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Abstract 
Foreign Direct Investment are among the mobilizing factors of the economic development of a 
country, alongside the domestic investments, being a basic support in the achievement of the 
development and modernization strategies. The study presents, briefly, the effects of intervening 
Foreign Direct Investment flows on the economy of a country, able, by the advanced experience 
brought, to generate a better capitalization of resources, a contribution to growth. The directions 
of manifesting the mechanisms of influence of Foreign Direct Investment, as well as the role that 
they hold for their impact, the economic environment of the host country and the policies 
practiced in relation to Foreign Direct Investment are taken into account. The purpose of the 
paper was to point out some aspects regarding the favourable impact that foreign investments 
could have on an economy, by the contribution to new technologies and the contribution to the 
productivity increase. The conclusions point to the potential of the impact of Foreign Direct 
Investment on development and the need for the host countries, to support some properly oriented 
policies, by maintaining a correlation between the volume of foreign investment flows and the 
development potential of a country. The research method used to carry out the study was the 
documentation from the foreign and domestic specialized literature, the synthesis and processing 
of the relevant ideas, by capturing the impact of Foreign Direct Investment in economic 
development. 
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1. Introduction 
The beneficial contribution expected to be obtained on the basis of foreign direct 
investments motivates the interest of host countries' governments in attracting them, the 
stake being the advantages of the investment flow for the economic growth. 
Initially, considered as an important source of capital growth, especially, in the case of 
countries whose savings rates are modest, compared to the development needs of the 
economy, the prospects for appreciation of the role of foreign direct investments have 
changed over time.  
In considering the positive effects of these, which place them among the important 
actions with role in the economic growth, the directions in which they are manifested 
were taken into account (te Velde D. W, 2006): 

- it ensures the capital needed to supplement the public financing resources; 
- it favours the increase of employment, by the new jobs created or by 

stimulating the activity of other firms in the local market; 
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- alongside the capital flow, the contribution of foreign direct investments is 
embodied in advanced technologies, modern management practices used in 
the company in which they invest, which is also disseminated, in other firms 
with similar production, forced to adapt themselves under the pressure of 
competition; 

- it bears the mark of stability on the long-term, the investor being interested in 
protecting and developing the investment. 

Opinions regarding the appreciation of Foreign Direct Investment, as an important 
factor of economic and social development have led to the worldwide competition 
increase, for Foreign Direct Investment, their practice being considered a success. 
The new approach of Foreign Direct Investment relates to growth, development and 
prosperity and, also, to the manifestation of economic freedom supported by 
appropriate mechanisms and institutions. 
At the same time, also, there is the opinion that the excessive intervention of the 
multinationals may lead to the economic dependence of the host country, on the foreign 
capital and, also, to the danger of unbalancing the activity of the local companies, due 
to the competitive pressure exerted by the multinational companies (Horobeţ & 
Popovici O., Şerbu, 2007). 

 

2. The role of Foreign Direct Investment in economic development 
In assessing the effects of Foreign Direct Investments on the economy of a country, a 
number of elements that can influence them must be taken into consideration (Horobeţ 
A. & Popovici):  

- the particularities of the sector in which the foreign investor acts; 
- the time interval considered for the analysis of the impact; 
- the type of investment implanted by the foreign company: greenfield, the 
merger with a local firm, acquisition etc. ; 
- the strategy practiced by the investor; 
- the attitude of the governments of the recipient countries towards Foreign 
Direct Investment. 

Foreign Direct Investment flows are profitable for the host countries for the 
contribution made for the use of resources (based on cost and efficiency criteria), the 
contribution to economic growth, the influence mechanisms manifesting in several 
directions (Trufin, 2016; Șerbu, 2007; te Velde D. W., 2006; Horobeţ & Popovici, 
2017): 

- resources - capital; 
- technological transfer; 
- increasing the quality of human capital, acquiring new managerial skills; 
- foreign trade (or access to the world market); 
- competition; 
- human resources development. 

