDI inflows to developing economies. Key milestones include the rise of China and India as investment
destinations, the expansion of ASEAN's economic corridors, and Africa’s gradual integration into global
supply chains. Although the 2008 global financial crisis and the COVID-19 pandemic caused periodic
declines in FDI flows, the overall trend reflects strong resilience particularly in Asia and selected African
and Latin American economies.

4. Sectoral and Regional Analysis

Foreign Direct Investment (FDI) in emerging markets has evolved substantially over the past two decades,

shifting from traditional sectors such as natural resources and basic manufacturing to more diversified and

dynamic sectors. This transformation reflects both changes in global investor priorities and the
developmental agendas of recipient countries.

4.1 Sectoral Trends

Historically, FDI in emerging markets was concentrated in extractive industries (oil, gas, and mining),

low-cost manufacturing, and basic infrastructure. However, in recent years, there has been a pronounced

shift toward high-value-added and innovation-driven sectors. The key sectoral trends include:

e Technology and Digital Economy: Post-2020, the digital transformation in emerging markets has
accelerated dramatically. Foreign investments in e-commerce, fintech, software development, and
digital platforms have surged, especially in countries with a growing middle class and high mobile
internet penetration. Nations such as India, Brazil, and Nigeria are experiencing an influx of digital
FDI due to robust startup ecosystems and demand for tech-enabled services.

e Renewable Energy and Green Technology: In alignment with global climate goals and national
commitments under the Paris Agreement, greenfield FDI in renewable energy (solar, wind, hydro) has
gained traction. Emerging economies are increasingly attracting investments in climate-tech projects,
especially where governments provide incentives or carbon offset mechanisms.

e Infrastructure Development: FDI in infrastructure spanning transport, urban mobility, logistics, and
smart cities remains a cornerstone of growth strategies in emerging markets. Multinational
corporations and sovereign wealth funds are investing in toll roads, ports, airports, and urban transit
systems through public-private partnerships (PPPs).

e Manufacturing and Industrial Value Chains: While traditional manufacturing (such as textiles and
food processing) continues to receive investment, advanced manufacturing especially electronics,
automobiles, and pharmaceuticals is drawing increasing attention due to skilled labour availability and
export-oriented policies.

e Services Sector: Financial services, education, health care, and tourism are also seeing rising FDI.
Foreign investors are tapping into gaps in service delivery, while governments are opening these
sectors through liberalization and ease-of-entry policies.
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Overall, the sectoral diversification of FDI indicates a maturing investment climate in many emerging
markets, driven by policy reforms, digital readiness, and infrastructure development.

4.2 Regional Breakdown
FDI inflows are not uniformly distributed across emerging markets. Regional characteristics such as
market size, political stability, resource endowments, and trade agreements play a decisive role in
determining investment attractiveness. The key regional trends are:
e Asia:

Asia remains the largest recipient of FDI among emerging regions.
China continues to attract FDI in high-tech manufacturing, electric vehicles, and digital services, although
recent geopolitical tensions and a shift toward domestic self-reliance have influenced investor sentiment.
India has emerged as a global services hub, drawing investments in IT, telecommunications, fintech, and
manufacturing, particularly under initiatives like “Make in India” and PLI schemes.
Vietnam and Indonesia are gaining ground as manufacturing alternatives to China due to lower labour
costs, trade agreements and favourable investment regimes. Vietnam, in particular, has become a critical
link in global electronics supply chains.
e Africa:
While Africa attracts a smaller share of global FDI, specific countries show promising trends.
Nigeria and South Africa are key destinations due to their market size and natural resources. FDI has
focused on energy (including renewables), telecommunications, and consumer goods.
Kenya is increasingly seen as an East African tech and services hub, benefiting from a strong digital
ecosystem and regional connectivity.
However, the continent still faces challenges such as inadequate infrastructure, regulatory unpredictability,
and security concerns, which impact FDI scalability.
o Latin America:
Latin American countries offer sector-specific opportunities and are attractive due to their natural resource
base, regional integration, and urban consumer markets.
Brazil continues to lead the region in FDI inflows, especially in agribusiness, renewable energy, and
digital services.
Mexico benefits from its proximity to the U.S., robust manufacturing base, and integration via USMCA
(formerly NAFTA).
Chile, known for its political stability and sound institutions, attracts FDI in mining, energy, and logistics.
Economic volatility and social unrest in some countries, however, pose risks to sustained FDI growth.
o Eastern Europe:
The post-socialist economies of Eastern Europe have integrated into global value chains, particularly
within the European Union framework.
Poland, Hungary, and Romania have emerged as top FDI destinations in the region, attracting
investments in manufacturing (especially automotive), information technology, and logistics.
EU membership ensures regulatory alignment and access to funding, enhancing investor confidence.
The region also benefits from skilled labour, modern infrastructure, and geographical proximity to Western
European markets.
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5. Key Drivers of FDI in Emerging Economies