The accumulation of capital, by the contribution of foreign direct investments 
(alongside the own resources of the host country) is achieved to the extent in which the 
Foreign Direct Investment flows are intended for the investments financing and, 
implicitly, if the investors who have become owners, support the technological transfer 
(Șerbu S.-G., 2007).  
Technological transfer The need to increase the economies of the host countries 
implies the sustained implementation of the new technologies, giving the measure of 
the influence of foreign direct investments. In the mechanism of technological transfer, 
the Findlay's (1978) theory concerning "the investment psychic distance" with 
reference to the distance between the higher level of development, in the country of 
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origin of foreign direct investments and the lower level of the recipient country - in fact, 
technological distance - must be taken into account. The possibility of access to the new 
technologies is conditioned by the level of the other factors which get involved in 
supporting the investments of the foreign actor (human capital, infrastructure, 
distribution networks etc.), which can influence the type of technology that could be 
implemented. 
The development potential is in inverse relation to the size of the technological distance 
between the investor and the local firms. The smaller this is, the more know-how 
information is more accessible to companies that use more advanced technologies, than 
to those that practice outdated production technologies and the qualification of the 
workforce is lower (Trufin O. S., 2016).  
As regarding the transfer of technology from the investing companies to the local 
companies, the way is the imitation of the production process, a procedure frequently 
used in the transfer of the novelties from the fields of knowledge and technologies, with 
a beneficial influence on the productivity of the local companies. This acquisition 
technique is an adaptation of the new technology, conditioned by the complexity of the 
production process owned by the investor and by the real possibilities of 
implementation, of the host country (Trufin O. S., 2016). Thus, the technological 
transfer induced by Foreign Direct Investment contributes to the increase of industrial 
specialization, especially, in the advanced sectors of the receiving country. 
The increase of the quality of human capital is ensured on the basis of the 
qualification of the personnel trained at the investor who, as a result of the transfer to 
the companies from the local market, bring their input of information in the field of 
management and of new technologies (Horobeţ & Popovici, 2017; Trufin, 2016, Șerbu, 
2007). 
Foreign trade, access of the products sell-out on the foreign market As a result of 
the transnational activity of Foreign Direct Investment, the host country has the 
advantage of increasing the export of goods based on the relations and investor access 
to international networks; thus, a transfer of production on the international market is 
carried out, which implies an increase of competitiveness, too. Therewith, the local 
companies have the opportunity to take over from transnational companies, the 
strategies for establishing the networks of distribution and international transport 
(Trufin, 2016, Șerbu, 2007). 
It should be mentioned that the type of trade practiced by the receiving country 
influences the impact exerted by Foreign Direct Investment on the development (Trufin 
O. S., 2016): 

• If the Foreign Direct Investment are planted in a country whose trade regime 
substitutes the import, the foreign companies will face the competition of the 
local companies, so they will have to reconsider their own technological 
advantages; for local firms, the chances of development are conditioned by 
classification in the rank of those with a less "technological distance" and have 
the possibility of technological transfer. 

• In the event that the Foreign Direct Investment are located in a country that 
promotes the export, in order to increase the competitive advantages, the 
investors will have to focus, especially, on strengthening their own capacities 
of using the international markets and the distribution networks that they have 
and less, on obtaining the advantages at the expense of the production 
technologies. 

Competition between the investing firms and local firms is a phenomenon of Foreign 
Direct Investment impact on the economies of the host countries. The competitive 
pressure exerted by the multinational companies entered on the local market, which 
have a competitive advantage, can cause the local companies to accelerate the 
implementation of the new technologies, such as to make their production more 
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efficient, to increase the productivity and the chances of sustaining the competition 
(Trufin, 2016). 
The development of human resources is manifested through (Șerbu, 2007): 

- increasing employment due to the establishment of new companies 
that provide new jobs; 

- employment, training and professional development in new fields, 
new qualifications and specializations. 

As a rule, the impact of foreign direct investments on the economies in which they are 
planted is felt in two forms: direct and indirect (Horobeţ & Popovici, 2017). 