The surge in Foreign Direct Investment (FDI) to emerging markets can be attributed to a confluence of

structural, policy, and economic factors that enhance the attractiveness of these regions to global investors.

These drivers vary across countries but share common themes that reflect broader development trends and

strategic positioning in the global economy.

5.1 Market Size and Demographic Dynamics

One of the most influential determinants of FDI inflows is the size and growth trajectory of the domestic

market. Emerging economies typically boast large and youthful populations, accompanied by rapid

urbanization and rising income levels. These factors contribute to an expanding consumer base, making

such markets highly attractive for foreign investors seeking long-term revenue potential.

For example, India’s population of over 1.4 billion, with a growing middle class, offers significant demand

in sectors like consumer goods, digital services, healthcare, and retail. Similarly, the urbanization trend in

Africa and Southeast Asia is opening up new markets for housing, infrastructure, and public services,

thereby drawing in FDI from construction, telecom, and real estate sectors.

5.2 Competitive Labor Costs and Human Capital Availability

Emerging economies often offer cost-effective labour compared to developed nations, making them

favourable destinations for labour-intensive industries such as textiles, automotive, and electronics. This

cost advantage, when combined with improvements in education and vocational training, enhances the

appeal for foreign manufacturers and service providers. Countries like Vietnam and Bangladesh have

become manufacturing hubs due to their low labour costs and workforce availability. At the same time,

countries such as the Philippines and India have leveraged their English-speaking, tech-savvy populations

to become global canters for business process outsourcing, IT services, and software development.

5.3 Economic Reforms and Investment Climate Liberalization

Proactive reform agendas play a crucial role in shaping investor confidence. Over the past two decades,

many emerging economies have pursued comprehensive reforms aimed at liberalizing trade and

investment regimes, enhancing the ease of doing business, and reducing bureaucratic hurdles.

Key measures include simplification of regulatory processes, elimination of foreign ownership

restrictions, privatization of state-owned enterprises, and strengthening of legal frameworks for investor

protection. Notable examples include India’s Insolvency and Bankruptcy Code, Brazil’s tax simplification

agenda, and Rwanda’s regulatory reforms, all of which have improved investment attractiveness and

contributed to upward movement in global competitiveness rankings.

5.4 Trade and Investment Agreements

Bilateral Investment Treaties, Free Trade Agreements, and regional economic blocs are instrumental in

reducing uncertainty, harmonizing regulations, and providing legal protections to foreign investors. These

instruments create a stable and predictable investment environment, making emerging markets more

appealing for FDI.

e ASEAN’s economic integration efforts, including the ASEAN Free Trade Area (AFTA), have
improved intra-regional investment flows.

e The African Continental Free Trade Area aims to create a single market for goods and services,
enhancing cross-border investments.

e Latin America’s integration through MERCOSUR and Pacific Alliance facilitates FDI across borders
by streamlining tariffs and investment norms

e Moreover, agreements such as USMCA (Mexico) and RCEP (Vietnam, Indonesia) provide access to
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global value chains and boost investor confidence.