• The direct impact is the consequence of the investments of the multinationals 
in new companies created in the host country or in companies that have been 
taken over from it and it manifests: 

- at microeconomic level, through capital contribution, transfer of 
technologies and modern management skills, human resources 
development; 

- by sectors of activity, contributing to change of the market structure 
and directing businesses towards meeting the demands of consumers 
and suppliers; 

- at the macroeconomic level, the influence being felt on the increase 
of the budgetary revenues and in the export structure. 

• The indirect impact is felt in the local companies, others than those that are the 
object of certain direct investments, but, involved under the pressure of the 
multinational companies competition, in taking over their advanced 
techniques, the consequence being an increase of their performance and 
competitiveness. 

Schematically, the effects of foreign direct investments on the economies of the 
recipient countries and their forms of occurrence are presented in the figure below 
(Figure 1): 

The effects of Foreign Direct Investment, both the direct and the indirect ones, are 
manifested in increasing companies performance, competitiveness and business 
efficiency. 
The economic growth, as a result of the intervention of Foreign Direct Investment can 
be manifested (Figure 2) (te Velde D. W., 2006): 

- for a short term, as a result of: 
• increasing the volume of production or of accumulation of factors (growth, 
capital, employment etc.); 
• the efficiency of using factors, by using higher technologies or localization in 
activity segments with higher added value; 

- on a long term if they are associated with productivity spillover effects. 
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Figure 1 The impact of foreign direct investments on the economies of the 
recipient countries and forms of occurrence 

Source: author`s processing based on information from bibliographic sources 

 

 
Figure 2 Periods of manifestation of investment flows 

Source: author`s processing based on information from Dirk Willem te Velde (2006), „Foreign Direct 
Investment and Development  An historical perspective”, Background paper for ‘World Economic and Social 
Survey for 2006`, Overseas Development Institute, Commissioned by UNCTAD, 30 January 2006, 
https://www.odi.org/sites/odi.org.uk/files/odi-assets/publications-opinion-files/850.pdf 
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3. The relation - economic environment - impact of Foreign Direct 
Investment 
The contribution of Foreign Direct Investment to growth depends on the existence of a 
more developed economic environment and on the attitude of the host country, 
respectively, on the policies practiced by them, in relation to Foreign Direct Investment: 

- trade policies - the extent to which they are favorable to export or, are 
oriented towards the internal market (te Velde D. W., 2006). According to 
analysts, the Foreign Direct Investment penetration is stronger in open 
economies towards this process than in the countries wherein the protectionist 
measures practiced are not favourable to foreign shares; 
- the level of qualification of the human capital, the extent to which it is able 
to ensure the capitalization of the transfer of technology covered from the 
foreign subsidiaries to local companies (Șerbu S.-G., 2007); 
- the governmental policies to support Foreign Direct Investment through 
taxation practiced or other forms of facilities (Trufin O. S., 2016, p. 71); 
- macroeconomic policies of the host state, in fields such as infrastructure, 
monetary policy (Trufin O. S., 2016); 
- the level of development of the financial markets, on the functioning of 
which, the creation of relations between the national investor and the foreign 
one depends on (Şerbu, 2007); 
- the type of investment flow, the characteristic of the intervention may 
influence, differently, the effects of Foreign Direct Investment on the 
development of a country's economy. For example, the “greenfield” Foreign 
Direct Investment impact on the economy is beneficial, as it develops new 
capacities, favouring the employment and consumption. Differently, the 
acquisitions may have some adverse effects, among consequences, being 
possible the withdrawal of some activities and jobs respectively (Șerbu, 2007). 