5.5 Natural Resource Endowments

The abundance of natural resources continues to be a significant magnet for FDI in many emerging

economies. Countries rich in oil, gas, minerals, and agricultural land attract sector-specific investments

from multinational corporations seeking to secure supply chains or benefit from cost efficiencies.

e African nations such as Angola, Ghana, and the Democratic Republic of Congo have seen substantial
FDI in mining and energy exploration.

o Brazil and Argentina attract foreign investment in agribusiness and biofuels due to fertile land and
large-scale agricultural output.

o The Middle East and parts of Central Asia also draw energy-related FDI, often facilitated by public-
private partnerships and long-term extraction contracts.

However, it is important for resource-rich countries to implement prudent policies that prevent the

“resource curse” and ensure that such investments translate into inclusive, sustainable development.

6. Persistent Challenges and Structural Barriers

Despite the growing appeal of emerging markets as destinations for Foreign Direct Investment (FDI),
several structural and institutional challenges continue to hinder sustained and equitable investment flows.
These challenges often vary in intensity and form across regions but collectively represent significant risks
for foreign investors. Addressing these barriers is crucial to unlocking the full developmental potential of
FDI in emerging economies.

6.1 Political and Policy Instability

One of the most critical deterrents to long-term FDI is political uncertainty and inconsistent policy
environments. Frequent changes in government, shifts in political ideology, and abrupt policy reversals
can erode investor confidence. Investors typically require stable, predictable legal and regulatory
frameworks to make long-term capital commitments.

For instance, in some Latin American and Sub-Saharan African nations, changes in political leadership
have led to the nationalization of assets or the revocation of previously agreed-upon contracts. Inconsistent
enforcement of property rights and investment laws further exacerbates risk perception among foreign
stakeholders, leading to delays, cancellations, or redirection of investment flows to more stable
jurisdictions.

6.2 Corruption and Governance Weaknesses

Corruption remains a pervasive issue in several emerging economies, significantly increasing the cost and
complexity of doing business. Weak governance structures, coupled with limited transparency and
accountability, discourage FDI by introducing legal ambiguity and elevating operational risks.

Investors face challenges such as bribery demands, irregular tendering processes, non-transparent
licensing procedures, and favouritism in regulatory enforcement. According to Transparency
International’s Corruption Perceptions Index, many emerging economies rank low, reinforcing negative
investor sentiment. Furthermore, judicial inefficiency and limited access to fair dispute resolution
mechanisms make contract enforcement problematic, particularly for minority foreign stakeholders.

6.3 Infrastructure Deficiencies

Basic and advanced infrastructure are prerequisites for efficient production, distribution, and
communication yet many emerging markets continue to face significant infrastructural deficits.

o Transport infrastructure, including roads, ports, and railways, is often inadequate or poorly
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maintained, increasing logistics costs and lead times.

o Energy supply remains erratic in several African and South Asian economies, with frequent power
outages and limited renewable capacity hindering industrial operations.

o Digital infrastructure, critical in the post-pandemic era, is underdeveloped in rural and semi-urban
areas, limiting access to digital services and e-commerce platforms.

Such bottlenecks not only increase the cost of doing business but also reduce the competitiveness of host

countries in global value chains.

6.4 Exchange Rate Volatility and Macroeconomic Instability

Currency fluctuations represent a major financial risk for foreign investors, especially in economies with

floating or weakly managed exchange rate regimes. Volatile currencies impact the repatriation of profits,

valuation of assets, and overall return on investment.

Emerging economies are often vulnerable to external shocks such as global commodity price shifts,

interest rate hikes in developed countries, and geopolitical tensions that exacerbate capital flight and

currency depreciation. Countries like Argentina and Turkey have faced repeated currency crises, which

have undermined investor confidence and prompted capital withdrawals.

6.5 Foreign Ownership Restrictions and Regulatory Barriers

In several emerging markets, legal frameworks impose restrictions on foreign equity ownership in strategic

sectors such as Défense, telecommunications, insurance, and natural resources. While these restrictions

are often rooted in national security concerns or efforts to protect domestic industries, they can limit the

scope of investor participation and decision-making authority.

o Equity caps may force foreign investors into joint ventures with local firms, reducing operational
control and profit share.

e Complex licensing procedures, lengthy approval processes, and sector-specific investment caps
further reduce investor agility and increase compliance burdens.

While some countries have progressively liberalized their investment regimes (e.g., India lifting caps in

telecom and insurance), others maintain protectionist barriers that deter FDI in key sectors.

7. Global Shocks and Their Influence on FDI Patterns

Foreign Direct Investment (FDI) flows are highly sensitive to global macroeconomic conditions,

geopolitical events, and systemic shocks. Over the past decade, several high-impact global disruptions

have reshaped the contours of cross-border investment, compelling both investors and host countries to

reassess risk profiles, supply chain dependencies, and strategic priorities. These shocks have not only

challenged traditional investment paradigms but also opened new opportunities particularly for emerging

markets willing to adapt and position themselves as resilient, diversified investment destinations.

7.1 The COVID-19 Pandemic and Its Impact on FDI

The COVID-19 pandemic represented the most significant global disruption to FDI in recent history.

According to UNCTAD, global FDI flows declined by an estimated 35% in 2020 the steepest drop since

the global financial crisis. Lockdowns, mobility restrictions, and uncertainty surrounding global demand

severely affected both greenfield investments and mergers & acquisitions, particularly in sectors such as

tourism, hospitality, traditional retail, and extractive industries.

However, the pandemic also acted as a catalyst for structural transformation:

e Acceleration of digital transformation led to increased investments in data canter’s, e-commerce
platforms, health-tech, and fintech—especially in emerging economies with growing digital infrast-
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ructure and youthful, tech-savvy populations.

e Supply chain diversification became a priority as companies sought to reduce overreliance on single
countries or regions. This prompted a strategic shift toward multi-location sourcing and production
models, creating new FDI opportunities for countries like Vietnam, Mexico, and India.

7.2 Geopolitical Shocks: Ukraine Conflict and U.S.-China Tensions

The outbreak of the Russia-Ukraine war in 2022 introduced a new wave of geopolitical uncertainty, with

far-reaching consequences for energy markets, commodity prices, and investment patterns. Sanctions

against Russia and disruptions in European energy supply chains forced multinational corporations to
rethink their regional investment portfolios. For investors, the conflict highlighted the vulnerabilities of
politically unstable regions and the need for geographic diversification.

Simultaneously, escalating U.S.-China tensions over trade, technology, and national security manifesting

in tariffs, export bans, and regulatory scrutiny have reshaped the global investment landscape:

e "Decoupling" of supply chains has led U.S. and Western firms to reassess operations in China,
considering alternatives in Southeast Asia, South Asia, and Latin America.

e "Friend-shoring" (relocating production to politically aligned countries) and '"nearshoring"
(moving operations closer to home markets) are gaining traction. These trends benefit countries with
political stability, cost advantages, and favourable trade agreements such as Poland (for Europe),
Vietnam and India (for Asia), and Mexico (for North America).

7.3 Implications for Emerging Markets

While global shocks have posed undeniable challenges to FDI, they have also triggered a reconfiguration

of global investment flows that could Favor agile and reform-oriented emerging economies. Key

takeaways include:

e Opportunity for diversification: Countries that can provide viable alternatives to traditional FDI
destinations stand to gain from relocation efforts.

e Focus on resilience: Investors are increasingly favouring markets with robust healthcare systems,
digital readiness, and institutional stability criteria many emerging markets are now prioritizing.

o New sectoral focus: Pandemic-induced behavioural changes have shifted investment toward future-
ready sectors such as clean energy, digital services, health infrastructure, and food security.