By the impact produced, the Foreign Direct Investment signifies a real potential for the 
economic development, the increase of the competitiveness and the performances of 
the host country companies. 
At the macroeconomic level, the impact of the foreign investments flow can be positive 
but also, negative, depending on the type of Foreign Direct Investment implanted, the 
economic policies and the conditions offered by the receiving country. 
There are some critical opinions referring to the impact of Foreign Direct Investment 
and the risks that their intervention it supposes, such as (Șerbu, 2007, Trufin, 2016, 
Horobeţ & Popovici, 2017): 

- the interest of the multinationals to invest in high productivity fields, without 
favouring the increase of the productivity of the national companies; 
- the effect of foreign competition leads to a diminution of the market segment 
of the national investors and, respectively, of their profitability, with effects in 
the decrease of the productivity; 
- on the local market, it occurs a transfer of the demand from the local 
companies to the multinational companies, whose marginal costs are lower, 
due to the use of advanced technologies,; in the short term, local firms are 
disadvantaged because, in order to resist competition, they must adopt new 
technologies and increase productivity but, in the long term, they have the 
prospect of development;  
- "technological distance" can produce favourable effects in localization of 
foreign direct investments on the market of the host country, materialized in 
the increase of the productivity, of the commercial flows, but at the same time, 
it can lead to the decrease of the number of jobs, as an effect of the productivity 
increase; 
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- the activity of local companies can be unbalanced due to the competitive 
pressure exerted by the multinational companies; 
- there is the risk of losing the position held on the market by the local 
companies, sometimes, even the elimination of the local producers, situation 
generated by the advanced technology and the resources owned by the foreign 
investor. 

In this context, the host country can orient itself towards the practice of a strategy 
whereby the flows of foreign direct investments should be directed towards areas and 
sectors of activity in which there are the premises of optimizing the positive effects, 
with the least possible manifestation of the negative ones (Horobeţ & Popovici, 2017). 
The policies initiated by this can be of sustaining the Foreign Direct Investment, but 
also, of discouraging, the orientation being, depending on their influence on the local 
companies (Trufin, 2016). 
In the context of the beneficial role of the intervention of foreign direct investments in 
an economy, it is worth mentioning, also, the fact that the excessive intervention of the 
multinationals, in the economic activity of a country, can determine the economic 
dependence of the receiving country, on the foreign capital (Horobeț & Popovici, 2017). 

 
Conclusions  
The approach of foreign direct investments relates to economic growth and 
development, to prosperity. The impact of foreign direct investments on growth and 
development is determined by the type of Foreign Direct Investment, the particularities 
of the company, the economic conditions in the area whereat the investments and 
commercial policies are implemented (Trufin, 2016, Negrițoiu 1996). 
Of particular importance is training of human resources, as well as the construction of 
technological capabilities, that should favour the processing of spillover effects of 
productivity (te Velde, 2006).  
By the interaction with Foreign Direct Investment, the host country's companies have 
the possibility of knowledge of new techniques of production and management, of 
increasing the productivity, entering and expanding the business on the international 
market (Trufin O. S., 2016). 
Foreign Direct Investment is constituted as an important element for the economic 
development and the increase of the competitiveness of the beneficiary countries; at the 
same time, some aspects of risk, such as: changes in the structure of the business 
environment, loss of market position of local firms, or removal of local producers, 
generated by foreign competition, must also be taken into account (Horobeț & Popovici, 
2017).   
The policies supported by the governments of the host countries can be oriented 
according to the interests of the national economies, respectively: 

- supporting the attraction of Foreign Direct Investment or discouragement, 
depending on the influences they can induce on local companies (Trufin, 
2016); 

- orienting, as far as possible, of the external investment flow, towards sectors 
or areas of activity that have the perspective of manifesting the positive 
consequences of the impact and, respectively, as low as possible, of the 
negative ones (Horobeț & Popovici, 2017; Șerbu, 2007); 

- attracting those types of investments that favour economic growth, 
”efficiency-seeking” şi and ”greenfields” and to a lesser extent, of those of 
mergers and acquisitions type (Șerbu, 2007). 

It should not be neglected the fact that, for the positive effects of foreign direct 
investments on growth, the host country must be at an appropriate level of economic 
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development, able of taking over the transfer of technology, information, qualification, 
with effects on productivity growth (Horobeţ  & Popovici, 2017; Șerbu, 2007, Trufin, 
2016). 
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