8. Policy and Institutional Frameworks

The presence of effective institutional structures and well-designed policy frameworks plays a central role
in shaping a country’s attractiveness to Foreign Direct Investment (FDI). While macroeconomic
fundamentals and market potential are critical, the quality of governance, regulatory efficiency, legal
protection for investors, and the availability of supportive infrastructure often determine whether a country
can successfully attract and retain foreign capital.

Countries that have actively implemented coherent investment policies, strengthened institutional
capacity, and engaged in international economic diplomacy have witnessed relatively higher and more
stable FDI inflows. Below are notable examples of such frameworks and reforms from selected emerging
markets:

8.1 India: Manufacturing Revival and Digital Governance

India has undertaken a series of structural reforms and strategic initiatives aimed at positioning itself as a
global manufacturing and digital investment hub.

e Make in India (launched in 2014) is a flagship program to attract FDI in manufacturing, Défense, and
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infrastructure. The initiative emphasizes sectoral liberalization, industrial corridor development, and
simplification of business regulations.

e Production-Linked Incentive (PLI) Schemes offer financial incentives to foreign and domestic firms
based on incremental production and employment generation across critical sectors like electronics,
pharmaceuticals, and electric vehicles.

o Digital governance reforms such as the Goods and Services Tax (GST), online company registration,
and faceless assessment systems have reduced bureaucratic inefficiencies and enhanced transparency.

8.2 China: SEZ Model and Infrastructure-Driven Attractiveness

China's success in attracting FDI has been underpinned by its long-standing strategy of Special Economic

Zones (SEZs), beginning in the late 1970s.

o These zones provided favourable tax regimes, simplified customs procedures, and legal protections
for foreign investors, serving as testbeds for market-oriented reforms.

e Intandem, China invested massively in hard infrastructure roads, ports, power supply, and logistics
and soft infrastructure, including education and vocational training.

e The country also maintained policy stability and regulatory clarity, giving foreign investors’
confidence in long-term project planning.

o While recent geopolitical shifts and internal rebalancing have moderated inflows, China remains a top
FDI destination, especially in high-tech manufacturing, electric vehicles, and green energy.

8.3 Africa: Continental Integration and Investment Facilitation

African nations have increasingly recognized the need for coordinated regional approaches to attract FDI,

culminating in the formation of the African Continental Free Trade Area (AfCFTA) in 2021.

o AfCFTA aims to eliminate tariffs on 90% of goods, ease cross-border trade, and establish unified rules
of origin creating the largest free trade area in the world by number of countries.

o It offers foreign investors access to a potential market of over 1.4 billion people, reducing
fragmentation and enhancing scale economies.

o In parallel, several African governments have strengthened their Investment Promotion Agencies
(IPAs) to provide streamlined approval processes, investor grievance redressal, and aftercare services.

8.4 Vietnam: Proactive Trade Integration and Institutional Reforms

Vietnam has emerged as a prominent FDI destination in Southeast Asia, owing to its deliberate policy of

trade openness and institutional modernization.

e The country is a signatory to major trade pacts such as the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP) and the Regional Comprehensive Economic
Partnership (RCEP), providing preferential market access to global investors.

o The Vietnamese government has undertaken significant reforms in land laws, labour codes, and anti-
corruption policies to enhance the investment climate.

o Its industrial parks, investment incentives, and skilled labour force continue to attract investments in
electronics, garments, food processing, and logistics.

e Vietnam’s consistent policy direction and integration into global supply chains have made it a preferred
alternative to China in the “China Plus One” investment strategy.

9. Emerging Opportunities and Strategic Directions
As the global economic landscape undergoes rapid transformation, emerging markets are witnessing the
evolution of new FDI opportunities beyond traditional sectors and geographies. These emerging trends are
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shaped by technological innovation, sustainability imperatives, and the reconfiguration of global value

chains. Policymakers and investors alike are re-evaluating priorities, placing increasing emphasis on

quality, resilience, and long-term alignment with global goals such as the UN Sustainable Development

Goals (SDGs) and the Paris Agreement. This section highlights key strategic directions and emerging areas

that are redefining the scope and nature of FDI in emerging economies.

9.1 ESG-Aligned FDI: Prioritizing Sustainability and Responsible Investment

Environmental, Social, and Governance (ESG) considerations have become central to global investment

decisions. Institutional investors and multinational corporations are increasingly adopting ESG

frameworks to evaluate the sustainability and ethical impact of their investments. This shift creates
significant opportunities for emerging markets that can offer transparent governance, social inclusivity,
and environmentally sound practices.

e Green bonds, impact investing, and blended finance models are now being deployed to fund
projects in renewable energy, sustainable agriculture, waste management, and inclusive infrastructure.

o Countries that integrate ESG benchmarks into their national investment promotion strategies are more
likely to attract responsible and long-term capital. For example, Brazil and South Africa have
introduced sustainability-linked investment instruments to attract climate-conscious investors.

o Furthermore, ESG-aligned FDI fosters reputational benefits and risk mitigation, enhancing a host
country's competitiveness in global capital markets.

9.2 Digital Infrastructure and the Rise of Tech Ecosystems

The digital transformation accelerated by the COVID-19 pandemic has opened vast new arenas for FDI,

particularly in the fields of information technology, fintech, health-tech, and digital education. Emerging

economies with young populations, growing mobile connectivity, and supportive regulatory environments
are becoming hotspots for digital FDI.

o Innovation clusters and tech hubs in cities like Bengaluru (India), Nairobi (Kenya), Ho Chi Minh
City (Vietnam), and Sao Paulo (Brazil) are attracting venture capital and multinational interest in
sectors such as cloud computing, digital payments, and cybersecurity.

o Governments are actively investing in 5G infrastructure, data centers, and digital literacy, further
enabling foreign participation in the digital economy.

o The emergence of digital public goods such as India’s Aadhaar and Unified Payments Interface (UPI)
also demonstrates how institutional innovation can complement FDI in creating scalable, inclusive
platforms.

9.3 Greenfield Energy Projects and the Clean Energy Transition

The global pivot towards climate mitigation and decarbonization has led to an upsurge in FDI focused on

clean energy generation, transmission, and storage. Greenfield projects in solar, wind, hydro, and

geothermal energy are increasingly prioritized in national investment strategies.

o Countries like Morocco, India, and Chile have launched large-scale solar parks and wind farms with
foreign collaboration, supported by clear regulatory frameworks and power purchase agreements
(PPAs).

e The growing global market for green hydrogen, battery storage, and grid modernization also
presents fresh investment avenues, especially in resource-rich or energy-hungry emerging economies.

o Multilateral institutions and climate finance mechanisms such as the Green Climate Fund (GCF) are
increasingly partnering with the private sector to scale renewable energy infrastructure through
blended FDI models.
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e Greenfield energy FDI not only helps meet climate commitments but also promotes job creation,
energy access, and technological upgrading.

9.4 Regional Integration and Cross-Border Investment Platforms

Deepening regional cooperation frameworks are helping emerging markets transcend fragmented national

markets and build larger, more cohesive investment ecosystems. Regional trade and investment

agreements offer greater legal certainty, lower tariffs, harmonized standards, and larger consumer bases—
making them powerful enablers of cross-border FDI.

e ASEAN Economic Community (AEC) has created an integrated regional market, facilitated intra-
Asian investments and enabled value chain development across member states.

e MERCOSUR in Latin America and the African Continental Free Trade Area are helping countries
attract FDI by offering preferential access to regional markets, harmonized regulatory regimes, and
investment protection provisions.

e Moreover, regional development banks and investment funds such as the Asian Infrastructure
Investment Bank (AIIB) and the African Development Bank (AfDB) play a catalytic role in co-
financing large-scale infrastructure and industrial projects across borders.

10. Discussion and Research Gaps

The review of FDI trends in emerging markets reveals a complex, evolving landscape characterized by

significant opportunities, but also persistent asymmetries. While many emerging economies have

demonstrated considerable progress in attracting foreign capital, the success of FDI inflows remains highly

uneven across regions and sectors. This disparity is largely influenced by variations in governance quality,

institutional strength, macroeconomic stability, and policy coherence. Countries that have combined

regulatory clarity with infrastructure investment and global integration have emerged as preferred

destinations, whereas those lacking institutional capacity or facing political volatility continue to struggle

in attracting and retaining meaningful investment.

10.1 Uneven Development Outcomes and FDI Dependence

Despite aggregate growth in FDI inflows to emerging markets, the developmental impact of these

investments is not uniformly positive. Some economies have effectively leveraged FDI for technology

transfer, employment generation, and industrial diversification, while others remain stuck in low-value-

added extractive sectors or exhibit weak linkages to domestic enterprises. In this context, understanding

the quality and sustainability of FDI is as critical as assessing its volume.

10.2 Research Gaps and Emerging Questions

As the global FDI environment continues to be reshaped by technological shifts, climate imperatives, and

geopolitical realignments, several key areas warrant further scholarly inquiry:

FDI Impacts at the SME and Informal Sector Level

Most existing literature focuses on FDI's effects at the macroeconomic or multinational corporate level.

However, there is limited empirical evidence on how FDI interacts with small and medium-sized

enterprises (SMEs) and the informal sector, which constitute a substantial portion of employment and

production in emerging economies.

e Does FDI crowd out local SMEs or foster linkages and capacity-building?

e How can policies be designed to ensure that foreign capital supports local entrepreneurship, supply
chain integration, and inclusive growth?
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e Post-Pandemic Investor Behaviour and Sectoral Reorientation
The COVID-19 pandemic has brought lasting changes in investor priorities, sectoral focus, and risk
management. There is a need to study how investor behaviour has evolved in the post-pandemic
landscape, particularly with respect to:
o Shifts from traditional sectors (e.g., oil, retail) to digital, healthcare, and green energy
e Increasing importance of ESG criteria in investment decisions
o Changes in due diligence, risk assessments, and investment time horizons
Understanding these behavioural changes is essential for emerging markets to tailor sector-specific
investment promotion and to attract capital aligned with new global norms.
Resilience Strategies for Sustaining FDI During Global Disruptions
Global shocks whether pandemics, armed conflicts, financial crises, or climate disasters pose acute risks
to capital mobility and investor confidence. Research is needed to explore how emerging markets can
build resilience in their FDI ecosystems, including:
e Role of sovereign risk insurance, investment treaties, and multilateral safeguards
o Importance of policy continuity, digital infrastructure, and crisis response mechanisms
o Adaptive strategies such as diversification of investor base and flexible regulatory environments

11. Conclusion

Foreign Direct Investment (FDI) continues to serve as a cornerstone for the structural transformation of
emerging economies. It plays a critical role in supplementing domestic capital, generating employment,
enhancing technological capabilities, and integrating host countries into global value chains. As this
review has demonstrated, the trajectory of FDI in emerging markets has been shaped by a dynamic
interplay of economic potential, institutional readiness, policy reform, and global disruptions.

While the overall outlook for FDI in these regions remains positive driven by demographic dividends,
resource endowments, and growing consumer markets its long-term developmental impact is far from
guaranteed. The benefits of FDI are not automatic; they are contingent upon the quality of governance,
the consistency of regulatory environments, and the ability of institutions to facilitate inclusive and
sustainable investment flows.
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